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Everything  you 


i 


know  about  multimedia    '^'^'^-^  ^^nis 
is  about  to  change.  And  fast. 

Call  it  "virtual  reality"  if  you  like,  but 
before  long  you'll  actually  be  able  to  step  into 
magazines  and  other  information  sources. 
Images  and  words  will  surround  you.  You'll  be 
able  to  control,  even  touch,  what  you  see. 
Instead  of  simply  reading  or  watching  the 
news,  you'll  be  able  to  participate  in  events. 

Sound  ridiculous?  Think  again.  At  NEC, 
we're  building  multimedia  computer  systems 
that  already  provide  the  foundations  for  this 
kind  of  technology.  We're  creating  microchips 
that  can  process  tremendous  amounts  of 
video  and  graphic  information.  We're  even 
designing  global  satellite  communication 
networks  that  will  let  you  "walk"  anywhere 
in  the  world. 

For  more  information,  call  1-800-338- 
9549.  You  can  also  reach  us  on  the  Internet  at 
http://www.nec.com.  Or,  in  the  future,  you 
can  just  walk  over. 

SEE,  HEAR  AND  FEEL  THE  difference: 


IN    THE    ACE    OF  THE 
VIRTUAL  OFFICE 


If  you're  wired,  VISIT  HYATT 
at  the  Travel^^'eh  ""on  the 
World  U7 

http://^^-'.: 

■■-  hyatt.html  ami  connect 
a  complete  resource  of 
everything  Hyatt. 


(  hOR  RESERVATIOSS, 
<  call  your  travel  planner 


Hyatt  at  1-800-233-1234. 
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HY.ATT  Bl'SISESS  PIAS 
gives  you  everything  you 
need  to  stay  in  control  on 
the  road.  From  an  in-room 
fax  machine  to  24-hour 
access  to  photocopiers  and 
printers.  Plus  an  express 
breakfast  and  morning 
newspaper  to  keep 
you  up  to  speed. 


HY.ATTGOLDPASSPOR'I 
is  our  way  of  saying  thanks, 
by  giving  you  generous 
henefits,  services  and  valuable 
points  that  add  up  to  exciting 
travel  awards  including  free 
nights,  upgrades  and  more. 
Call  1-800-63  HY.MT 
to  enroll  today. 


=  ,-U  Hyatt,  we  offer  our  guests  access  to  user-friendly  business  equipment  including  in-room  fax  machines,  telephones  with  da'. 

I^—  and  printers.  .All  the  tools  you're  sure  to  need  when  you're  away  from  the  office.  Sot  to  mention  a  friendly  person  who  kno^-- 

Your  True  Ooice         than  just  how  to  use  them.  Hyatt  Guest  Services  .Manager  Ijina  Trev'isan,  for  instance,  has  dedicated  her  career  to  helping 


Discover     the     p  e  o  p  l 

This  lull  porHolio  01  Business  Senices  is  available  exclusively  a1  a  iimrted  number  of  Hvafl  business  holels  in  the  U  S  and  Canada.  Hyatt  «  pro!i<!  !o  offer  ATJT  Lo-^g  Dis'-anr^  Ser/ice  for  all  /out  AT4T  Ca 

ATJ"  jniversal  Cm  snd  ope'ato'-as.;ists5  cans  To  ncit'ii  airline  Sorms  miles/Kiiometers  lust  present  /oar  memtierjftiO  ^-d  a.'i3  ;a/  an  E:-qibte/Qualr^/;ng  rate  300  oon.js  Tiiles  I'/iii  be  av/arded  on  inch  qua 
MernDers  of  Ae-omexicfl  and  Passages  «ill  eam^  1  OOC  twnus  Kitometers  EligiBilrf/  for  airline  ctettrt  is  subiect  to  tte  terrr,s  and  conditions  a'  each  airlme  orogram  Please  allov/  6-8  weeks  for  bonus  railes/lolon-'- 


E'RE    PROUD   TO  INTRODUCE 
THE   ACTUAL  PERSON. 


Lana  Trevisaii 

Hyatt  (liii'st  Services  Manager. 
She'll  help  you  with  all  of 
your  husitiess  nm/s. 


Hyatt  TOUCH  AND  CO 
services  are  the  fastest  way  to 
check  in  or  out.  Simply  call 
l-800-CHHCK-IN  hefore 
you  arrive.  Or  use  our  auto- 
matic check-in  terminals  in 
some  hotels.  And  when  you 
leave,  our  in-room  Video 
Check-Out  will  speed 
you  on  your  way. 


Discover  REGENCY  CLUB; 
a  private  floor  where  we  attend  j 
to  even  the  smcdiest  details, 
including  complimentary 
breakfast  and  afternoon  hors 

d'oeuvres  served  in  the 
■xclusive  Regency  Club  lounge. 
And  there's  a  dedicated 
concierge  on-hand  to 
meet  all  your  needs. 


Earn  airhne  bonus  tnilcs/ 
kilometers  on  each  cpialifying 
stay  with  any  one  oj  our 
AIRLINE  PARTNERS, 
including  Alaska  Airlines, 
American  Airlines,  Delta  Air 
Lines,  Northwest  Airlines, 

United  Airlines,  USAir, 
Aeroniexico,  Passages,  and 
South  African  Airways. 


her  knowledge  and  resources,  she's  sure  to  make  your  business  trip  a  success.  So  if  you're  looking  for  actual 
ity  on  the  road,  you're  virtually  there.  Stay  at  any  one  oj  our  business  locatiotis  in  the  U.S.  and  Canada  and 
isiness  take  care  of  yours.  Simply  call  Hyatt  at  1-800-233-1234  to  discover  the  people  with  the  Hyatt  Touch. 


H  YAT  T 


!TH       THE       HYATT  TOUCH"^' 

yr  airline  account  Gold  Passport  nnembets  must  choose  to  receive  eittier  Gold  Passport  points  or  airline  credit  in  one  ol  tfie  participating  programs  American  Airimes  and  AAdvantage  are  registered  trademarks 
Airlines.  Inc.  American  Airlines  reserves  the  right  to  change  the  AAdvantage  program  at  any  time  without  notice,  and  to  end  the  AAdvantage  program  «iith  six  months  notice  Hyatt  Hotels  and  Resorts® 
s  hotels  and  resorts  managed.  Iranchised.  or  operated  by  two  separate  groups  of  companies  —  Hyatt  Corporation  and  its  atliliates  and  affiliates  of  Hyatt  international  Corporation  O  1996  Hyatt  Corp. 
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took  this  bunch  to  the  top  page  50 

THE  BEST  ENTREPRENEUR^ 

In  a  business  climate 
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Up  Front 


EDITED  BY  LARRY  LIGHT,  WITH  PAUL  ENG 


TEA  LEAVES,  ANYONE? 


Once  again.  Up  Front  brave- 
ly predicts  the  future.  We 
undertake  this  foolhardy  ven- 
ture on  the  basis  of  what  we 
know  about  the 
past.  That  often 
can  lead  one 
astray,  but  it's  the 
best  ire've  yot. 
THE  '96  ELECTION. 
It's  Bill  Clinton, 
the  Comeback 
Kid,  for  foiu-  more 
years.  Vilified  foi' 
much  of  his  first 
term,  he  still  will 
outsliine  his  dour 
GOP  challenger, 
Bob  Dole.  Right-wing  Repub- 
hcans,  uneasy  about  deal-cut- 
ter Dole,  will  stay  home.  Ross 
Perot  will  mount  a  thiixl-paily 
foray  and  skim  off  more  go? 
voters.  Public  dismay  over 
Gingrichian  harshness  will 
give  the  Dems  back  the 
House  but  not  the  Senate. 
STOCK  MARKET.  Funny  thing 
how  the  economy  and  the 
market  usually  go  up  in  an 
election  year.  Aided  by  lower- 
ing interest  rates  and  ebbing 
inflation,  the  Dow  should  rise 
moderately,  to  5600,  by  Elec- 
tion Day.  Nothing  like  199.5's 


performance,  however,  since 
that's  hard  to  top. 
INTEREST  RATES.  An  eventual 
fedei'al  budget  accord — nei- 
ther party  wants 
to  be  accused  of 
gridlock — should 
give  the  Federal 
Reserve  all  the 
ammo  it  needs  to 
lower  rates  some 
more.  Look  for 
the  Fed,  satisfied 
that  inflation  is 
under  control,  to 
reduce  the  feder- 
al-funds rate  by  a 
half-point,  to  5%, 
by  spring.  Tlien  it  will  lay  off, 
so  as  not  to  get  tangled  up 
in  electoral  politics. 
MONETARY  UNION. 
The  much  heralded 
European  Monetary 
Union  will  be  shelved 
during  a  summit  this 
summer.  Other  than 
GeiTnany,  no  Eui'ope- 
an  countiy  is  close  t(j 
hitting  fiscal  targets 
set  up  by  the  Maas- 
tricht  Ti'eaty  for  a  single  cui- 
rency.  These  require  cutting 
budget  deficits  and  debt  by 
1997.  As  the  strikes  in  France 


FRANCE: 


SLICE  AND 
DICE:  Apple 


TALK  SHOW  UThe  world  is  full  of  people  whose  notion  of 
satisfactory  future  is,  in  fact,  a  return  to  an  idealized  past.' 

—  Robertson  Davies,  the  Canadian  author  of  The  Cunning  Man, 
who  died  at  82  on  Dec.  2 


show,  the  neces- 
sary austerity  is 
not  popular.  Plus, 
Europe's  econo- 
mies are  weaken- 
ing, which  will 
make  achieving 
the  treaty's  goals 
even  harder. 
APPLE.  Woebegone 
Apple  Computer 
will  sell  off  chunks 
of  its  business, 
since  no  buyer  wants  the 
whole  tiling.  Look  for  Oracle's 
Larry  Ellison,  Sun  Microsys- 
tems, or  IBM  to  acquire  soft- 
wai'e.  Japan's  Canon  could  be 
a  buyer  for  the  hardware. 
DISNEY.  Mickey's  run  of 
smash  animated  films  will  end 
with  this  summer's  release  of 
The  Hunchback  of  Notre 
Dame.  Wliile  not  a  bust,  this 
flick  will  do  nowhere  near  the 
box  office  of  The 
Lion  King  blockbust- 
er or  even  the  mod- 
erate hit  Pocahontas. 
In  a  bid  to  lure  boys 
and  teens,  Disney 
chose  Quasimodo's 
unlovely  tale.  This 
downbeat  story, 
though,  will  Lurn  off 
traditional  Disney  fans.  Plus, 
the  movie  has  few  of  the 
soaring  musical  numbers  that 
punctuated  earlier  efforts. 


CHRYSLER.  A  nasty  pre] 
fight  enipts  as  Kirk  Kerk(jt 
an  challenges  Chrysler,  ij 
goal  is  to  name  his  lieuten;] 
Jerome  York  to  the  boa 
launch  a  huge  stock  buyba 
and  double  the  dividend, 
suit:  CEO  Robert  Eaton  fer 
off  the  billionaire.  Eat 
shunts  som.e  of  the  compan 
$6.4  billion  in  spare  casY 
which  Kerkorian  wanted 
use  for  dividends  and  bi 
backs — into  the  more  prod 
five  pursuit  of  a  joint  venti 
with  a  foreign  auto  maker. 
THE  INTERNET.  Net  fever  v 
cool  off  a  notch  or  two.  W 
scads  of  companies  alrea 
on  the  Net  but  pi'ofits  scar 
new  offerings  will  tap 
off.  Look  for  consolidati 
among  the  companies  pi'ov 
ing  Net  services.  Most  hk( 
winners:  America  Onlii 
Netscape,  Microsoft. 


SMARTEST  MOVES  OF  19951 


1.  AT&T  focused  its  energies  on  the  booming  telecom  market 
by  forging  plans  to  spin  off  its  manufacturing  arm  and  its 
problem-plagued  computer  unit  (the  former  nor).  The  stock 
has  soared  since,  wiping  out  all  the  nor  losses. 

2.  Early  investors  m  the  Netscape  public  offering  profited 
outrageously.  Since  going  public  at  28  last  summer,  it 

topped  1  50  by  early  December. 

3.  Colin  Powell  adroitly  managed  his  public  per- 
sona with  his  book  tour.  By  then  ruling  out  a 
Presidential  bid,  he  avoids  the  mud  of  the 
1996  primaries.  So  he's  free  to  be  crowned  the 
GOP  Vice-Presidential  nominee. 

4.  Kirk  Kerkorian  advanced  his  battle  to  win 
more  influence  at  Chrysler  by  hiring  its  former 
CFG,  Jerome  York.  York's  baleful  analyses  of  the 

—    carmaker's  finances  grabbed  investor  attention. 

5.  Ca -'rpillar  hung  tough  and  got  the  United  Auto  Workers  to 
come  oack  from  their  18-month  strike,  accepting  terms  they 
rejected  at  the  outset. 


NICE  HIRE: 

K.-k 


DUMBEST  MOVES  OF  1995 


1.  Daiwa  Bank  let  a  U.S. -based  trader  run 
up  $1.1  billion  in  losses.  A  key  regulator 
at  Japan's  Ministry  of  Finance  knew  about 
the  mess  but  let  it  slide. 

2.  Barings  collapsed  because  it  didn't 
know  until  too  late  that  Singapore-based 
trader  Nick  Leeson  ran  up  $1.4  billion  in 
losses. 

3.  Newt  Gingrich's  abrasiveness  and  vain- 
glory blunted  his  message.  Big  example: 

  He  said  he  favored  shutting  down  the  gov- 
ernment in  November  partly  out  of  pique  that  Bill 
Clinton  made  him  sit  in  the  back  of  Air  Force  One. 

4.  Calvin  Klein  was  forced  to  withdraw  his  jeans 
ads,  which  used  teen  models  in  suggestive  poses. 
Critics  accused  him  of  purveying  kiddie  porn. 

5.  ABC  knuckled  under  to  Philip  Morris'  $10  billion 
libel  suit  over  a  program  about  cigarettes'  nicotine  TOUCHY 
content  that  contained  one  defensible  error.  Newt 


BAD  BOY: 

A  Calvin  ad 
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If  you're  an  investor 
with  an  appetite  for 
aggressive  grovi/th  funds, 
Janus  can  satisfy  your  craving. 
First,  the  new  news: 

 Just  opened,  still  small 

(now's  the  time  for  investors  who  like  to 
get  in  early).  Second,  we've  reopened  Janus 
Twenty  Fund  to  new  investors  for  the  first 


Janus  Olympus  Fund. 


Can  we  talk  about  your 
aggressive  tendencies  for  just  a  minute? 


We've  got  jour  numbers  right  here. 


Average  annual  total  returns  for  the  period  ended    30  ^5 

lYear  Life  of  Fund 
Janus  Enterprise  Fund   26.83o/o  24.92'io 
Janus  Mercury  Fund      36.08^0  28.8rio 
Janus  Twenty  Fund       32.66'i6  15.84'J6 

^  ►  5  Year  19.54%,  10  Year  16.26'ro 


time  in  three  years.  Third  and  fourth,  Janus 
Mercury  Fund  and  Janus  Enterprise  Fund: 
they've  both  rewarded  their  investors  with 
impressive  returns  [see  numbers  at  left]. 

Four  no-load  funds  aimed  at  aggressive 
growth,  although  specific  objectives  and  port- 
folios vary.  A  quick  call  will  put  the  details 
in  your  hands  within  days. 

We  wouldn't  dare  keep  you  waiting. 


Start.To  think  big. 


Gail  1-800-525-8983  ext.  623 


Call  or  send  for  a  prospectus  containing  more  complete  information,  including 
expenses.  Aggressive  growth  objectives  may  lead  to  greater  price  volatility. 
Please  read  all  the  materials  carefully  before  you  invest  or  send  money. 
Write  to  Janus  Funds,  RO.  Box  173375,  Denver,  CO  80217-3375. 
Or  visit  our  Web  site  at  http://networth.galt.com/janus. 

Past  performance  does  not  guarantee  future  results.  Your  return  and  principal  value 
will  vary,  and  shares  may  be  worth  more  or  less  at  redemption  than  at  purchase. 
Funds  distributed  by  Janus  Distributors,  Inc.  Member  NASD. 
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Up  Front 


BIG  SHOES: 

Fuchs 


LET'S  PLAY 
30  QUESTIONS 

Now,  lets  just  see  if  you've 
been  paying  attention.  Our 
pop  quiz  (no  fair  peeking  at 
the  answers)  will  reveal  the 
real  bnsiness-yiews  buffs. 

I.  What  natural  event 
helped  ruin  rogue 
trader  Nick  Lee- 
son's  investing 
strategy? 

2.  What  is  Lou 
Gerstner's  vision 
for  IBM  called? 

3.  What  two  jobs 
did  Michael 
Fuchs  have  at 
Time  Warner? 

4.  How  many  parts  is  itt 
splitting  into? 

5.  Name  the  new  CEO  of 
DuPont. 

6.  Which  American  compa- 
ny had  a  major  power 
project  canceled  by  Indian 
authorities? 

7.  Who  is  the  recently 
departed  chief  of 
Sony's  U.  S.  arm? 

8.  What  does  Steve 
Forbes  want  to  do  to  the 
dollar? 

9.  Who  is  the  highest-level 
exec  to  quit  Apple  so  far? 

10.  What  is  former  iBMer 
James  Cannavino's 
new  job? 

II.  Name  ipo  darling 
Netscape's  chairman. 

12.  What  is  the 
Prowler? 

13.  Former  Simon  & 
Schuster  honcho 
Richard  Snyder  tried 
to  buy  what? 

14.  What  is  dethron- 

ing  Citicorp  as  the  nation's 
largest  bank? 

15.  Ron  Perelman  wants  to 
do  what  with  Revlon? 


BIG  BUST: 

Leeson 


TRIVIA 
QUIZ 


BIG  IDEA: 

Gerst}ier 


16.  Which 
bank  has 
spurned 
Wells  Fargo 's 
buyout 
overtures? 

17.  Name 
Bob  Pack- 
wood's  re- 
placement as 

Senate  Finance  Committee 
chairman. 

18.  Who  wants  to  sell 
mgm/ua? 

19.  Why  did  CBS's  00  Min- 
utes yank  a  segment  critical 
of  the  tobacco  industry? 

20.  Which  newspaper  did 
Times  Mirror  ceo  Mark 
Willes  close? 

21.  Name  Salomon's  embat- 
tled chief. 

22.  What  is  the  first  U.  S. 
TV  series  to  run  on  Japa- 
nese prime  time  in  eight 
years? 

23.  Who  is  threatening  a 
proxy  fight  against  rjr  Na- 
bisco? 

24.  What  company 
did  William  Agee 
last  head? 

25.  Name  the  theme 
song  for  the  Windows  95  ad 
campaign. 

28.  Who  is  Michael  Eisner's 
new  No.  2  at  Disney? 
27.  Whom  did  the  Grace 

familv  oust  as  ceo  of 
W.R. Grace? 

28.  Name  Leon 
Hess's  chosen  succes- 
sor to  head  Amerada 
Hess. 

29.  Converse  bought 
a  sports-apparel 
maker,  then  shut  it 
down  after  8.5  days  of 
deteriorating  results. 

Name  it. 

30.  What's  the  price  tag  for 
Bill  Gates's  new  high-tech 
house  on  Lake  Washington? 
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YOU  MADE  THE  GALL 


THE  THIRD  ANNUAL  UP  FRONT 

Reader  Survey  is  gleaned 
from  288  responses  to  our 
questionnaire,  almost 
half  via  E-mail.  It  shows 
a  sober  giwp  that's  cau- 
tiously optimistic  and 
doesn't  expect  miracles. 

We  asked  about  job 
security  for  the  second 
year  in  a  row.  And  the 
answers  were  pretty 
close  to  last  year's.  In  a 
time  of  corporate  down- 
sizing, the  share  of  those 
feeling  less  secure  at  work 
rose  slightly,  from  32%  to 
36%,  while  people  who  are 
more  secure  was  virtually 
unchanged.  Yet,  despite  all 
the  gloom  and  doom  we 
hear  about  how  too  few  are 
saving  enough  for  old  age, 
two-thirds  project  their  old- 
age  standai'd  of  living  to  re- 
main as  is  or  get  better. 

About  the  stock  market, 
the  consensus  is  for  contin- 
ued good  times,  with  an  av- 
erage prediction  of  5754  for 
the  Dow's  1996  high.  Most 
prognostications  clustered  in 
the  5251-6000  range.  There's 
no  consensus  on  a  favorite 


stock,  though,  with  name 
scattered  all  over.  The  No. 
pick  is  a  tie  between  Mierc 
soft  and  Intel,  with  14  r( 
sponses  each. 

On  matters  not  affect 
ing  them  directly,  nam€ 
ly  the  federal  budgel 
reader's  go  for  the  cor 
ventional  wisdom.  Mos 
name  2002  as  the  bes 
target  date  to  balanc 
the  budget.  Newt  Gii 
grich  wants  to  do  th 
deed  by  then.  Now, 
does  Bill  Clinton.  There 
a  tempered  optimism  on  th 
much    ballvhooed  Infoi 


SURF  CITY:  So  mucli  hypt':-^ 


mation  Highway.  While 
majority  sees  the  Infobahij 
as  the  driving  force  of  to| 
moiTow's  economy,  skepticij 
abound:  To  more  than  40%| 
it's  just  hype. 


»  How  do  you  feel 
about  personal  job 
security,  compared  with 
your  situation  last  year? 


MORE  SECURE  LESS  SECURE  SAME 


®The  best  target  date  to 
balance  the  federal 
budget  is: 


37%^  

19%|  23% 


1997 


2002      2005  NEVER 


«  When  you  retire,  your 
standard  of  living  will: 


IMPROVE      WORSEN    STAY  THE  SAM 


®The  Information 
Superhighway  is: 


ECONOMY'S  A  LOT 
FUTURE  ENGINE  OF  HYPE 


•  The  high  point  for  the  Dow  Jones 
industrial  average  for  1996  will  be: 


NUMBER  OF  RESPONSES 
PER  INTERVAL 


5250  OR  LESS  5251-5500 
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HAS  CADDY 

TURNED  THE  CORNER? 


I  have  received  numerous  inquiries 
from  your  readership  concerning  "A 
Caddy  that's  not  for  Daddy"  (The  Cor- 
poi'ation,  Dec.  18).  Despite  considerable 
disclosure  of  facts  and  open  discussion, 
your  author  chose  to  include  her  opin- 
ions and  the  clearly  biased  opinions  of 
our  competitors  without  including  any  of 
our  perspective. 

With  i-egard  to  our  i-eduction  in  sales 
volume:  Cadillac's  planned  and  profit- 
able reduction  of  daily  rental  fleet  sales 
accounts  for  much  of  the  reduction  in 
the  division's  sales  from  1989  to  1995. 
While  we  chose  not  to  foreshadow  our 
1995  calendar  year  forecasts  to  compet- 
itors by  providing  them  for  this  stoiy, 
we  did  provide  a  yearly  accounting  of 
our  daily  rental  fleet  reduction  statistics 
(fi-om  32%  of  total  sales  in  1991  to  18% 
in  1994).  We  expected  that  disclosure 
of  this  plan  and  accompanying  perfor- 
mance would  not  be  omitted  from  your 
review  of  our  sales  performance. 

As  for  our  dealers,  you  characterized 
the  perception  of  them  as  "salesmen  in 
white  belts  and  plaid  sport  coats"  and 
continued  to  perpetrate  a  disservice  to 
our  very  professional  dealer  personnel. 
Our  dealers  consistently  eam  high  cus- 
tomer-satisfaction scores  and  were  once 
again  rated  No.  1  domestic  luxiuy  name- 
plate  in  a  recent  J.  D.  Power  &  Asso- 
ciates Inc.  Sales  Satisfaction  Survey, 
second  only  to  Infiniti  and  ahead  of  Lex- 
us, Mercedes,  Lincoln,  bmw,  and  all  oth- 
er luxury  brands. 

You  also  raise  questions  about  our 
customer  demographics.  Fundamental 
changes  in  our  owner  demogi-aphic  pro- 
file have  resulted  fi-om  the  introduction 
of  the  1992  Seville,  Seville  Touring  Se- 
dan, and  Eldorado  models.  The  author 
accurately  quoted  the  average  age  of 
"some  model"  owners  at  nearly  70.  Spe- 
cifically, this  model  is  the  Fleetwood, 
which  we  are  eliminating  from  the  mod- 
el line  this  year  A  fair  accounting  of 
our  progi'ess  would  also  have  noted  that 
the  average  age  of  Seville  STS  owners  is 
52  years,  an  average  age  that  has  been 


CORRECTIONS  &  CLARIFICATIONS 

The  correct  phone  number  for  ordering  ai 
ditional  copies  of  our  previous  issu 
"Where  to  invest  in  1996,"  is  609  42i 
5594. 


reduced  by  six  years  since  the  int 
duction  of  this  model  in  1991. 

Regarding  side  aii-  bags,  we  were 
appointed  to  note  that  your  autl 
chose  to  omit  the  rollout  of  air  bags 
the  1997  DeVille  model,  mentioning  o 
the  introduction  for  Catera  in  mid-1! 
and  again  creating  the  appeai'ance  tl 
Cadillac  was  behind  other  luxury  ma: 
facturers  in  the  implementation  of  t 
technology.  The  introduction  of  the  s 
air  bags  at  the  beginning  of  the  1 
model  year  on  the  DeVille  was  mi 
very  clear  in  our  interview. 

Finally,  you  refer  to  us  as  "an  ind 
try  joke."  In  spite  of  the  fact  that  n 
new  models  have  been  added  to 
luxury  mai'ket  fi'om  two  all-new  ma: 
facturers  (Lexus  and  Infiniti)  since  19 
Cadillac  continues  as  volume  leader 
the  U.  S.  luxury  market — a  title  h 
for  the  last  46  years.  The  DeVille 
mains  America's  most-purchased  luxi 
sedan — a  title  held  for  the  past  n 
years.  The  Northstar-powered  Sev 
STS  is  a  recognized  technology  tour 
force  among  automotive  critics  and  i 
thusiastic  owners.  The  all-new  Cat( 
has  been  reviewed  favorably  by  all 
the  author's  colleagues. 

The  above-hsted  facts  and  many  o 
er  positive  points  concerning  Camilla 
overall  performance  were  omitted  fn 
your  story.  Our  market  leadership  a 
product  leadership  makes  preposteri 
the  notion  that  Cadillac  is  the  bmnt 
jokes  in  the  industry.  To  the  contra 
our  product  technology  and  large  lo 
owner  base  ai'e  the  envy  of  the  indust 
John  0.  Grettenberg 
General  Manag 
Cadillac  Motor  Car  E 
Warren,  Mii 

Editor's  note:  Cadillac  supplied  nu 
bers  on  fleet  sales  only  throtigh  19 
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d  acknuivledyed  tluit  it  expected  total 
les  to  decline  by  15%  in  1995.  Our 
scription  of  the  negative  perception 
Cadillac  dealers  focused  on  younger 
yers  it  hopes  to  attract  with  the 
tera  and  matches  the  Catera  team's 
n  characterization  of  its  consumer 
search. 

Your  stoi-y  on  the  Catera  missed  the 
irk.  As  I  see  it,  Catera  is  yet  another 
:ouraging  step  as  Cadillac  transforms 
slf.  Why  keep  harping  on  the  Cimar- 
1,  unquestionably  a  Stone  Age  disas- 
•?  Cadillac  left  the  Stone  Age  long 
3.  Why  not  mention  the  Seville  Tour- 
;  Sedan,  Detroit's  most  exciting  world 
'?  What  about  the  national  Baldrige 
ality  Award  Cadillac  received  in  rec- 
nition  of  quality  and  changes  in  cul- 
'6?  And  what  about  the  Northstar 
item?  You're  much  too  bleak.  At  57,  I 
I  most  certainly  a  Daddy.  But  Catera 
;t  may  be  the  Caddy  I've  been  wait- 
j  for — and  my  boomer  son,  too. 

Dan  Panshin 
St.  Paul,  Minn. 

Regarding  General  Motors  Corp.'s 
ms  for  the  new  Catera,  your  article 
t  out  a  few  more  mistakes  that  the 
dillac  Div.  has  made  in  past  years 
?ides  the  Cimarron  and  the  Allante. 
iw  about  the  8-6-4  engines  and  the 
"ly  model  Sevilles? 

Cadillac  had  better  be  satisfied  with 
grandfather  image,  because  any  mid- 
■-aged  lu.xury-car  buff  worth  his  salt 
'Uld  not  even  think  about  a  new  Cad- 
10,  considering  the  company's  track 
;ord  for  the  past  15  years.  Especially 
th  introductory  models. 

Frank  Credendino 
Mt.  Vernon,  N.  Y. 

ERRORiSTS  SHOULD  NEVER  BE 
INFUSED  WITH  DISSIDENTS' 

I  must  take  exception  to  your  stoiy 
3ut  Saudi  Arabia  in  your  Nov.  27  is- 
e  ("A  dangerous  spark  in  the  oil 
Ids,"  International  Business).  Busi- 
SS  WEEK  played  into  the  hands  of 
Torists  by  trying  to  create  a  link  be- 
een  the  terrorist  car  bombing  in  Ri- 
dh  that  claimed  the  lives  of  five 
nericans  and  the  internal  situation  in 
r  country. 

Even  though  no  one  knows  yet  who 
nmitted  this  act  of  murder,  your  arti- 
stated  that  the  car  bombing  "sug- 
3ts  once  again  that  internal  enemies, 
t  external  ones,  may  now  be  the 
jgest  threats"  to  states  on  the  Ara- 
in  Peninsula. 

Whether  in  the  U.  S.,  Israel,  Fi-ance, 
;y{)t,  or  Saudi  Arabia,  people  may  dis- 
ree  about  internal  policies.  But  teiTor- 
3  should  never  be  confused  with  dissi- 


dents. Tei-roi'ists  kill  because  they  are 
criminals  and  murderers.  They  do  not 
need  an  "excuse,"  especially  feeble  ones 
such  as  "belt  tightening,"  as  cited  in 
your  article. 

The  "internal  situation"  that  you  de- 
scribed did  not  cause  the  car  bombing 
any  more  than  the  U.  S.  budget  crisis 
caused  the  Oklahoma  City  bombing.  Ter- 
rorism is  a  meaningless  act.  As  youi' 
story  revealed,  if  you  search  for  "rea- 
sons," you  will  only  be  led  astray. 

Bandar  bin  Sultan  bin  Abdulaziz 
Ambassador 
Royal  Embassy  of  Saudi  Arabia 
Washington 

EXPORT  DIVERSION,  MAYBE. 
DUMPING.  ABSOLUTELY  

Regarding  "Exports  that  aren't  going 
anywhere"  (Legal  Affairs,  Dec.  4),  I'd 
feel  sorrier  for  companies  whose  low- 
priced  exports  are  being  diverted  back 
to  the  U.  S.  if  they  weren't  meeting  the 
classic  definition  of  dumping:  selling  at  a 
lower  price  in  a  foreign  country  than 
they  do  domestically. 

When  a  foreign  manufactui'er  sells  at 
a  lower  cost  in  the  U.  S.  than  it  does  in 
its  own  country,  the  U.  S.  Federal  Trade 
Commission  is  all  over  them.  Are  Amer- 
ican companies  claiming  injury  when 
their  dumping  activities  result  in  the 
obvious  economic  consequences?  Wait 
until  the  other  countries'  ftc  equiva- 
lents get  thi'ough  with  them. 

The  reality  is  that  price  differentials 
are  extremely  difficult  to  maintain  in 
the  global  economy.  If  the  law  doesn't 
get  you,  economics  will. 

Dick  Locke 
President 
Global  Procurement  Group 
San  Francisco 

TRAVELERS  DOESN'T  TRAFFIC 

IN  HARD  SELLING  

Your  recent  article  on  "How  Travel- 
ers got  moving  again"  (Finance,  Dec. 
4)  stated  that  ceo  Robert  I.  Lipp  "be- 
gan pushing  Travelers  homeowners'  and 
auto  i)olicies  through  the  FFS  network  of 
100,000  hard-sell  i)art-time  agents,  who 
work  foi-  commissions  far'  below  the  typ- 
ical 15%.  paid  . . ."  The  article  was  gr-eat, 
but  the  connotation  that  I'FS  agents  em- 
ploy har'd-sell  tactics  is  incorrect.  Rough- 
ly 80%  of  the  sales  for-ce  is  in  fact  part- 
time  and  does  not  r-ely  on  commissions 
to  make  a  living.  Thus,  the  basic  hks 
approach  is  educational,  not  conft'onta- 
tional.  Part-time  pes  agents  do  not  have 
to  make  the  sale  to  put  food  on  the  ta- 
ble. Hard  sell?  Nothing  could  be  fur- 
ther from  the  truth. 

David  Beemer 
Virginia  Beach,  Va. 


The  23rd  Edition  of  the 
Multinational  Executive 
TRAVEL  COMPANION* 
Is  Now  Available 


Put  A  Travel  Agent 
In  Your  Pocket 

Often  called  the  'Rolls  Royce  of  Travel 
Books',  METC  packs  into  some  126 
countries  50,000  updated  facts. ..750 
pages  of  expetl,  researched,  accurate 
essentials  for  the  business  traveler. 

There's  nothing  like  this  authoritative 
handbook.  "It's  the  encyclopedia  of 
business  protocols  and  local  customs", 
write  review/ers  for  a  top  business 
publication.* 

Among  new  1995-96  features  are 
exclusive  analyses  describing  selected 
countries  now  entering  into  new 
marketing  phases  and  international 
relationships... uncounted  information 
to  make  your  business  or  social  trip 
more  rewarding  and  productive. 

Larger  and  more  readable.  Special 
discounts  on  quantity  orders.  Single 
copy  in  softcover...gold  foil  and  full 
color:  USD60.  Overseas  USD80. 
Includes  shipping  and  handling.  Ask 
about  corporate  identification  programs 
and  the  VIP  presentation  edition  in 
leather,  gold  stamped,  gilt  edged, 
ribboned,  cased,  at  USD100. 

Call  or  write: 
Strand  Publishing  Co.,  Inc. 
P.O.  Box  1293, 
207  Atlantic  Street 
Stamford,  CT  06901  USA 
ph: 1-203-324-3007 
fax:  1-203-967-8404 
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good. 

Quarterly  projections  look  promising.  Profit  margins 


are  hiolding  steady.  Your  customers  seem  happy. 


There's  no  reason  to  change  anything.  Except, 


maybe,  to  get  rid  of  the  backlog  in  Order 


Processing.  Or  to  get  Production  more  in  sync  with 


Sales.  Or  to  speed  up  the  way  information  is 


shared.  Or  to  get  your  people  more  involved 


in  your  business.  So  you  start  to  think.  Maybe  it  is 


time  for  a  change.  Maybe,  just  maybe, 


business  could  be  better. 


SAP  makes  integrated  applications 
software  that  can  improve  tine  way 
even  successful  companies  do 
business.  With  it,  information  is 
shared  immediately,  so  operations 
become  synchronized.  It's  already 
helping  people  at  Autodesk,  Inc., 
Borden,  Inc.,  Elf  Atochem  North 
America  and  a  few  thousand  other 
organizations  around  the  world  work 
together  like  never  before.  And, 
yes,  business  is  definitely  better. 

1-800-USA-1SAP 
http://www.sap.com 


SAP  America,  Inc. 
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THE  STATE  OF  HUMANITY 

Edited  by  Julian  L.  Simon 
Blackwell  •  694pp  •  $54.95 


A  PANGLOSS  FOR 
THE  MILLENNIUM 


No  one  can  accuse  Julian  L.  Si- 
mon of  thinking  small.  In  his 
new  book,  he  tackles  nothing  less 
than  the  fate  of  all  mankind.  TJie  State 
of  Humanity,  a  massive  new  volume  of 
essays  assembled  and  edited  by  Simon, 
is  an  attack  on  the  fashionable  notion 
that  human  progress  has  stalled.  "Just 
about  every  important  long-run  measure 
of  human  welfare  shows  improvement 
over  the  decades  and  centuries,  in  the 
United  States  as  well  as  in  the  rest  of 
the  world,"  claims  Simon  in  liis  introduc- 
tory essay.  "There  is  no  persuasive  rea- 
son to  believe  that  these  trends  will  not 
continue  indefinitely." 

This  happy  assessment  is  no  surprise. 
In  previous  books,  Simon,  an  economist 
at  the  University  of  Maiyland,  has  ar- 
gued the  benefits  of  population  grovvi;h 


and  immigi'ation,  giving  him  a  well-de- 
served reputation  as  perhaps  the  most 
optimistic  economist  alive.  His  argu- 
ment that  humanity  is  still  on  an  up- 
ward ti'end  is  backed  up  by  almost  700 
pages  of  hard  data  and  numerous  charts 
and  gi'aphs.  Simon  and  his  co-authors, 
including  Nobel  pi-ize-winning  economist 
Robert  W.  Fogel,  have  put  together 
what  is  probably  the  single  most  concen- 
trated mass  of  upbeat  statistics  ever 
assembled,  covering  virtually  every  as- 
pect of  the  human  condition,  from  child 
mortality  to  air  pollution,  from  housing 
and  food  to  natui'al  resoui'ces  and  ozone 
depletion. 

For  the  most  part,  the  arguments 
are  convincing.  We  have  been  warned 
that  the  world  is  about  to  inn  out  of  oil. 
Not  so,  Simon  points  out:  Global  crude- 


oil  reserves  have  soared  over  the  p; 
15  years,  as  higher  prices  have  sti 
lated  exploration  and  new  technolo 
for  exploiting  existing  fields.  In  19< 
the  world  had  about  a  30-year  supply 
crude  oil  at  current  rates  of  consurr 
tion.  By  the  early  1990s,  though,  t 
world  had  about  45  years'  worth.  Not 
Simon:  "Metals,  foods,  and  other  natu 
resources  have  become  more  availal 
rather  than  more  scarce." 

The  perspective  of  Simon  and  his 
authoi's  is  decidedly  global.  While  dev 
oped  economies  such  as  the  U.  S.  ha 
struggled  in  recent  years,  developi 
countries  such  as  China,  Taiwan,  a 
Malaysia  have  seen  explosive  incoi 
grovrth,  making  this  the  greatest  peri 
of  wealth  creation  in  history.  These  ec 
nomic  gains  have  been  accompanied 
other  advances,  as  well.  Over  the  p 
30  years,  hfe  expectancy  in  poor  coi 
tries  has  soared,  from  46  to  63  yea 
The  spread  of  education  in  developi 
countries  has  been  equally  spectacul; 
The  proportion  of  children  aged  6  to  I 
enrolled  in  school  has  risen  from  le;, 
than  50%  in  1960  to  about  70%  today  : 

Interestingly,  Simon's  upbeat  vie"; 
does  not  depend  on  new  technology.  T. 
State  of  Hu  manity  barely  takes  noti 


New  HP  QmniGo  bends  over 
backwards  to  get  you  organized 


Introducing  the  HP  OmniGo  100 
Organizer  Plus. 

It's  the  first  organizer  that  actually  folds  in  half  to 
give  you  twice  the  organizing  power  TVi^e  on  the 
keyboard.  Or  wiite  wath  a  pen.  This  handheld 
wonder  is  so  smait  it  even  recognizes  handwiiting. 
You  get  financial  tfjols  like  Lotus"  compatible 

GEOWORKS 


spreadsheets,  HP  12C  calculator  functions,  and 
Pocket  Quicken!*  And  ot  course,  essentials  like  a 
calendar;  phonebook,  database,  memo  pad  and 
more.  At  only  $349,  HP  OmniGo  is  the  organizer 
that  means  business. 

So  call  1-800-44:3-1254  Ext.618  today  for  an  HP 
dealer  near  you.  And  put  the  power  of  organiza- 
tion in  tlie  palm  of  your  hand. 


EWLETT 
PACKARD 


^Free  with  coupon  in  box.  tAverage  U  S.  retail  priv  e  Pocket  Quicken  it  '^^ademark  of  Intuit,  Inc.  Lotus  and  1-2-3  are  U.S.  registered  trademarks  of 
L'.itus  Development  Coriioration.  Other  brand/pniduci  names  are  trac'j^^^       ^  their  respective  holders,  €)l99r,  Hewlett-Packard  Company 
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leckers  feed  on  parasites  in  the  coats  of  animals  like  this  impala.  They  do  the  impala  a  service  since  they  rid  the  animal  of  irritating  parasites. 


There  are  many  partnerships  in  the  world  of  nature  that  give  the  impression 
of  being  rather  unusual  at  first  sight.  But  at  a  closer  glance,  they  make  a  lot  of 
sense,  as  it  becomes  quite  clear  that  the  partners  can  benefit  each  other. 

"You  are  just  what  I  need,"  they  both  think. 
"Let's  get  together  and  cooperate." 

We  also  find  close  cooperation  the  most  natural  thing  in  the  world.  In  fact,  it's  the  corporate 
culture  at  Schott.  For  example,  we  work  together  with  architects,  contractors  and  their 
clients  to  help  them  use  AMIRAN*  non-reflective  glass  to  their  best  advantage.  By  providing 
our  technical  expertise  throughout  the  design  process  of  each 
project,  we  help  our  customers  make  their  customers  happy,  thus 
ensuring  that  everyone  is  satisfied  with  the  results.  If  you'd  like  to 
know  more  about  the  Schott  Group  of  companies,  write  to: 
By  reducing  annoying  refiec-       Schott  Corporation,  Dept.  BW  3,  3  Odell  Plaza,  Yonkers,  NY  10701. 

tions,  AMIRAN®  non- reflective 

glass  ensures  that  products  ■  ^-  ■■-  ... 

Maintaining  our  position  as  a  leader  m  special  glass  is  not 

on  display  in  store  windows     

can  be  seen  clearly  at  all  times.  ^ 

Naturally,  we  work  in  close        Gnough,  Our  goal  IS  to  be  a  leader  m  customer  orientation  -  (schott) 


a  SCHOTT 


cooperation  with  architects, 

contractors  and  their  clients.       finding     ways     to     take     OUT     customers     further.      Total  Customer  Care 


The  Commixmeimt 


_  Back  in  1930, 
the  Fidelity  Fund 
was  created. 


66  years  later, 
we're  still  creating 
ways  to  make  '^easm 
for  you  to  take  on 
the  stock  market. 


Making  vour  financial  life  eiLsier.  Tliats 
a  mutual  fund  s  reason  for  being.  .\nd  at 
Fidelitv,  we  built  a  business  out  of  it. 

Todav,  vou  liax  e  vour  choice  of  hundreds 


of  respected  niutuiil  funds  from  Fideht\'.  .\11 


with  strategies  as  diverse  as  the  needs  of  our 
many  investors. 

.\nd  while  mutual  fimds  may  be  the 
cornerstone  of  our  business,  they're  just 
a  part  of  the  foundation  we've  laid  for  our 
investors,  in  fact,  we've  constructed  a  vast 

for  \ou  and 


world  of  investment  options 


a  means  of  managing  them  t 
found  anvwhere  else. 


lat  can't  be 


At  Fidelity,  you  can  do  more  than  trade 
stocks  at  a  discount.  You  can  buy  bonds. 
Exchange  funds.'  Purchase  U.S.  Treasuries.^ 


You'll  have  a  wealth  of  free  information  and 


You  can  do  it  all.  And  you  can  do  it  when- 


ever the  time  suits  you.  24  hours  a  day.  Every 
day  of  the  week.  Just  call  us  toll  free. 

It's  also  easier  to  stay  on  top  of  your 
investments.  You'll  know  precisely  where 
you  stand  every  quarter.  Because  you'll 
receive  a  statement  that's  as  simple  to  read 
as  it  is  to  do  business  with  us. 


Fidelity 
Inuestments® 


resources  at  your  command  as  well.  From 
workbooks  designed  to  help  you  fine-Uine 
your  portfolio  to  representatives  you  can  sit 
down  and  chat  with  at  the  FideUty  Investor 
Center  closest  to  you.  We  have  over  80 
Centers  across  the  country. 

At  Fidelity,  we  built  a  business  out  of 
making  our  investors'  hves  easier  Find  out 


what  we  can  do  for  you.  Call  us  today. 


A  Fidehty  representative  is  ready  to  help. 


1-800-544^0003       24  hours  a  day      http://www.f id-in^.com 


To  join  America  Online:  Call  1-800-706-5577  for  10  free  hours. 

2d/6936.001 

For  a  fund  fact  kit  and  more  complete  information  on  any  mutual  fund,  including  charges  and  expenses,  call  for  a  free  prospectus. 
Read  it  carefully  before  you  invest  or  send  money. 

Fidelity  Managemeiil  &  Researcli  Company  assumed  managemeni  of  Fidelity  Fund  in        originally  organized  in  1930  by  Cromwell  &  Cabot.    'The  funds 
may  terminate  or  modify-  the  exchange  piivilege  at  any  time.    -The  sale  or  redemption  of  any  fi.xed-income  security  prior  to  maturity  may  result  in  a  substantial 
gain  or  loss.    Fidelity  Distributors  Corporation.  Fidelit\'  Brokerage  Services,  Inc.,  161  Devonsliire  ,St.,  Boston.  MA  021 10.  Member  .\YSE,  SIPC 
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of  computers.  There  is  no  mention  of 
the  Internet,  virtual  reality,  gene  splic- 
ing, cellular  telephones,  or  any  of  the 
other  marvels  that  are  supposed  to  be 
boosting  productivity  and  improving  the 
modern  standard  of  hving. 

Instead,  Simon  bases  his  forecasts  on 
a  simple  principle:  Assume  that  long- 
term  trends  will  continue,  in  the  ab- 
sence of  convincing  evidence  to  the  con- 
trary. So  if  the  steady  accumulation  of 
knowledge  has  produced  a  rising  stan- 
dard of  living  for  the  past  200  years, 
thei'e's  no  reason  to  believe  that  things 
will  suddenly  change. 

Of  course,  many  would  consider  Si- 
mon's view  of  the  world  to 
be  naive.  The  conventional 
wisdom  is  that  global  over- 
population  is  inexorably 
leading  to  ecological  and 
economic  disaster — a  mod- 
ern version  of  Malthusian 
misery.  "For  those  who 
think  the  future  may  be  a 
simple  extrapolation  of  the 
past,  there  may  be  some 
surprises  ahead,"  observes 
Lester  R.  Brown,  president 
of  WorldWatch  Institute,  in 
the  forthcoming  book  State  of  the  World 
1996  (Norton).  Brown,  as  committed  a 
pessimist  as  Simon  is  an  optimist,  ar- 
gues that  the  "spiraling  human  de- 
mands for  resources  are  beginning  to 
outgi'ow  the  capacity  of  the  earth's  nat- 
ural systems." 

Food,  especially,  will  be  in  short  sup- 
ply, in  part  because  the  people  of  China 
and  other  growing  nations  will  demand 
better  diets  as  they  become  richer. 
Notes  Brown:  "Oil  can  be  i-eplaced  with 
other  energy  sources,  but  there  is  no 
replacement  for  food." 

The  State  of  Humanity  tries  to  an- 
swer each  of  these  negative  arguments. 
Despite  the  fears,  Simon  cites  statistics 
from  the  Environmental  Protection 
Agency  to  assert  that  "the  air  in  the 
U.  S.  and  in  other  rich  countries  is  irre- 
futably safer  to  breathe  now  than  in 
decades  past."  Moreover,  there  is  no 
sign  of  any  widespread  food  shortages 
yet.  Crop  yields  have  risen  as  fast  as 
world  population.  The  price  of  food,  hke 
that  of  other  natural  resources,  is  still 

■dua] 
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falling  compared  with  other  goods  and 
services. 

Simon  points  out  that  in  eveiy  era, 
there  have  been  doomsayers  who  see 
the  imminent  end  of  civilization.  For 
example,  in  the  mid- 1800s,  the  British 
began  to  worry  about  running  out  of 
coal.  Writes  Simon:  "The  great  English 
economist,  Stanley  Jevons,  calculated 
that  a  shortage  of  coal  would  bring 
England's  industry  to  a  standstill  by 
1900;  he  carefully  assessed  that  oil  could 
never  make  a  decisive  difference." 

Despite  the  power  of  its  argiiments. 
The  State  of  Humanity  does  have  some 
flaws.  The  essays  are  of  uneven  qual- 
ity— Simon's  own  contribu- 
tions, especially  the  intro- 
duction, are  pointed  and 
well-written,  but  some  of 
the  other  chapters  are  con- 
fusing and  less  than  help- 
ful. The  book  also  suffers 
from  overkill.  One  grows 
weary  of  being  told  over 
and  over  how  everything  is 
getting  better  all  the  time. 

Moreover,  while  whining 
about  how  the  pessimists 
net  more  attention  than  he 
does,  Simon  does  not  acknowledge  that 
scaremongers  are  often  responsible  for 
much  of  the  improvement  he  cites.  The 
death  rate  from  all  accidents,  for  exam- 
ple, dropped  by  more  than  20%  over 
the  past  10  years — thanks  in  no  small 
part  to  the  consumer-safety  advocates 
Simon  professes  to  deplore.  Indeed,  it 
may  very  well  be  that  alannism  is  the 
only  way  to  stimulate  an  effective  re- 
sponse to  large-scale  problems,  such  as 
global  wanning  and  ozone  depletion,  that 
require  concerted  multinational  action. 

Still,  The  State  of  Humanity  will  be- 
come essential  reading  for  anyone  who 
wants  to  put  today's  policy  debates  into 
a  larger  context.  At  a  time  when  pohti- 
cians  are  locked  in  a  bloody  stalemate  in 
Washington  and  many  Americans  are 
disappointed  with  their  lot,  it's  worth 
remembering  the  progress  that  the  hu- 
man species  has  ab-eady  made — and  pon- 
dering the  potential  for  gains  to  come. 

BY  MICHAEL  J.  MANDEL 
Mandel  is  a  business  week  econom- 
ics editor. 


BOOK  BRIEF 

THE  DIGITAL  ECONOMY 
Promise  and  Peril  in  the  Age  of 
Networked  Intelligence 

By  Don  Tapscott 

McGraw-Hill  •  342pp  •  $24.95 

INTERNET  101 
FOR  BUSINESS 


Surf  the  Net  these  days  and  you 
soon  find,  alongside  the  obscu' 
'zines  and  hip  cyber  hangouts,  some 
the  biggest  names  in  business.  Koda 
Aetna,  at&t,  Eli  Lilly,  IBM — each  has 
home  page  on  the  World  Wide  We 
They  and  scores  of  other  companii 
hope  online  networks  can  provide 
direct  link  to  the  customer  and  a  who 
new  realm  of  electronic  commerce. 

Today,  however,  most  are  sputterir 
along  the  Information  Highway,  offerir 
little  more  than  electronic  brochure' 
To  get  beyond  that,  argues  Don  Ta' 
scott  in  The  Digital  Economy,  bus! 
nesses  must  build  fundamentally  ne 
strategies  for  competing  in  the  ele^ 
tronic  marketplace.  "When  infonnatic 
becomes  digital  and  netv/orked,  wal 
fall  and  no  business  is  safe,"  Tapsco 
wi'ites.  On  the  other  hand,  compani(' 
that  understand  the  Net  will  blossom 
Tapscott's  mission  is  not  to  tell  exe 
utives  how  to  craft  I-way  strategies  bt 
to  help  them  gi-asp  the  changes  the  N( 
will  bring  so  they  can  start  plannin;' 
This  isn't  uncharted  territory:  Tapscot 
a  consultant  who  has  written  often  c 
information  technology,  follows  coun 
less  magazine  and  book  wi-iters  in  pri 
dieting  how  the  computing,  telecommi 
nications,  and  media  industries  wi 
converge.  While  he  points  out  the  po; 
sibilities,  he  offers  few  fresh  insight 
He  cites  other  consultants  and  quot(: 
liberally  from  business  publication; 
Also,  many  of  the  companies  Tapscoi 
hails  as  pioneers — Federal  Expres: 
Wal-Mart,  Levi  Strauss — are  alread 
well  known  for  their  online  strategies 
Tapscott  does  well  weaving  into  on; 
tome  the  business,  social,  and  educatioi' 
al  implications  of  networks.  He  lays  oi 
privacy  and  censorship  issues,  and  e> 
plores  the  Net's  potential  to  change  th' 
way  people  interact  with  the  goverr| 
ment.  He  also  raises  important  question! 
about  inequality  and  the  need  to  exten 
the  Net  to  a  broad  base  of  citizens.  TU 
Digital  Economy  doesn't  offer  solution; 
but  it  can  help  executives  contemplatin' 
cyberspace  to  ask  the  right  questions. 

BY  IRA  SAGE! 
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'echnology  &  You 


JOHN  W.  VERITY 


rS  FOR  YOU 
ON  THE  PC 


ice  calling  via  the 
:ernet  is  here  and 
1  cheap-but  don't 
IS  your  phone  yet 

r here's  little,  it  seems, 
that  the  Internet 
doesn't  provide:  low- 
:  electronic  publishing, 
3al  E-mail  delivery,  in- 
it  access  to  eveiy  kind  of 
tal  information  and  ser- 
\.  Now,  it's  promising 
!e"  phone  calls  be- 
en any  two  Net  com- 
ers, more  or  less,  and 
no  more  money  than 
usual  connection  fee. 
is  it  turns  out,  this  is 
ther  one  of  those 
irnet  concepts  that 
n  to  offer  exciting  po- 
;ia!  if  not  high-quality 
ilts  just  yet.  It's  sort 
ke  the  idea  of  finding 
itever  infoiTnation  you 
d  on  the  Net.  Sure, 
computers  are 
Timed  with  informa- 
,  but  as  all  Web  surf- 
soon  discover,  much 
:  is  trivial. 

TING  PLACE.  Like- 
e,  the  Internet  can 
ismit  speech  cheaply, 
not  in  a  satisfying  or 
f  way.  Right  now,  an 
irnet  voice  call  has  little 
he  tone  or  intimacy  of  a 
liar  phone  call.  It's  more 

talking  over  CB  radio. 
,  it  costs  little  to  tiy,  and 
■n  they  work  well.  Inter- 
voice  calls  can  be  enter- 
ing and  useful.  Besides 
ing  money  on  long-dis- 
;e  communications — even 
)ss  oceans — Internet 
riing  can  enhance  comput- 
?ames.  Eventually,  phon- 

via  the  Internet  may 
/e   as   an  inexpensive 


method  for  training  and  con- 
ference calls. 

How  to  get  started?  First, 
you'll  need  basic  Internet 
knowhow  and  some  patience. 
For  hardware,  you'll  need  a 
Windows-compatible  comput- 
er with  a  50-megahertz  486 
processor,  a  sound  card,  a 
speaker,  and  a  microphone. 
(Most  Internet  phone-soft- 
ware packages  work  only 


with  Microsoft  Corp.'s  Win- 
dows, but  there  are  pro- 
grams available  for  Apple 
Computer  Inc.'s  Macintoshes 
and  for  Unix  computers.)  A 
28.8-kilobits-per-second  mo- 
dem is  best,  though  some 
packages  can  work  with  14.4- 
kbs  models.  Also  required  is 
a  SLip/ppp  connection  to  the 
Internet. 

There's  ab-eady  a  choice  of 
software.  Trial  versions  are 
available  at  no  charge  dii-ect- 
ly  from  the  Web  sites  of  sev- 
eral supphers  (table).  Even 


in  compressed  form,  these 
lengthy  programs  can  take 
15  minutes  or  more  to  down- 
load into  your  machine.  Also, 
each  is  progi'ammed  to  work 
only  for  a  limited  time. 
VocalTec  Inc.'s  Internet 
Phone  allows  just  60  seconds 
of  calling  time,  for  instance. 
You're  free  to  take  more 
than  one  copy — or  pay  $49.95 
for  a  limitless  version.  Inter- 
net Telephone  Co.'s  Web- 
Phone  program,  which  was 
available  free  pnor  to  Jan.  1, 
1996,  now  costs  $49.95. 

Each  progi-am  does  essen- 
tially the  same  thing — make 
your  PC's  sound  card  convert 
the  microphone's  analog  sig- 
nals into  a  string  of  digital 
packets  of  data  that  move 
separately  across  the  Net 


NETPHONE  SOFTWARE 

INTERNET  PHONE 

VocalTec.  Street  price:  $49.95 
Trial  copies  available  at 
http://www.vocaltec.coni. 

WEBTALK 

Quarterdeck.  Street  price:  under 

$50,  including  two  copies, 
microphone,  and  Web  browser. 
Trial  copies  available  at 
http://www.qdeck.com. 

INTERCOM 

Telescape  Communications. 

Available  free  at 
http://www.telescape.com. 

WEBPHONE 

Internet  Telephone. 
Price:  $49.95. 
Trial  copies  available  at 
http:///www.itelco.com. 

DATA  BUSINESS  WEEK 

like  envelopes  in  a  postal 
system.  Depending  on  the 
Net's  traffic  conditions  at 
any  given  moment,  consecu- 
tive packets  may  take  differ- 
ent routes  through  the  Net 
and  arrive  out  of  order.  At 
the  receiving  end,  telephony 
software  will  try  to  compen- 
sate, but  it's  often  impossible 
for  the  program  to  recon- 
struct the  original  signal 
completely. 

None  of  this  software  is 
simple  to  install  or  use. 
There  are  numerous  network 


and  computer  parameters  to 
set,  and  you'll  need  to  plug 
in  specifics  about  your  Inter- 
net addressing,  for  instance. 
It  took  me  and  a  friend  more 
than  an  hour  to  get  Vocal- 
Tec's package  to  work.  For 
WebPhone.  I  sought  the  sup- 
plier's assistance. 
TOUGH  TALK.  Once  we  had 
the  software  installed,  we 
found  out  just  how  different 
from  conventional  telephone 
calling  Internet  phone  setups 
are.  The  sound  is  choppy,  syl- 
lables drop  out  of  words,  and 
it  can  take  several  seconds 
for  voices  to  traverse  the 
Net.  Each  party  must  take 
turns  speaking — and  they 
must  be  using  the  same 
brand  of  software.  You  must 
either  arrange  a  time  to  con- 
verse or  scan  your  sup- 
plier's online  directory  to 
find  others  around  the 
world  who  are  online  and 
looking  for  conversation. 
Directories  often  list  peo- 
ple's preferred  topics  of 
conversation,  which  range 
ft'om  the  personal  to  lofty 
technical  mattei's. 

Which    software  to 
choose?  As  the  first  to 
market,  VocalTec's  pack- 
age has  become  the  most 
popular.   Internet  Tele- 
phone's WebPhone  looks 
the  best — like  a  futuristic 
telephone  with  lots  of 
point-and-click  buttons. 
Quarterdeck  Corp.  plans 
to  enhance  its  WebTalk 
with  a  vanety  of  multime- 
dia tools  to  help  people 
collaborate  ovei-  the  Inter- 
net. You  can  keep  up  with 
the  technology's  rapid  evolu- 
tion by  seeing  what  enthu- 
siasts post  to  the  indepen- 
dently ran  Voice  on  the  Net 
E-mail  list:  Send  the  mes- 
sage, "subscribe  von-digest," 
to  majordomoCs^pulver.com. 

For  now,  Intei'net  telepho- 
ny reminds  me  of  the  danc- 
ing elephant  in  a  circus:  One 
is  more  impressed  that  it  can 
dance  at  all  than  with  the 
dance  itself.  But  at  this 
stage,  teaching  the  Internet 
new  dances  is  really  what  it's 
all  about. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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These  Companies  Have  Fouiij 

The  National  Organization  ri 

Salute  Membersi 


Jz  don't  want 
sympathy  or  pity — 
We  want  to  participate 
and  contribute. 
Hire  us!  We're  good 


President's  Circle 

Alcoa,  Paul  O'  Neil  ',. 
Aristech  Chemical  Corporation,  Jiro  Kamimura 
CBS  Inc.,  Laurence  A.  TiM.h 
Chrysler  Corporadon,  R  J  Eaton 
Dorsar  Investment  Company,  Stephen  L.  Fember 
Exxon  Corporation,  Lee  Raymond 
GTE  Corporation,  Charles  R  Lee 
Joseph  E.  Seagram  &  Sons,  Inc..  Edgar  Brontnianj. 
Michael  T.  Rose  Companies,  Michael  T  Rose  \ 
National  Broadcasting  Company,  Robert  C.  WrigJ 
Owl  Hollow  Enterprises,  Philip  E  Beekman  I 
Sunrise  Medical  Inc.,  Richard  H-  Chandler  I 
The  Washington  Post,  Donald  E,  Graham  \ 
VVm.  Wriglcy,  Jr,  Company,  William  Wrigley 
Woolworth  Corporation,  Roger  Farah 


for  your  business.' '        Leadership  Circle 


Jim  Brady,  Vice  Chairman 
National  Organization 
on  Disability 


he  CEO  Council 
is  part  of  the 
National  Organi- 
zation on  Disability  (N.O.D.), 
and  represents  a  prestigious 
group  of  business  leaders  who 
believe  a  person's  ability,  not 
disability,  is  what  counts  in 
doing  a  job. 

Through  their  annual  member- 
ship contributions,  CEO  Council 
members  support  N.O.D.'s 
important  efforts  to  increase  the 
participation  of  people  with  dis- 
abilities in  the  workplace  and  in 
all  aspects  of  life. 


Chairman's  Circle 


American  Express  Company,  Harvey  Golub 

Amway  Corporation,  Dick  DeVos 

Business  Week,  David  G  Perm 

J.C.  Penney  Co.,  Inc.,  William  R  Howell 

.Merrill  Lynch  &  Co..  Inc.,  Daniel  P  Tully 

The  McGraw-Hill  Companies,  Inc.,  Harold  McGraw  III 

Reicher  Capital  Management  Co.,  Jeffrey  P  Reich 

Cnited  Parcel  Service,  Kent  Nelson 

Westinghouse  Electric  Corporation,  Michael  H  Jordan 

Vice  Chairman's  Circle 

.AT&T.  Robert  E  Allen 
Citibank,  John  S.  Reed 

Eastman  Kodak  Company,  George  M  C  Fisher 

Fannie  .Mae,  James  A.  Johnson 

H.J.  Heinz  Company,  Anthony  J  F  O'Reilly 

Mobil  Corporation,  Lucio  A  Noto 

Potomac  Electric  Power  Company, 

Edward  F  Mitchell 
.Xerox  Corporation,  Paul  A  Allaire 


Allstate  Insurance  Company,  Jerry  D  Choate 
Anheuser-Busch  Companies,  Inc  , 

August  A.  Busch  III 
Apple  Computer,  Inc.,  Michael  Spindler 
Applied  .Materials,  James  C  Morgan 
Bristol-Myers  Squibb.  Charles  A.  Heimbold,  Jr. 
Champion  Enterprises.  Inc.,  Walter  R,  Young,  Jr. 
CIGNA  Group  Insurance,  John  K  Leonard 
Ford  Motor  Company,  Alexander  J,  Trotman 
Eortis  Benefits  Insurance  Cfimpany,  Robert  B  Polio 
General  Motors  Corporation,  John  F  Smith,  Jr. 
GEICO,  Louis  Simpson 

The  Hearst  Corporation,  Frank  A  Bennack,  Jr 
IngersoU-Rand  Company,  J  E  Penella 
Invacare  Corporation,  A  Malachi  Mixon  III 
ITT  Hartford  Lite  Insurance  Companies, 

Lowndes  A,  Smith 
Johnson  &  .Johnson,  Ralph  Larsen 
Mallinckrodt  .Medical.  Inc.,  Robert  G.  Moussa 
Marriott  International,  Inc.,  J.  W.  Marriott.  Jr 
New  \brk  Stock  Exchange,  Richard  A  Grasso 
Northrop  (Jrumman,  Kent  Kresa 
PPG  Industries.  Inc.,  Jerry  E  Dempsey 
Rockwell  International,  Donald  R  Beall 
Sandoz  Pharmaceuticals  Corporation, 

Alexandre  Jet/er 
Schering-Plough  Corporation,  Robert  P  Luciano 
Shell  Oil  Company.  Philip  J  Carroll 
Southern  National  Corporation/B  B  &  T  Financi 

Corp.,  John  A  Allison  IV 
State  Farm  Insurance  Companies, 

Edward  B.  Rust.  Jr. 
Towers  Perrin,  John  T,  Lynch 
United  Capital  Ciroup,  Inc.,  JP  Mililli 
I'.S.  Can  Cimipany.  William  J.  Smith 
Warner-Lambert  Company,  Melvin  R  Goodes 

Council  Circle 

Advocate  Health  Care,  Stephen  L  Limmel 
.\lcatel  .Network  .Systems.  Inc.,  David  E  On 
Alex  Lee,  Inc.,  Boyd  L.  George 
Allegheny  Health,  Education  &  Research 

Foundation,  Sherif  S.  Abdelhak 
Allegheny  l.udlum  Corp.,  R.P  Simmons 
American  Brands,  Inc.,  Thomas  C  Hays 
American  Home  Products  Corporation, 

John  R.  Stafford 
American  Physical  Therapy  Association, 

Marilyn  Moffat 
Ameritech,  Richard  C.  Notebaert 
Amgen,  Inc.,  Gordon  M.  Binder 
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Forbes  Magazine.  Malcolm  S  Forbes.  Jr. 
Frank  Russell  Company,  Michael  J,  Phillips 
Franklin/Templeton  Group  of  Funds, 

Charles  B,  Johnson 
Frito-Lay  Inc.,  Steven  S.  Reinemund 
Gannett  Broadcasting,  Cecil  L  Walker 
Genentech,  Inc.,  Dr,  Arthur  Levinson 
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Stanley  C.  Gault 
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BY  PAUL  CRAIG  ROBERTS 


WHY  IS  THE  U.S.  SETTLING 
FOR  STUNTED  GROWTH? 


ANATHEMA: 

Liberals  would 
rather  put  the 
brakes  on 
growth  than 
have  a  fast 
expansion 
based  on 
supply-side 
principles 


Paul  Craig  Roberts  is  John  M  Olin 
Fellow  of  the  Institute  for  Political 
Economy  and  Distinguished  Fellow  ol 
the  Cato  Institute  in  Washington,  D  C 


Economic  growth  has  fallen  on  hard 
times.  The  budget  struggle  between 
Congress  and  the  Clinton  Adminis- 
tration has  been  partly  over  whether  the 
economy  will  grow  2.3%  annually  or  2.5%. 
Federal  Reserve  Board  Chairman  Alan 
Greenspan  has  hinted  that  even  this  slow 
gTowth  might  not  be  possible  without  a  bal- 
anced budget. 

It  was  not  always  so.  In  the  postwar  era, 
growth  was  a  liberal  mantra.  Not  even  infla- 
tion-shy Republican  Administrations  could 
withstand  its  imperative.  The  Ford  Adminis- 
tration, for  example,  forecast  a  gi-ovvth  rate  of 
5.98%  in  average  annual  real  gross  national 
product  for  the  197(5-80  period.  The  Carter 
Administration  bi'ought  us  into  the  1980s  with 
a  4.7%  average  annual  real  (JNP  growth  pro- 
jection for  1979-83. 

The  attitude  toward  growth  changed  re- 
markably in  1981,  when  the  Reagan  Admin- 
istration forecast  a  3.8%-  annual  rate  of  real 
GNP  growth  from  1981  to  1985.  The  forecast 
was  paltry  compai-ed  with  those  for  earher 
periods  and  was  no  higher  than  what  the 
economy  achieved  from  1976  to  1980.  But  the 
hyperbole  flew  fast.  Reagan's  forecast  was 
denounced  as  a  "rosy  scenario"  that  "lies  far 
beyond  the  limits  of  any  past  experience  in 
this  country  or  any  other  industi-ial  democra- 
cy" (The  Washingfoii  Post,  Mar  9,  1981). 
COOLED  PASSION.  Wliat  happened  in  such  a 
short  time  span  to  make  modest  economic- 
growth  projections  unwelcome?  Environmen- 
tal hysteria  connecting  growth  with  pollution 
took  a  toll,  as  did  the  rising  inflation  that 
had  accompanied  growth  in  the  1970s.  But 
among  macroeeonomists  themselves,  the 
cooled  passion  for  growth  may  have  reflected 
the  change  in  the  way  it  was  being  pursued. 

In  the  postwar  era,  prosperity-peddling 
Keynesians  connected  economic  growth  with 
the  growth  of  government.  Ti-ue,  in  the 
Keynesian  model,  a  tax  cut  that  increased 
the  deficit  would  raise  aggregate  demand  and 
economic  growth,  but  the  tax  cut  multiplier 
was  less  than  the  government-spending  mul- 
tiplier That  is,  if  economic  gi'owth  was  the 
goal,  more  government  spending  was  the  ef- 
ficient way  to  achieve  it.  Keynesian  economics 
was  a  political  success  because  it  merged  eco- 
nomic growth  with  liberal  compassion  and 
the  propensity  of  politicians  to  build  spending 
constituencies.  Moreover,  the  Keynesian  mod- 
el rehed  on  a  proactive  government  to  man- 


age aggregate  demand  and  produce  full  e 
ployment.  Policymakers  found  this  to  be 
more  gratifying  approach  than  laissez-faire 

Reagan's  gi'owth  program  was  unpopu 
with  macroeeonomists  because  it  was  r 
premised  on  the  gi'owth  of  government.  1 
deed,  Reagan  wanted  to  curtail  the  gi'owth 
government,  while  increasing  economic  : 
centives  to  individuals.  This  cut  to  the  en 
tional  core,  and  liberals  who  couldn't 
enough  "Keynesian"  growth  were  horrifl 
at  the  prospect  of  "supply-side"  growth. 

For  many,  supply-side  economics  has 
even  worse  strike  against  it.  It  maintai 
that  fiscal  policy  works  not  by  increasing 
gi'egate  demand,  but  by  raising  aftertax  i 
wards  for  work  and  investment.  Supply-si 
economics  not  only  tolerates  market-bas 
income  differences — it  also  links  tax  poll 
with  productivity  growth  and  shows  the  hi: 
cost  of  using  taxes  to  level  incomes. 

Liberal  economists  have  responded  not 
resurrecting  Keynesian  demand  manag 
ment — an  impossible  task — but  by  deemph 
sizing  gi'owth.  One  way  of  tloing  this  is  to  f 
gue  that  regardless  of  policy,  the  econoni 
cannot  grow  any  faster  than  its  long-tei 
average  of  2.5%  annually.  Liberals  then  m 
rowly  limit  economics  to  "fairness"  issue 
For  example,  Paul  R.  Ki-ugman,  an  econi 
mist  at  Stanford  University,  says  that  with 
long-teirn  gi'owth  potential  of  2.5%,  it  is  poii 
less  to  increase  incentives  when  the  only  ( 
feet  is  more  economic  inequality. 

A  downsizing  of  growth  ambitions  requir, 
harsher  cutbacks  in  welfare  and  entitlemen 
in  order  to  contain  the  deficit  or  balance  tl^ 
budget.  It  also  means  that  policymakers  ca 
not  rely  on  income  growth  to  compensate  f 
the  slower  gi'owth  in  government  prograr 
or  on  job  growth  to  absorb  the  inflow  of  leg 
and  illegal  immigi'ants.  Tlie  social  and  politic 
implications  of  slow  gi'owth  may  well  pro^ 
more  unpalatable  than  "gi"eed." 

From  1982  to  1989,  the  U.S.  econon 
grew  at  an  avei'age  annual  rate  of  3.7%.  Tl 
new  "2.5%  inevitable  growth  school"  m'c 
argue  either  that  these  seven  years  of  abov 
inevitable  growth  occurred  at  the  expense  ' 
future  growth  or  compensated  for  belo\ 
inevitable  growth  in  the  past.  But  the  fa 
remains  that  people  experienced  3.7%,  n( 
the  long-run  average.  The  electorate  liked  i 
and  the  Washington  policymakei's  who  toe 
it  away  are  histoi-y. 
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Economic  Trends 


BY  GENE  KORETZ 

FED  FEAR  OF  THE 
JOBLESS  RATE 

It  may  be  a  faulty  inflation  signal 

Though  they  welcome  the  Federal  Re- 
sei-ve's  latest  cut  in  shoit-temi  inter- 
est rates,  economists  Mickey  D.  Levy  of 
NationsBanc  Capital  Markets  Inc.  and 
Joseph  Carson  of  Dean  Witter  Reynolds 
Inc.  both  believe  that  Fed  policy  remains 
far  too  restrictive  in  the  face  of  gTowang 
economic  weakness.  As  they  see  it,  the 
largest  roadblock  to  a  substantial  easing 
of  monetaiy  policy  may  well  be  the  Fed's 
unjustified  concern  regai'cUng  the  low  un- 
employment rate. 

Fed  officials,  says  Levy,  tend  to  be- 
Heve  in  a  so-called  natural  rate  of  un- 
employment— that  is,  a  j-ate  at  which  la- 
bor markets  are  so  tight  that  further 
declines  would  spark  rising  inflation. 

A  PUZZLING  SLOWDOWN 
IN  LABOR  FORGE  GROWTH 


A  MILLIONS  OF  PEOPLE 
•12-MONTH  PERIODS  ENDING  IN  DECEMBER  FOR  1992  AND  1993, 
IN  lANUARY  1995  FOR  1994,  AND  IN  NOVEMBER  FOR  1995 
DATA;  LABOR  DEFT 

Though  estimates  of  that  rate  have  var- 
ied from  4%  in  the  1960s  to  6.5%  in  the 
1970s,  the  ciUTent  level  is  presumed  to 
be  just  below  6% — placing  November's 
5.6%  jobless  rate  in  the  danger  zone. 

Levy  argues,  however,  that  i)roduc- 
tivity  progTess  by  U.  S.  business  com- 
bined with  the  Fed's  enhanced  inflation- 
fighting  credibility  have  effectively 
lowered  the  natural  rate  of  unemploy- 
ment well  below  the  5.5%'-t(j-6%  range. 
By  reaping  productivity  gains  from  re- 
stnictming  and  more  fle.xible  use  of  labor 
(including  contingent  workers),  as  well 
as  fi'om  increased  investment  in  technol- 
ogy, says  Lev-y,  business  has  imjjroved  its 
resiliency  in  labor  markets  and  boosted 
its  leverage  in  wage  bargaining. 

Meanwhile,  gTowing  job  insecurity  has 
made  employees  more  docile.  And  the 
Fed's  tough  diiti-inflation  stance  has 
ciu-bed  employers"  ability  to  pay  for  wage 
liilves  by  i-aising  piices.  All  of  which,  says 
Levy,  suggests  that  today's  5.6%  jobless 


rate  is  far  fi'om  a  danger  signal  of  im- 
pending inflation.' 

For  his  part,  Carson  notes  that  the 
meager  607,000  rise  in  employment  over 
the  past  12  months  (as  measured  by  the 
Labor  Dept.'s  siu-vey  of  households)  was' 
matched  by  unusually  sluggish  labor  force 
growth  of  just  724,000  people.  This  is 
only  half  of  the  1.1%  gTowth  in  the  labor 
force  in  1994  (chart),  which  was  right  in 
line  with  Labor  Dept.  projections. 

Cai-son  attributes  tliis  shaip  cb'op  in  la- 
bor force  growth  to  declines  in  labor 
force  participation  by  20-to-24-year-old 
and  5.5-to-64-year-old  males.  He  specu- 
lates that  pool'  job  prospects  in  1995  in- 
spii'ed  more  young  workers  to  stay  in 
school,  while  continued  downsizing  ei'od- 
ed  the  ranks  of  oldei'  workers.  In  any 
case,  he  says,  "the  thing  to  remember 
is  that  the  unemployment  rate  would  be 
a  half  a  percentage  point  higher  if  the  la- 
bor foi'ce  had  ex])anded  at  its  trend  rate." 

Either  Levy's  or  Cai-son's  analysis  may 
explain  why  inflation  has  stayed  so  low 
with  5.6%  unemployment.  If,  as  seems 
likely,  they  are  both  right,  the  Fed  has 
more  than  ample  room  to  ease  aggi*es- 
sively  in  the  months  ahead. 


WHAT'S  STALLING 
MONETARY  UNION 

Europe's  economies  are  out  of  sync 

At  fii'st  blush,  the  wave  of  Eiu'opean 
interest-rate  cuts  touched  off  by  the 
Bundesbank's  latest  move  would  seem 
to  suggest  that  economic  convergence  is 
gi'owing.  Christopher  Widness  of  Chem- 
ical Securities  Inc.  points  out,  however, 
that  despite  the  syncln-onous  rate  cuts, 
the  diffei'ences  between  inflation  rates 
(and  interest  rates)  have  actually  wid- 
ened. A  year  ago,  for  example,  French  in- 
flation was  nearly  a  jjercentage  point 
lower  than  German  inflation.  Today  it  is 
higher.   And   the  ™ 


gaps  between  Ger- 
man inflation  and 
inflation  in  Spain 
and  Italy  have 
gi'own  (chart). 

The  ii'ony,  says 
Widness,  is  that  in 
many  countries, 
such  as  Italy  and 
Spain,  fiscal  re- 
straint could  boost 
inflation  as  sales 
tax  hikes  feed  into 
the  price  indexes 
and  inspire  wage 
pressures.  And 
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that  spells  increased  political  strains  t 
could  shoit-circuit  progress  toward  e 
nomic  convergence  and  monetary  unii 


A  MILESTONE  FOl 
BLACK  FAMILIES  * 

Fewer  out-of-wedlock  births  ^ 

 w 

s  reported  by  Tlie  Numbers  Ne 
newsletter,  black  families  in  Amer 
have  made  significant  progi'ess  in  at  le; 
one  key  ai'ea  in  recent  years:  Buthrai 
among  unmarried  black  women — inch 
ing  teenagei's — declined  in  1993  for  t 
fourth  yeai'  in  a  row.  The  birthi-ate 
from  90.7  per  1,000  unmarried  bla 
women  age  15  to  44  in  1989  to  84.0 
1993.  By  contrast,  the  buthrate  amo 
unmanied  white  women,  though  far  \ 
low  that  of  blacks,  continues  to  rise  shaj 
ly— fi-om  30.2  in  1989  to  35.9  in  1993. 

WHEN  LAWYERS 
ARE  LOOKERS 

Attractiveness  boosts  earnings 


Other  things  being  equal,  better'-loc 
ing  lawyers  make  more  money  th 
theii'  unattractive  colleagues.  That's  t 
implication  of  a  new  study  that  looks 
how  law  school  gi'aduates  of  the  197 
fared  in  laboi'  markets  in  subsequei 
yeai's.  In  the  study,  economists  Jeff 
Biddle  of  Michigan  State  University  ai 
Daniel  S.  Hamennesh  of  the  Universi 
of  Texas  developed  attractiveness  n 
ings  based  on  class  photos  of  studen 
of  a  top  law  school  and  then  used  sm-vi 
data  to  gauge  their  career  progi'ess  fi- 
and  15  years  after  gi-aduation. 

The  results  indicated  that  atti'acti 
male  attorneys  (there  were  few  wom* 
in  the  gToup  studied)  made  more  mon( 
than  plain  oi-  homely  attorneys  after  fi'f 
years  of  pi'actice,  and  the  gap  widen<i 
over  time.  Fmther,  more  of  the  attracti'ji 
gi'oup  tended  to  become  litigators,  a  spl, 
cialty  where  good  looks  ai-e  a  Ukely  ass(l 
and  to  work  in  the  higher-paying  piS 
vate  sector,  where  chent  relationshi] 
have  a  larger  effect  on  earnings. 

Intei'estingly  enough,  the  researche: 
found  little  payoff  to  attractiveneil' 
among  law  school  graduates  of  the  198C' 
And  while  good  looks  boosted  the  chan| 
es  of  males  gTads  of  both  the  1970s  arl 
1980s  being  offered  a  law  firm  partne  | 
ship  after  only  five  years  of  practicj 
they  actually  lowered  the  chances  of  ea 
ly  partnership  for  young  female  lawyer 
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ROM  CHRISTMAS  RLAHS 
0  NEW  YEAR'S  EASE 


GOODS  PRICES  HOLD 
DOWN  INFLATION 


KIMaTlTlWlVU^J  ^^'^^  Congress  and  the 
'TTlWrtW^/y  White  House  play  theii-  poUti- 
games  over  the  budget,  they  seem  obKvious  to  the 
ngei-s  of  testing  the  patience  of  the  financial  markets, 
th  so  much  anticipation  for  deficit  reduction  ah'eady 
ced  into  the  markets,  Wall  Street  had  better  get 
ne  good  news  from  Washington  fast,  or  another  102- 
int  tumble  in  stock  prices  and  a  sharp  sell-off  in 
nds  like  those  of  Dec.  18  could  be  in  the  making. 
For  now,  at  least,  the  markets  have  taken  solace 
m  elsewhere  m  Washington:  the  Federal  Reserve, 
e  Fed's  Dec.  19  quaiter-point  cut  in  short-tenn  inter- 
,  rates  has  soothed  the  markets'  edginess,  not  so 
ich  because  of  that  one  snip  but  because  it  now 
ks  as  though  more  policy  easing  is  on  the  way. 

The  strongest  hint  of  that 
is  the  reason  given  by  the 
Fed  for  its  latest  cut.  Chair- 
man Alan  Greenspan  cited  not 
a  soft  economy  but  inflation 
that  was  "somewhat  more  fa- 
vorable than  anticipated." 
More  important,  he  noted  "an 
associated  moderation  in  infla- 
tion expectations."  The  two- 
point  drop  during  the  past 
yeai'  in  long-term  bond  yields, 
ich  incorporate  anticipated  inflation,  bears  that  out. 
[f  such  expectations  ai'e  indeed  down,  the  Fed  cannot 
tify  holding  its  overnight  federal  funds  rate  nearly 
■ee  full  points  above  the  rate  of  inflation,  in  light  of 
historical  average  of  only  about  V%%.  What  Green- 
in  is  saying  is  this:  Against  a  more  sanguine  attitude 
vard  futui-e  inflation,  real  short-tenn  rates  are  simply 
I  high. 

VIoreover,  these  expectations  of  lower  inflation  are 
:  fleeting.  They  are  set  to  stay  down  amid  continued 
dest  economic  gi'owth,  an  eventual  budget  deal,  a 
onger  dollar,  and  a  new  order  of  technology-driven 
npetitiveness  in  Corporate  America. 

E  IMPACT  of  these  structural  forces  is  clear  in  the 
vember  consumer  price  index,  which  was  flat  for 
!  first  time  since  the  end  of  the  last  recession  in 
iTch,  1991.  The  core  index,  which  excludes  the  vola- 
!  energy  and  food  sectors,  rose  a  scant  0.1%. 
Through  November,  annual  CPi  inflation  was  run- 
-g  at  2.6%,  the  same  as  in  1994,  and  it  seems  likely 
have  ended  1995  very  near  that  pace.  Back  in  July, 
!  Fed's  own  forecast  projected  that  inflation  for  the 


JAN.  '94  NOV.  '95 

.PERCENT  CHANGE  FROM  A  YEAR  AGO 
DATA  LABOR  DEPT.  BUSINESS  WEEK 


no  ■ 


100 


year  would  be  much  higher,  between  3.1%  and  3.4%. 

Even  service  inflation,  widely  anticipated  to  be  the 
first  area  to  register  a  speedup,  has  remained  modest, 
at  about  3.4%  for  most  of  the  year.  Meanwhile,  goods 
inflation,  at  1.5%  in  November,  is  hardly  on  the  radar 
(chait).  However,  that  low  rate  is  the  result  of  deep  dis- 
counting by  many  retailers,  which  threatens  theii*  prof- 
its— and  for  some,  their  very  existence. 

Retailers'  dreary  little  Christmas  provides  addition- 
al support  for  a  winter  rate  cut.  Despite  the  expected 
last-minute  surge,  stores  still  reported  pretty  dismal 
sales  in  December.  Rampant  price  promotions  to  lure 
shoppers  subtracted  from  dollar  revenues.  The  early 
winter  weather  in  some  paits  of  the  nation  only  added 
to  the  problem.  The  Johnson  Redbook  Repoti  said  De- 
cember sales  at  department  and  discoimt  stores  through 
Dec.  23  were  2.4%  below  November  sales. 

Lifeless  sales  mean  that 
yeai'end  profits  will  be  a  disas-  HOUSEHOLDS 
ter  for  many  retailei-s,  and  the         REMAIN  UPDEAT 
consolidation  process  already 
wracking  the  industry  will  ac- 
celerate. More  chains,  especial-  9o 
ly  regional  discounters  and  ap- 
parel stores,  are  likely  to  seek 
bankruptcy  protection. 

The  resulting  liquidations  94  dec  95 

could  well  lead  to  further     a  index  i985=ioo 
downward  pressm-e  on  goods  ''''  conference  board 

prices.  If  so,  an  actual  decline  in  the  montlily  CPi  in  any 
of  the  coming  months  cannot  be  i-uled  out. 

This  lack  of  price  pressure  should  bolster  the  strong 
low-inflation  sentiment  in  the  bond  market.  And  given 
the  Fed's  statement  on  inflationary  expectations,  low 
long-term  rates  will  give  the  central  bank  even  more 
room  for  another  rate  cut. 

DO  THE  RETAIL  WOES  mean  that  the  economy  is 
tanking?  Not  necessarily.  Much  of  the  profits  decline 
stemmed  fi-om  price  cutting,  so  sales  on  an  inflation-ad- 
justed basis  should  look  somewhat  better.  Also,  consum- 
er confidence,  w^hile  down  slightly  in  December,  re- 
mains at  the  level  it  has  held  for  most  of  1995  (chart). 

Moreover,  according  to  one  top  Fed  official,  the  cen- 
tral bank  is  aware  that  the  reports  from  individual 
retailers  do  not  match  the  data  used  to  calculate  the 
Commerce  Dept.'s  retail  sales  figui'es.  And  those  retail 
numbers  do  not  include  service  purchases,  which  have 
remained  healthy  in  recent  months. 

But  while  consumer  buying  is  not  as  dramatically 
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weak  as  the  dom-  reports  from  i-etailers  would  suggest, 
demand  will  still  be  no  better  than  modest.  One  reason 
is  that  in  early  1996  consumers  will  have  to  contend 
with  their  holiday  credit-card  bills. 

THE  RESULT  WILL  BE  continued  pressure  on  indus- 
trial output  and  employment,  as  businesses  adjust  their 
inventories  to  more  desirable  levels.  That  scenario 
should  translate  into  unexciting  economic  growth  in 
the  new  year — another  reason  the  Fed  wiW  have  room 
to  ease  policy  further 

In  October,  inventories  held  by  manufactiu-ers,  whole- 
salers, and  retailers  rose  0.6%,  but  sales  tumbled  0.4%. 
During  the  past  year,  the  annual  growth  rates  of  both 
inventories  and  sales  have  been  slovidng,  but  the  pace  of 
sales  has  slowed  faster  (chart). 

That  disparity  is  the  chief  reason  for  the  continued 
sluggishness  in  the  industrial  sector.  Industrial  pro- 
duction in  November  rose  a  tepid  0.2%,  following  a 
decline  in  October.  Output  for  the  fourth  quarter  is 
on  track  to  rise  even  more  slowly  than  the  lackluster 
3.2%  annual  rate  posted  in  the  third  quarter. 

The  international  economic  climate  is  also  conducive  to 
rate  cutting.  Even  before  the  Fed's  Dec.  19  move,  the 
British  Ti-easury  and  the  German  Bundesbank  had 
trimmed  rates  in  the  face  of  slower  economic  growth. 
And  following  the  Fed,  the  Bank  of  Canada  eased  mon- 
etary poHcy  as  well. 


ARGENTINA 


STOCK  LEVELS  ARE 
OUTPACING  SALES 


TOTAL  BUSINESS* 


Other  European  central  banks  followed  the  Germ 
lead,  as  growth  thi-oughout  Europe  appears  to  be  slo 
ing,  leading  most  private  forecasters  to  cut  their  proj 
tions  for  1996  European  growth.  Almost  all  industri; 
ized  nations  reported  weak  hoHday  sales. 

Consequently,  the  dollar 
should  be  able  to  maintain  its 
recent  trend  of  appreciation 
against  the  German  mark  and 
the  Japanese  yen,  even  in  the 
face  of  further  rate  reductions 
by  the  Fed.  The  greenback 
will  get  some  added  support 
when  a  budget  deal  rolls  in 
from  Washington— whenever 
that  may  take  place. 

That  delay,  however,  will 
not  hamstring  monetary  policy.  In  the  recently  r  i 
leased  minutes  of  the  Fed's  Nov.  15  meeting,  the  centr 
bankers  agreed  that  the  Fed  "could  not  freeze  its  p( 
icy  options  while  it  awaited  the  outcome  of  a  pr 
longed  federal  budget  debate." 

Now  that  Shutdown  II  has  stretched  to  recoi 
length,  the  Fed's  refusal  to  be  tied  to  the  politic 
wrangling  means  that  economic  and  inflationary  for 
es  will  set  the  course  of  monetary  policy  in  ear 
1996.  And  right  now,  those  forces  point  to  furthi 
easing  ahead. 
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A  HARD-WON  VICTORY  IN  A  SOFT  ECONOMY 


After  a  dismal  1995,  Argentina 
is  poised  for  an  expansionary 
1996.  And  that  gr'owth  will  pave 
the  way  for  fiscal  improvement 
and  a  stable  currency. 

The  latest  sign  that  Argentina 
is  coming  out  of  reces- 
sion came  from  the 
Latin  America  Re- 
search Fund.  The  pri- 
vate agency  reported 
that  demand  for  in- 
dustrial goods  rose 
again  in  Novembei'. 
Purchases  have  been 
increasing  since  hit- 
ting a  three-year  low 
in  August,  with  capital 
goods  leading  the  gain.  In  addi- 
tion, in  its  semiannual  survey  the 
government  said  that  the  unem- 
ployment rate  slipped  to  16.4%  in 
October,  from  a  record  high  of 
18.4%  in  May.  However,  only  part 
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of  the  drop  is  the  result  of  job 
gi'owth  of  40,000  new  slots.  The 
rest  came  from  workers  dropping 
out  of  the  labor  force. 

Argentina's  economy  likely  fell 
by  2.5%'  in  1995,  but  the  govern- 
ment is  forecasting 
growth  of  5%  in  1996. 
Private  economists 
expect  a  more  realis- 
tic 3%  advance  this 
year.  Economic 
gi'owth  should  be  fu- 
eled by  lower  interest 
rates,  a  stronger 
peso — thanks  to  its 
link  to  the  rising  U.S. 
dollar  and  low  infla- 
tion—and inflows  of  foreign  funds. 
Already,  prospects  of  better  cor- 
porate profits  have  lifted  the 
stock  market  in  recent  weeks. 

Economic  gi'owth  will  keep  the 
markets  rising.  And  it  will  help 


the  government  balance  the  bud- 
get in  1996,  after  Ai-gentina's  $2.4 
billion  deficit  in  1995.  To  raise 
revenues.  Congress  hiked  the  cig- 
arette tax  by  7%  on  Dec.  21. 

Ai-gentina's  slump  was  the  re- 
sult of  an  austerity  progi-am  to 
fight  hyjoerinflation — a  battle  that 
has  succeeded  so  far.  Consumer 
prices  were  up  1.7%-  from  a  year 
ago  in  November  (chart).  Inflation 
is  on  track  to  rise  between  1.5%' 
and  1.7%  for  1995,  the  lowest  rate 
on  record.  In  1989,  Ai'gentine  in- 
flation ran  at  a  stunning  5,000%. 

The  Intel-national  Monetary 
Fund  has  blessed  Argentina's  eco- 
nomic and  fiscal  progi-ess,  saying  it 
would  lend  Argentina  $380  million 
this  year.  That  influx  of  funds — 
along  with  private  money  attract- 
ed by  the  rising  stock  market — is 
added  insurance  that  Ai-gentina's 
economy  will  gfow  in  1996. 
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Regal.  It  feels  like  your 
avorite  easy  chair.  Only  fester. 

%porty?  Or  comfortable?  You  no  longer  have  to  choose  just  one. 
i :     You  can  choose  Regal.  With  its  new  strategically  contoured, 
^  ^       body-sensitive  seats,  Regal  is  exceptionally  comfortable. 
^^^^^^And  with  its  spirited  205-horsepower  V6  engine,  it's  also 
" ,  powerful  and  athletic.  Regal  by  Buick.  For  more 

^^fc;^  ^information,  call  1-800-4A-BUICK. 
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News:  Analysis  &  Commentary 


Dug-in  liberals 
and  GOP  zealots 
spell  election-year 
paralysis 

Citing  irreconcilable  differences 
with  his  Republican  foes,  Presi- 
dent Clinton  vetoes  appropria- 
tions bill  after  appropriations  bill, 
leaving  large  chunks  of  the  govemment 
to  inn  on  fumes.  A  bitter  budget  im- 
passe shutters  the  federal  bureaucracy 
for  the  longest  stretch  in  liistoiy,  forcing 
the  Ti'easury  to  resort  to  creative  ac- 
counting to  fund  essential  aiTns  of  gov- 
ernment. Voters  increasingly  dismiss 
the  capital  caterwauling  as  the  latest 
example  of  Washington's  childishness. 
Actually,  there's  another  way  to  describe 
the  capital's  escalating  political  brawl: 
dress  rehearsal. 

As  the  1995  legislative  season  draws 
to  a  rancorous  close  with  the  fate  of  a 
budget-balancing  accord,  welfai'e  reform, 


WASHINGTON 


If  you  liked  the 
partisan  battles  of  V5, 
you'll  love  what's  in 
store  for  '96 


TAX  REFORM 

Expect  early  skirmishing 
over  GOP  plans  to  overhaul 
taxes.  Republicans  will 
push  competing  plans  for 
a  flatter  income  tax.  The 
Democrats  want  reform  that 
retains  progressive  tax  rates 
and  closes  corporate 
loopholes. 


Republicans  will  renew  calls 
for  legislation  that  gives 
companies  relief  from 
lawsuits  and  environmental 
mandates.  The  Democrats, 
allied  with  Republican 
moderates,  will  again  attack 
reform  proposals  as 
extreme. 


and  other  key  legislation  unresolved, 
the  tone  is  being  set  for  next  year's 
policy  stniggles.  In  the  best  of  times,  an 
election-year  Congress  can  be  expected 
to  elevate  political  theatrics  over  sub- 
stance. But  the  ideological  differences 
between  dug-in  Democratic  liberals,  COP 
hardliners,  and  a  President  obsessed  by 
reelection  will  ensure  that  next  year's 
Congi"ess — and  any  chance  business  had 
for  advancing  the  solid  legislative  gains 
of  '95 — will  be  stymied  by  paralyzing 
political  gamesmanship. 

Even  as  GOP  and  Administration  bud- 
get negotiators  warily  convened  for  a 
round  of  post-Chiistmas  talks,  the  real- 
ization w<i  ••  growing  that  after  months  of 
Republicai.  dominance,  Washington  has 
once  again  become  Gridlock  City.  "We're 
ready  to  kill  each  other  already,"  la- 
ments a  Democratic  leadership  aide.  "It 
can't  get  any  worse — can  it?" 


Actually,  it  can,  and  it  will.  Bolstered 
by  his  success  at  using  the  Medicare 
debate  to  paint  Republicans  as  extre- 
mists, Pi"esident  Clinton  plans  to  contin- 
ue his  political  jiu-jitsu  in  1996.  The 
new  target:  a  cop  flat-tax  proposal  that 
the  Administration  will  cast  as  a  boon- 
doggle for  wealthy  investors.  Says  a 
Clinton  adviser:  "Medicare  was  just  a 
dress  rehearsal  for  what  Republicans 
are  in  for  when  Democrats  start  in  on 
the  'tax  giveaway  for  the  rich.' " 
HANGING  TOUGH.'  If  Clinton  is  spoiling 
for  another  fight  along  class  lines,  he's 
sure  to  find  one  vrith  a  combative  gi'oup 
of  Hill  consei"vatives  who  are  not  letting 
House  Speaker  Newt  Gingrich's  plung- 
ing popularity  cool  their  fervor.  The 
fi-eshmen  have  hardened  cop  resistance 
to  a  budget-balancing  accord  and  prom- 


ise  to  make  mo 
trouble  next  year  1 
redoubling  attacks  on  the  welfare  stat 
The  hang- tough  tactics  "haven't  be' 
marching  orders  from  Newt  GingricI 
says  rookie  Representative  Steve  Li 
gent  (R-Okla.).  "We  came  in  here  wi, 
our  name  on  the  dotted  line."  Adi 
freshman  Representative  Zach  Wani 
(R-Tenn.):  "We've  been  called  radici 
and  extreme,  but  I  think  we're  rig, 
out  of  the  heart  of  America."  Still,  bu:, 
ness  leaders  woiry  that  the  freshmeii 
all-or-nothing  approach  is  overly  anta 
onistic.  "The  war  is  worth  fighting^ 
says  Amway  President  Dick  DeVcj 
"But  it  shouldn't  be  done  stupidly."  j 
To  appreciate  just  how  complicat(j 
1996's  legislative  equation  will  be,  talj 
a  short  stroll  across  the  Capitol  fro[ 


! 
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up  their  advantage.  Democrats,  mean- 
while, remain  hooked  on  reforms  that 
include  taxpayer  subsidies  vehemently 
opposed  by  Republicans.  The  prospect: 
Look  for  superficial  reforms,  at  best, 
and  toiTents  of  pious  rhetoric. 
DEEP  BELIEFS.  GOP  plans  to  dismantle 
New  Deal  .social  progi-ams  by  return- 
ing responsibihty  to  the  states  will  face 
tough  sledding,  too.  Already,  (  JOP  moder- 
ates have  quashed  reformers'  efforts  to 
turn  food  stamps  and  the  school  lunch 
program  into  state-run  block  grants. 
And  Clinton's  attack  on  cop  schemes  to 
shift  Medicaid  to  state  capitals  is  just  a 
preview  of  a  '96  Democratic  assault  that 
charges  RepubHcans  aim  to  shred  the 
social  safety  net.  The  outlook:  Although 
Clinton  may  yet  cut  a  deal  on  a  propos- 
al to  end  the  federal  guarantee  of  open- 
ended  welfare  benefits,  other  gop  "dev- 
olution" initiatives  will  languish. 

At  bottom,  deeply  held  partisan  be- 
liefs frame  this  running  debate  about 
the  role  of  government.  But  the  tactics 
of  the  combatants  are  disturbing  the 
American  electorate.  In  December,  the 
Harris  Poll's  annual  "alienation  index" 
hit  a  30-year  high.  And  an  Associated 
Press  poll  released  on  Dec.  26  found 


WELFARE  REFORM 


Clinton's  likely  veto  of  the 
GOP  welfare  bill  will  send 
everyone  back  to  the  table. 
In  '96,  Republicans  hope  to 
cast  Clinton  as  a  defender 
of  welfare  deadbeats. 
Democrats  will  hold  out  for 
better  work  incentives  and  a 
safety  net  for  mothers. 


POWER  TO  THE  STATES 


Republicans  who  failed  in 
'95  to  end  entitlements  for 
food  stamps  and  other  pro- 
grams will  try  to  shift  the 
programs  to  states.  Demo- 
crats will  argue  that  states 
lack  the  resources  to  fund 
income-support  plans  dur- 
ing economic  downturns. 


THE  RIGHT'S  AGENDA 

Under  heavy  pressure  from 
conservative  freshmen, 
House  Speaker  Newt 
Gingrich  will  allow  votes  on 
new  abortion  restrictions 
and  a  repeal  of  the 
assault-weapons  ban. 
Democrats  will  try  to  thwart 
both  measures. 


the  foxholes  of 

House  GOP  guer- 
is  to  the  placid  quarters  of  Senate 
ority  Leader  Bob  Dole.  The  Repub- 
n  front-runner  will  pursue  his  own 
nda — and  none  of  it  includes  riling 
ential  voters,  Gingrich-style.  Dole 
is  a  light  Senate  schedule  for  the 
t  three  months  of  '96,  which  will 
i  him  lots  of  time  to  wrap  up  the 
lination.  Concedes  one  senior  House 
'fer:  "All  we're  going  to  get  done 
and  here  is  the  minimum  must-pass 
nda." 

Iven  a  minimal  Hill  agenda  could  fall 
im  to  gi-idlock.  Aside  from  monitor- 
preliminaiy  heai-ings  on  radical  sim- 
cation  of  the  tax  code,  business  is 
nest  on  winning  regulatory  relief 
a  nuisance  lawsuits,  envii'onmental 


mandates,  and  overeager  regulators  who 
don't  weigh  the  potential  economic  im- 
pact of  new  rules.  The  outlook  for 
sweeping  change  is  even  gloomier.  For 
starters,  Dems  will  continue  to  score 
political  points  by  portraying  gop  re- 
formers as  too  cozy  with  polluters  and 
overly  beholden  to  corporate  benefac- 
tors. And  House  and  Senate  Republican 
moderates  will  continue  to  line  up  with 
Dems  against  gop  radicals.  The  bottom 
line  for  business:  little  progi'ess  in  '96. 

On  another  front  of  interest  to  busi- 
ness lobbyists — political  reform — bipar- 
tisan attempts  to  limit  the  role  of  orga- 
nized giving  in  poUtical  campaigns  seem 
likely  to  be  thwarted  by  the  leaders  of 
both  parties.  Newly  triumphant  Repub- 
lican leaders  are  shaking  the  corporate 
money  tree  hard  and  don't  want  to  give 


that  29%  of  those  surveyed  said  nei- 
ther pohtical  party  addresses  their  top 
concerns.  That's  why  the  return  of 
Washington  gi-idlock  will  spur  demands 
for  new  political  options — whether  it's 
Ross  Perot's  infant  Reform  Party  or 
another  movement. 

"People  are  concerned  by  all  the  pos- 
tiuing  and  shifting  of  blame,"  says  New 
Hampshire  pollster  Richard  Bennett. 
"All  politicians  are  going  to  pay  the 
price."  Perhaps.  But  until  a  resurgent 
Bill  Clinton,  um-epentant  Gingi'ichites, 
and  comeback-minded  Democratic  lib- 
erals pause  to  assess  the  long-temn  costs 
of  theii'  scorched-earth  tactics,  don't  look 
for  any  break  from  giidlock  pohtics.  All 
sides  are  having  too  much  fun  giunming 
up  the  gears  of  the  American  political 
machineiy  to  stop  now. 

By  Richard  S.  Dunham .  with  Lee 
Walczak,  in  Washington 
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TELECOMMUNICATIONS 


TELECOM:  WHAT  HAPPENS 
WHEN  THE  WALLS  FALL 

Once  reform  passes,  a  frenzy  of  pair-ups  is  sure  to  follow 

They  might  as  well  be  ring- 
ing a  stalling  bell  on  the 
Capitol  steps.  Washing- 
ton's long  revamp  of  telecom- 
munications law  is  just  about 
finished.  The  message  most 
telecom  companies  hear  ring- 
ing loud  and  clear:  Let  the 
deals  begin. 

On  Dec.  20,  House  and 
Senate  conferees  finally  ham- 
mered out  a  compromise  that 
would  allow  Baby  Bells,  ca- 
ble-TV  operators,  and  long-dis- 
tance companies  to  invade  one 
another's  turf.  It  would  also 
permit  companies  to  own 
more  radio  and  TV  stations 
than  is  now  pennitted.  Thorny 
details,  such  as  how  much  to 
relax  curbs  on  foreign  ownership  of 
U.  S.  companies,  remain  to  be  deter- 
mined. But  says  Representative  Rick 
Boucher  (D-Va.):  "All  the  core  issues 
have  been  settled.  This  will  be  land- 
mark legislation." 

Once  the  bill  is  passed,  probably  by 
eai'ly  1996,  a  swann  of  mergere,  alliances, 
and  joint  ventures  seems  inevitable. 
That's  because  most  of  the  rigid  regulato- 
i-y  baniers  between  segments  of  the  in- 
dustiy  will  be  gone.  Now,  says  Robert 
Bai'ada,  chief  strategist  for  San  Francis- 
co-based Baby  Bell  Pacific  Telesis  Group: 
"Technology  and  customer  demand  are 
going  to  break  down  the  walls." 
"LOOKING."  Which  companies  are  likely 
to  pair  up?  Bell  Atlantic  Corp.  and 
Nynex  Coip.  may  be  among  the  fii'st,  ei- 
ther through  a  complete  merger  or — 
more  probable — a  joint  ven- 
ture on  long-distance  sei-vice. 
Bell  Atlantic  CEo  Raymond  W. 
Smith  and  Nynex  chief  Ivan 
Seidenberg  already  have  joint 
ventures  going  to  pi'ovide  cel- 
lulai'  phone  service  and,  with 
PacTel,  develop  progi'amming 
for  cable  TV.  Indeed,  a  Bell 
Atlantic  spokesman  calls  a 
long-distance  joint  venture 
with  Nynex  "a  real  option." 
Adds  Nynex  Telecom  Group 
President  Richard  A.  Jalkut: 
"We  are  looking  at  all  possible 
combinations." 


SEIDENBERG  AND  SMITH:     lovg-di.stcuice  joint  venture? 


Teaming  up  to  challenge  AT&T,  MCI 
Communications,  and  Spiint  in  the  long- 
distance market  would  make  good  busi- 
ness sense  for  the  two  Northeast  Baby 
Bells.  The  Bell  Atlantic  and  Nynex  re- 
gions account  for  $20.5  billion  of  the  na- 
tion's annual  $73  billion  long-distance 
bill  (charts).  A  merger  would  give  the 
two  Bells  the  marketing  and  technical 
firepower  needed  to  compete  for  cus- 
tomers. Just  pooling  their  ad  budgets — 
Bell  Atlantic  alone  spends  about  $105 
million  yearly  on  all  advertising — would 
challenge  the  $1  billion  the  Big  Three 
long-distance  carriers  spend  promoting 
their  phone  services. 

Who's  next?  Analysts  expect  each 
Baby  Bell  to  eventually  link  up  with  at 
least  one  other.  Among  the  predicted 
pairings:  Pactel  and  U  S  West,  San  An- 
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tonio-based  SBC  Communications  ad 
BellSouth,  and,  perhaps,  Chicago-baKi 
Ameriteeh  with  Bell  Atlantic  and  N^  • 
ex.  GTE  Corp.,  with  phone  lines  sc- 
tered  around  the  countiy,  is  expected  c 
find  allies,  too.  Among  other  thin;, 
partnerships  would  help  the  Bells  bet  1 
tap  international  markets.  Team-ups; 
Southern  Baby  Bells,  for  instance,  (  (n; 
move  into  Latin  America,  while  Wf 
ern  outfits  could  target  t; 
Pacific  Rim. 

CULTURE   CLASH.  Longd 
tance  providers,  too,  shoi' 
find  dealmaking  irresistil 
Pacts  with  the  Baby  \'.( 
would  eliminate  the  need 
duplicate  local  networks  \\i 
providing  potent  markt  Ti 
partners.  Analysts  say  I'v 
Communications  Corp.  is 
natural  ally  for  a  Bell  Atl; 
tic-Nynex  team,  for  instan 
But  long-distance  carriers  i 
looking  further  afield  as  w< 
Since  late  1994,  Sprint  Co: 
and  cable  operators  Tele-Co 
munications,  Cox  Cable,  a 
Comcast  have  been  explori 
ways  to  leverage  phone 
cable-TV  operations  into  advanced  co 
munications  systems.  One  caveat:  A  a 
pie  of  years  ago,  Bell  Atlantic  sought 
merge  with  TCi  in  a  failed  deal  that  c(^ 
fii'med  Smith's  empire-building  aspi^ 
tions.  That  failure  showed  how  tou| 
it  can  be  to  join  the  go-go  cable  woii 
with  the  more  conservative  Bells 

Another  caveat:  Analysts  figure  atI 
will  probably  avoid  cutting  deals  wij 
Baby  Bells  because  it  won't  want  to 
accused  of  recreating  Ma  Bell.  It 
team  up  instead  with,  say,  Time  Warrj 
Inc. — already  a  rumored  negotiati 
partner — to  use  cable  lines  for  lo' 
phone  service.  That  would  dramatical 
blur  the  old  lines  between  segments  S] 
the  telecom  industiy — and  set  the  sta 
for  even  more  radical  change.  The  de;!!! 
to  come  will  be  "complex,  multifacet('; 

multidimensional  things,"  sa 
Tony  FeiTugia,  a  telecom  ar) ' 
lyst  at  A.  G.  Edv.'ards  &  So 
Inc.  in  St.  Louis. 

In  the  end,  the  rewir 
telecom  biz  probably  will  : 
elude  far  fewer  players  w 
will  dehver  bettei'  service  ai 
offer-  bold  innovations.  Ma  B| 
won't  exactly  be  coming  ba' 
together  after  12  years,  b; 
some  of  her  offspring  almcl 
certainly  will.  | 
By  Joseph  Weber  in  Phii 
delphia,  with  John  Carey 
Washington 
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PPLE:  ANOTHER  BOUT 
F  BAD  TIDINGS 

•ofit  pressure  may  bring  layoffs  and  suitors 


■  ike  Spindler  just  can't  get  a  break, 
n  Instead  of  celebrating  the  blowout 
1 1  sales  he  expected  this  Christmas 
arter,  Apple  Computer  Inc.'s  t"EO  is 
icing  for  a  veiy  rough  ride.  In  mid- 
cember,  the  company  w;unied  of  a  pos- 
le  loss  during  the  period,  and  analysts 
ir  the  worst — layoffs,  projects  killed, 
ybe  more  losses.  Some  even  say  Apple 
i  have  little  choice  but  to  sell  off  paits, 
lot  all,  of  the  business.  And  there  are 
ain  rumors  that  Spindlei-'s  job  is  in 
ipardy.  Says  Robertson,  Stephens  & 
.  analyst  John  T.  Rossi,  who  doesn't 
esee  profits  again  until  next  fall:  "Ap- 
'  is  in  a  tougher  spot  than  it's  been  in 

■  a  long  time." 

The  reason?  Banking  on  a  strong  sea- 
1,  Apple  pumped  up  production  by 
)ut  30%.  To  move  its  many  Macintosh 
'dels,  the  company  slashed  prices.  Si- 
Jtaneously,  it  faced  a  shortage  of  prof- 
ile high-end  models.  Tb  make  mattei-s 
rse,  Apple  was  slammed  by  a  vicious 
ce  war  in  Japan.  The  net  result:  On 
c.  15,  Apple  announced  that  its  unit 
es  and  revenue  for  the  Christmas 
irter  were  ninning  above  last  year's 
el  but  below  internal  forecasts.  Dean 
tter  Reynolds  Inc.  analyst  Eugene  G. 
izer  now  expects  Apple  to  report  a 
million  loss  for  the  quaiter,  down  fi-om 
178  million  profit  on  sales  of  $2.8  bil- 
1  for  the  same  quarter  a  year  ago. 
:zer  figures  Apple's  gi'oss  margins  for 
period  slipped  to  a  tiny  18.2%. 
iDfT  WATCH.  Apple  has  gained  mai'ket 
re  worldwide,  liitting  9.3%'  of  the  PC 
rket  this  fall,  up  from  7.9%^  at 
lyear,  figures  New  York-based  re- 
rcher  Link/iDC.  Apple  execs  see  the 
re  improvement  as  critical,  maintain- 
that  software  developers — and  then 
tomers — will  abandon  the  Mac  if  it 
iS  more  gToimd  to  PC 
lis.  But  to  make  its 
rket-shai'e  gains,  Ap- 
sacrificed  profitabili- 
-and  its  long-held 
et  that  consumers 
vrilling  to  pay  a  pre- 
im  for  its  computers. 
:ent  price  cuts  nar- 
I  ^ed  the  gap  between 
cs   and   PCs  from 
)00-plus  in  1994  to 
0,  IDC  figures, 
^pple  isn't  giving  up 
its  strategy.  It  re- 


Spindler  seems  willing  to 
sacrifice  margins  for  market 
share.  But  can  Apple  afford  it? 


cently  sweetened  dis- 
counts to  big  resellers 
with  $20  million  worth 
of  Mac  sales  a  year. 
And  dealers  say  Apple 
will   cut   prices  10%- 
again  in  January  on 
some  PowerBook 
laptops  and  high- 
end  9500  Power 
Macs.  But  out- 
siders wony  that 
Apple  can't  afford 
its  cnisade.  Analysts 
figiu'e  Apple's  cash  bal- 
ance is  down  to  $200 
million.    Standard  & 
Pooi''s  and  Moody's  In- 
vestor Services  started 
reviews  of  Apple's  credit  on  Dec.  18. 

That  makes  internal  cost-cutting  cru- 
cial. Insidei-s  say  between  1,000  and  2,000 
employees — 7%  to  15%  of  the  work- 
force— could  be  let  go  before  quarterly 
results  come  out  on  Jan.  17.  More  manu- 
facturing also  may  be  outsourced,  and 
nascent  businesses — such  as  multimedia 
set-top  boxes — may  be  sold  or  axed. 

Some  outsiders  contend  even  that 
won't  do  it.  Glazer  says  slashing  1,500 
jobs  translates  into  $100  million  in  year- 
ly savings,  vs  the  $450  million  he  thinks 
Apple  needs  to  reach  Compaq  Computer 
Coip.'s  23.5%'  gi'oss  margins  and  earn  its 
10%  net.  To  fuel  development  of  the  Mac 
alone,  Apple  spends  about  5.6%-  of  sales 
on  R&D,  vs.  1.8%  for  Compaq. 

Spindler  engineered  Apple  out  of  a 
similar  crisis  in  1993,  when  he  laid  off 
13%  of  the  workforce  and  took  a  one- 
time quarterly  loss  of  $188  million.  Can 
he  do  it  again?  With  gross  margins  way 
down,  he  has  less  room  to  maneuver. 
Thanks  to  a  bloody  price  war  started  by 


APPLE'S  DISCOUNTING 
HURT  PROFITS... 


...WITHOUT  IMPROVING 
SALES  GROWTH 


GROSS  PROFIT  MARGIN 


YEAR-OVER-YEAR  REVENUE  GROWTH 


I '94  II 
▲  PERCENT 


l'95 


IV 

ESI 


0  I  r 

r94  II 

▲  PERCENT 


DATA.  COMPANY  REPORTS,  DEAN  WIHER  REYNOLDS 


Fujitsu  Ltd.,  Apple's  Japanese  unit,  nor- 
mally the  soiux-e  of  30%  of  the  company's 
profits,  will  be  lucky  to  break  even  this 
quailer,  analysts  in  Japan  say. 

Despite  nmiors,  insiders  think  it's  un- 
likely Spindler  will  get  the  boot  at  Ap- 
ple's scheduled  board  meeting  in  mid- 
January.  "The  board  stands  beliind  the 
statement  in  October  in  support  of 
Michael  Spindler,"  says  a  director. 
TROIKA  TALES.  Apple's  troubles,  mean- 
wliile,  have  lowered  its  share  price  by 
34%  since  mid-July,  to  about  $32 — not 
far  above  the  company's  book  value  of 
$23.50.  That  has  made  Apple  takeover 
bait.  Two  new  suitors  said  to  be  sniffing 
around:  Sun  Microsystems  and  a  thi'ee- 
way  partnership  of  Apple  co-founder 
Steve  Jobs,  who  left  in  1985;  Lawrence 
Ellison,  CEO  of  software  giant  Oracle; 
and  Jim  Manzi,  former  chief  of  Lotus 
Development,  the  software  company  r-e- 
cently  taken  over  by  IBM. 

Sun  execs  won't  comment  on  inmors, 
though  Eric  E.  Schmidt,  its  chief  tech- 
nology officer,  calls  Ap- 
ple "a  strong  brand."  As 
for  the  troika?  No  way, 
says  Jobs:  "The  rumor 
ain't  tnie.  Though  there 
might  be  romance  in  the 
idea,  I'm  afraid  one  can't 
go  home  again."  The 
question:  How  much 
breathing  I'oom  does 
Spindler  have  left? 

Bij  Peter  Burrows, 
with  Katliij  Rebello,  in 
San  Fra)icisco  and 
Steve  Brull  in  Tokyo 
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FROM  BLUEPRINTS 
TO  GRAND  DESIGN 

Ex-engineer  John  Correnti  now  must  recast  Nucor 


As  a  young  engineer, 
John  D.  CoiTenti  built 
factories  for  a  living. 
The  job  kept  him  moving 
about  as  often  as  a  travel- 
ing salesman.  He  built 
blast  fui"naces  in  Ohio,  a 
tire-cord  factory  in  Geor- 
gia, a  uranium  plant  in 
Texas.  He  was  usually 
hundreds  of  miles  away, 
he  now  jokes,  by  the  time 
any  glitches  appeared.  In 
1983,  Correnti  was  finish- 
ing up  a  steel  mill  in  Utah 
for  Nucor  Corp.  when  he 
got  a  surprise  phone  call 
from  Chairman  F.  Ken- 
neth Iverson  ordering  him 
to  nm  the  plant.  Correnti 
was  stunned.  "You  didn't 
tell  me  I'd  have  to  live 
with  my  mistakes,"  he 
protested. 

Iverson  just  called  Cor- 
renti again — and  this  time 
he's  turning  the  whole 
shebang  over  to  him.  On 
Jan.  1,  the  48-year-old  ex- 
ecutive will  take  over  as 
CEO  of  the  Charlotte 
(N.  C.)  minimill  giant, 
which  is  poised  to  pass 
Bethlehem  Steel  Corp.  as 
the  second-biggest  steel 
company  in  America,  trail- 


JOHN  D.  CORRENTI 


BORN  Apr.  1,  1947,  Rochester,  N.Y. 

EDUCATION  Clarkson  University,  BS  in  civil 
engineering 

CAREER  PATH  Construction  engineer  at  U.S. 

ing 'only  the  ursrsteel    Steel;  plant _manager,_COO_at  Nucor  

GOAL  To  expand  Nucor  by  15%  to  20%  a  year, 


Group  of  USX  Corp.  The 
transition   shouldn't  be 
bumpy  for  the  compact, 
silver-templed  Correnti: 
Since  1991,  he  has  been 
Nucor's  chief  operating  of- 
ficer. What's  more,  Iver- 
son is  sticking  around  as  chauman.  Still, 
taking  over  for  a  t'EO  who  led  Nucor  to 
30  years  of  strong  sales  growth  and  sol- 
id profits  is  daunting.  "He's  an  icon," 
Coirenti  say^. 

ADJUSTMENTS  NEEDED.  Con-enti's  pro- 
motion comes  at  a  trying  time  for  Nu- 
cor For  a  decade,  it  has  been  the  high- 
flying Wal-Mart  of  the  steel  industry, 
keeping  costs  dowi\  on  basic  products 
and  passing  the  savings  'in  to  custom- 
ers. But  as  imitators  spring  up,  also  of- 


which  would  make  it  the  No.  1  U.S.  steelmaker 

HOBBIES  Skiing,  reading  Dick  Francis  mysteries 

QUOTE  "I  just  want  to  keep  the  train  on  track, 
steaming  ahead" 

fering  cheap,  basic  steel,  Nucor  finds  it- 
self under  pressure  to  revamp  its  prod- 
uct mix  and  get  into  higher-margin 
steels.  Meanwhile,  it's  still  struggling 
with  new  technology  at  its  iron  carbide 
plant  in  Tiinidad.  Worried  investors 
have  traded  the  stock  down  to  about 
$54,  vs.  last  year's  high  of  $72. 

Correnti  admits  Nucor  has  some  ad- 
justing to  do.  To  compete  in  premium 
markets,  it  must  improve  product  qual- 
ity. Customers  in  those  markets,  such  as 


auto  and  appliance  makers,  also  denial 
lots  of  customized  attention,  a  special' 
of  the  integrated  steel  companies. 

Yet  Correnti  takes  over  a  stror, 
nearly  debt-fi'ee  company.  As  new  ch. 
lengers  grapple  with  startups  in  Kt 
tucky  and  Indiana,  Nucor  ah-eady  is  ( 
perimenting  with  making  upsc; 
stainless  steel  and  ultrathin  gauges  i 
its  Indiana  and  Ai'kansas  plants.  I'li 
it's  busy  building  a  thii'd  flat-rolled  stt 
mill,  a  $500  million  behemoth  in  Sou 
Carolina.  Coirenti  expects  Nucor's  sal 
this  year  to  jump  13%,  to  $3.35  billii 
and  earnings  to  top  1994's  record  $2 
million.  He's  looking  for  15%  to  'Zi: 
sales  gi'owth  for  the  next  five  yi'ai 
Even  if  Nucor  .stumbles,  it  likely  w 
ecHpse  U.  S.  Steel  as  the  No.  1  sUm 
maker  by  the  year  2000.  "After  Sdu 
Carolina,  it  would  just  take  one  mt< 
mill,"  he  says. 

FRIEND  OF  BILL.  The  question  is  whet  h  ; 
Nucor  under  CoiTenti  can  stay  ninili 
He  says  he  will  keep  the  22-pers( 
headquarters  sni; 
and  continue  dek  g; 
ing  gi'eat  powers  > 
the  plant  managei , 
His  job?  To  overs- ; 
new  projects,  stay  j 
touch     with     W;  i 
Street,  and  visit  tl  - 
19  divisions  two  j 
three  times  a  ye;  j 
Except  for  all"  tli] 


BACKUP 
Correnti,  left, 
will  still  have 
the  counsel  of 
the  savvy 
Iverson,  who 
is  staying  on 
as  chairman 


ail  u| 

flying    time — spe:^ 


reading  mysteiy  no 
els — Nucor's  rapid  growth  rate  woii 
be  much  of  a  drain  on  its  ceo,  he  say 
"What's  the  difference  between  15  c\i\ 
sions  and  30  divisions?  It's  just  a  fe 
more  lines  on  the  page." 

CoiTenti  is  regai'ded  as  hai"der-drivii 
than  the  genial  Iverson.  and  he  preens 
bit  more  in  the  limelight.  He  mac 
friends  with  then-Governor  Bill  CUnt(i 
when  the  company  was  negotiatirj 
plant  sites  in  Arkansas.  And  he  contl 
ues  to  meet  with  Clinton,  talking  ste^ 
and  politics  at  the  White  House 
more  recently,  chatting  at  a  Little  Roij 
banquet  for  retiring  Democratic  Senafcj^ 
David  H.  Pryor.  "I'm  one  of  the  R,' 
publican  Friends  of  Bill,"  he  says 

He's  also  quicker  than  Iverson  | 
make  enemies.  Speaking  at  Robert  Mo| 
ris  College  in  Pittsburgh,  Correni 
bulled  into  a  subject  most  executive 
sidestep,  saying  matter-of-factly  that  if 
would  "never  dream  of  building  a  mil 
in  a  union  town  hke  Pittsburgh.  But  ; 
competition  heats  up  for  Nucor,  Co 
renti's  combative  ways  might  be  ju, 
what  the  company  needs. 

By  Stephen  Baker  in  Pittsburc 
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IBACCO 


0  SMOKE, 

UT  PLENTY  OF  HEAT 

iy  the  smokeless  tobacco  biz  is  starting  to  hack 

lor  years,   UST  Inc.  has 

1  chewed  up  the  competition 
and  spit  out  pure  gold, 
•tly  because  the  Greenwich 
mn.)  maker  of  Skoal  and  Co- 
ihagen  brand  snuffs  has 
tided  the  political  and  legal 
sles  that  have  plagued  cigar- 
e  companies,  it  has  posted 
ifit  numbers  most  consumei"- 
ducts  outfits  can  only  dream 
lut.  Earnings  have  doubled 
five  years,  to  $387  million 
:  year — enough  to  generate 
efty  32%  net  mai'gin  on  $1.2 
ion  in  sales. 

^ow,  UST  may  be  about  to 
chewed  up.  A  study  re- 
ied  on  Dec.  18  by  the  Amei-- 
1  Health  Foundation,  a  Val- 
la (N.Y.)  organization  that 
ises  on  research  about  the 
1th  hazards  of  tobacco,  found 
t  a  single  can  of  smokeless 
acco  contains  three  times 
dosage  of  cancer-causing  chemicals 
id  in  a  pack  of  cigarettes.  (The  aver- 
user  of  smokeless  tobacco  consumes 
ee  cans  per  week.)  In  Kansas,  a 
m  of  lawyers  is  preparing  a  nation- 
e  class  action  alleging  that  list  and 
ers  have  known  for  years  that  their 
ducts  are  addictive  and  harmful, 
mwhile,  tobacco  has  until  Jan.  2  to 
oond  to  Food  &  Drug  Administra- 
proposals  that  would  shaiply  ciutail 
•keting  of  smokeless  tobacco. 
PLE  WHAMMY.  Perhaps  more  omi- 
sly,  ust's  fundamental  business  is 
nging  for  the  worse.  Analysts  ex- 
t  profits  to  increase  by  11%  in  1996, 
much  of  the  rise  will  come  from 
her  prices.  Unit-sales  growth  for 
's  smokeless  tobacco  through  the 
t  nine  months  of  this  year  was  a 
;ry  0.5% — after  in- 
ises  of  2.6%  in  1994 
2.3%  in  1993  and 
:e  those  rates  in  the 
[)s.  From  about  90% 
he  late  1980s,  ust's 
•ket  share  has  fallen 
ibout  84%. 
"he  problem:  ust's 
litional  market  of 
itly  young  blue-col- 
males  isn't  expand- 
Attempts  to  lure 
! '  buyers  to  smoke- 


TING 

Massachusetts 
forced  tighter 
rules  after  it 
proved  minors 


NO  PROFIT  PROBLEM 


UST'S  NET 
PROFITS 


I 


'91        '92        '93        '94  '95 
AMILLIONSOFOOLURS  EST 
DATA  COMPANY  REPORTS,  WHEAT  FIRST  BUTCHER  SINGER 


less  tobacco — mainly  former  cigarette 
smokers  or  younger  users — have  failed. 
Competitors,  meanwhile,  have  begun 
chipping  away  at  uST.  Svdsher  Interna- 
tional Inc.'s  Helme  unit  offers  its  Silver 
Creek  brand  in  a  two-for-one  package, 
while  Conwood  Co.  is  selling  its  new 
Cougai'  brand  for  about  half  the  price  of 
ust's  Skoal. 

UST  is  fighting  back,  but  slowly.  It 
recently  unveiled  Skoal  Flavor  Packs,  a 
pouch-hke  version  of  Skoal  designed  as 
an  alternative  to  cigarettes.  But  similar 
products  have  had  only  limited  success 
with  their  target  market:  cigarette 
smokers.  Meanwhile,  Joseph  R.  Taddeo, 
head  of  ust's  tobacco  unit,  resigned  in 
June  after  a  dispute  with  ceo  Vincent 
A.  Gierer  Jr. — analysts  say  over  the 
course  of  new-product  initiatives.  Tad- 
deo's   replacement  is 
marketing  executive 
Robert  D.  Rothenberg. 
Gierer,  Rothenberg,  and 
other  company  execu- 
tives refused  interview 
requests. 

Analysts  expect  Ro- 
thenberg to  further 
shift  ust's  advertising 
emphasis  away  from 
stock-car  racing  and  ro- 
deo audiences  to  rock 
concerts   and  college 


ri 


campuses.  Advertising  spending  is  going 
up,  too.  One  splashy  promotion  is  ust's 
Rock  The  Smokies  campaign,  which  of- 
fers a  drawing  for  free  tickets  to  a 
country-music  concert  to 
be  held  on 
I  Fourth  of  July 
'  weekend  in 
New])ort,  Tenn. 
Anyone  who 
sends  in  a  cou- 
pon can  ask  for 
free  samples  of 
UST  products. 

But  aggi-essive 
marketing  could 
easily  ignite  more 
opposition  from  ac- 
tivists and  regula- 
tors. "Statistics 
show  that  it's  young 
people  that  start  us- 
ing    tobacco,  not 
adults,"  says  Mitchell 
R.  Zeller,  a  deputy 
associate  commission- 
er at  the  FDA.  "It's 
the  President's  goal 
that  the  next  gener- 
ation gi'ow  up  with- 
out becoming  addict- 
got  free  samples  ed  to  tobacco."  The 

from  ads  in  mies  would 

r,  „.  limit  marketing  ef- 

Rolling  Stone     fo^g  g^,,^  as  spon- 

sorships  and  the  handing  out  of  free 
samples.  The  agency  also  is  likely  to 
pressure  usT  and  stores  to  ensure  that 
they  don't  sell  to  minors. 
I.D.,  PLEASE?  Some  states  aren't  waiting 
for  Washington.  In  October,  Massachu- 
setts forced  UST  to  consent  to  stringent 
restrictions  on  the  use  of  mail-order 
samples  there,  including  checking  dri- 
ver's licenses  to  verify  the  age  of  those 
writing  in  for  samples.  This  came  after 
a  six-month  sting  in  which  the  state 
had  minors  clip  coupons  in  Rolling 
Stone  and  other  magazines,  then  write 
for  free  samples  after  claiming  to  be 
adults.  "If  you  could  fill  out  a  coupon 
and  sign  something  without  showing 
any  proof  of  age  and  get  a  six-pack  of 
beer  in  the  mail,  people  would  be  out- 
raged," says  Assistant  Attorney  Gener- 
al Geoi'ge  Weber. 

Diversification  would  seem  prudent 
at  this  point.  usT  got  into  winemaking 
in  the  mid-1980s  under  the  Chateau 
Ste.  Michelle  and  Columbia  Crest  la- 
bels, but  wine  still  only  accounts  for 
7%  of  sales  and  1.3%-  of  operating  prof- 
its, hardly  enough  to  offset  pressiu'es  on 
its  main  business.  UST  may  have  to 
come  up  with  something  else — or  en- 
dure some  bites  into  its  peerless  finan- 
cial record. 

By  Tint  Smart,  with  Ed  Brown,  in 
New  Haven 
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DEALS 


mil  FLIPPER 
IN  ESTONIA? 

Why  John  Kluge  is  on  a  buying  binge  in  Hollywood 


John  W.  Kluge  didn't  get  to  be  one 
of  the  richest  men  in  America  by 
being  stupid.  A  onetime  Ford  as- 
sembly-line worker,  he  invested  in  a 
Washington  radio  station  in  1946  and 
later  a  string  of  TV  stations.  That  made 
his  fortune  in  a  big  way  in  1984,  when 
he  sold  the  TV  stations  to  Rupert  Mur- 
doch for  $2  billion.  He  was  among  the 
first  to  jump  into  cellular,  too — picking 
up  a  cell-phone  operation  in  1983,  which 
he  sold  three  years  later  for  a  cool  $1.6 
billion. 

Yet  for  all  his  lucrative  dealmaking, 
the  81 -year-old  Kluge  has  never  man- 
aged to  conquer  Hollywood.  He  has  lost 
an  estimated  $275  million  on  Orion  Pic- 
tures Corp.,  the  production  outfit  he  be- 
gan investing  in  duiing  the  mid-1980s — 
only  to  see  it  sink  into  bankruptcy. 
Orion  emerged  fi'om  Chapter  11  in  1992, 
but  it  still  gushes  red  ink.  So  why 
would  Kluge 's  Metromedia  Internation- 
al Group  Inc.  swoop  in  on  Dec.  21  to  bid 
$115  milhon  for  debt-plagued  Samuel 
Goldvrvn  Co.?  Or,  among  other  appar- 
ently oddball  deals,  agree  on  Nov.  30 
to  pay  an  estimated  $533  mil- 
hon for  AUiance  Entertainment 
Coip.,  a  distributor  of  golden- 
oldie  music  by  the  likes  of  Mel 
Tonne  and  Rosemaiy  Clooney? 
The  answer:  Eastern  Europe. 
PICK  OF  SHOWS.  Since  the  Ber 


as  some  700  episodes  of 
TV  programs  such  as 
Flipper  and  Gentle  Ben. 

Will  they  line  up  in 
Estonia  to  see  Flipper'! 
Hard  to  say.  But  Kluge 
and  company  certainly 
think  so.  In  a  flurry  of 
deals  since  August,  1994, 
Metromedia  has  also 
snapped  up  two  smallish 
film  companies.  If  you 
add  in  Orion  and  Goldwyn,  the  deals 
would  give  Metromedia  rights  to  more 
than  2,100  films  and  television  shows. 

One  problem:  Much  of  Kluge's  new 
empire  isn't  making  any  money.  In  a 
recent  filing  with  the  Securities  &  Ex- 
change Commission,  Metromedia  ac- 
knowledged that  its  collection  of  compa- 
nies lost  $51.2  million  in  the  first  six 
months  of  1995,  on  sales  of  $179.9  mil- 
lion. Moreover,  the  company  is  clogged 
with  $399  million  in  short-term  and 
long-term  debt. 

Kluge  isn't  talking  about  how  he  in- 
tends to  turn  his  money-losers  around. 


KLUGE'S  MEDIA  EMPIRE 


ORION  PICTURES  Has  a  film  library  of  1,200 
movies,  including  Platoon,  Terminator,  and  Silence  of 
the  Lambs.  Emerged  from  bankruptcy  in  late  1992. 
Lost  $18.9  million  on  $73  million  in  revenues  for  the 


fin  Wall  came  dowTi,  IvJuge  and     si^x  months  ended  Aug.  31.   media.  If  Metromedia 


BRAVE  FACE:  His  neiv 
empire  is  losing  nunn 

And  he  shows  no  sign 
altering  his  strategy. 
sociates  say  Metromiecj 
continues  to  bid  for  licefj 
es  not  only  in  Eastei 
Europe  but  also  in  As] 
The    company  alrea; 
sliips  such  U.  S.  progi'ai 
as  MTV,  Country  Mu 
Television,  and  the 
covery  Channel  to  wii' 
less  cable-TV  subsci-jlir 
in  such  cities  as  Mii:<ci 
1  lucharest,  and  Taslikt^ 
It  also  owns  i-adio  statii..* 
in  Moscow,  Budapest,  a- 
elsewhere,  and  is  buildi; 
wireless  j^hone  systems  t: 
Dthei'  regions. 
]■  financial  stability,  Ifsj 
April  Kluge  merged  Metromedia  wii;! 
Actava  Group  Inc.,  a  mishmash  of  coi 
parties  formerly  knovwi  as  Euqua  Indi^ 
tries.  Its  chah'man,  John  D.  Phillips,  is« 
52-yeai-old  timiairjund  specialist  who  hfi 
sold  off  eveiything  but  Actava's  Snapp| 
Power  Equipment  unit.  An  executii 
whose  tastes  nm  to  denim  and  Harll 
Davidsons,  Phillips  will  act  as  ceo  | 
Kluge's  entertainment  companies  frci 
from  Actava's  Atlanta  headquarters. 

As  a  source  of  new  programmir, 
Kluge  is  counting  on  Motion  Pictui 
Corp.  of  America  (MPCA),  a  producti' 
house  he  agreed  on  Nov.  27 
buy  for  $32.5  million  in  sto 
and  cash,  mpca,  which  pr 
duced  such  low-budget  hits 
Dumb  (Old  Dumber  and  Thn 
some,  plans  to  turn  out  14 
16  films  next  year  for  Metil 
wi 


his  aides  have  been  aggi'essive- 
ly  buying  up  licenses  to  pro- 
vide wireless  cable  TV,  radio, 
and  telephones  in  such  places 
as  Riga,  Tallinn,  and  Nizhny 


METROMEDIA  INTERNATIONAL  Provides  wireless 
cable  TV,  paging,  and  telephone  services  to  Eastern 
Europe  and  former  Soviet-bloc  nations.  Lost  $13.1 
million  on  $3.3  million  in  sales  for  the  first  six 
months  of  fiscal  1996 


Goldwyn,  which  speciahzes 
art  films  such  as  The  Madne 
of  King  George,  it  would  g 
ownership  of  a  dozen  oth 
films  in  the  works,  includii 


Novgorod.  Now,  Kluge's  troops   '   American  Buffalo  with  Du' 


are  hustling  to  line 
up  the  program- 
ming they  intend 
to  sell  to  these 
new  customers.  If 
it  outbids  Dutch 
media  giant  Poly- 
gTam  for  the  Sam- 
uel Goldwyn  stu- 
dio, Metromedia 
will  gain  the 
rights  to  a  librai  y 
of  1,100  films,  including  such 
classics  as  Guys  and  Dolls  and 
Pride  of  the  Yankees,  as  well 


GOLDWYN'S  THE  MAD- 
NESS OF  KING  GEORGE 


SAMUEL  GOLDWYN*  Owns 
a  52-theater  chain  and  a 
library  of  1,100  films, 
including  Pride  of  ttie  Yan- 
kees and  Guys  and  Dolls, 
and  700  TV  episodes.  It 
also  has  film  production  and 
distribution.  Lost  $12.3 
million  on  sales  of  $53.5 
million  in  the  six  months 
ended  Sept.  30. 

*Bid  to  acquire  company  on  Dec.  21 
DATA:  COMPANY  REPORTS 


tin  Hoffman. 

Can  a  library  of  movies  aij 
some  startup  production  he; 
put  Kluge's  entertainment  t 
in  the  black?  Possibly.  Mo 
likely,  they  will  keep  him  in  t' 
game  long  enough  to  mat 
back  the  losses  from  his  Ori(, 
debacle — and  find  another,  bi 
ger  company  to  buy  him  oi 
After  all,  some  of  John  Kiug( 
shrewdest  moves  have  cor 
from  knowing  when  to  sell. 

Bif  Ronald  Grover 
Los  Angel 
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Purina  Mills  Satisfies  Data-Hungry 
lecision  Maiters  witii  the  SAS  System 


Even"  business  (la\.  iiilonnaliori 
inagers  at  I'uiina  Mill>  —  Amencas 
ider  in  animal  nutrition — satisfy  a 
Eferent  kintl  of  craving:  thf  need  of 
3  executives  to  get  their  hands  on 
■ategic  information  to  su[)[)(irt  lirtter 
aht\  ilecisioii-.. 

Lut'kiK.  the\  ve  cut  jjieparalioii  tmir 
bstantially  since  adding  SAS  software 
their  menu  of  productivitv  tof)ls. 
.oniparing  the  SAS  System  to  anything 
;e  we've  ever  used  to  analyze  business 
ta,  Fd  say  SAS  soft\vare  is  bv  far  the 
St,''  says  Gerry  Daignauh.  Region 
■ntroller.  "There  was  a  time  wlie-n  wt- 
d  to  do  things  manually.  But  todav. 
■  can  review  manv  aspects  of  our  Inisi- 
ss  just  bv  pointing  and  clicking." 

Purina  Mills  relied  on  the  S.\S  Svstem 
buiki  client/server  applications  now  in 
i  b\  field  representativ  es  and  managers 
specific  manufacturing  locations, 
ignault  add--  that  "SAS  xiftware  i>  >o 
nple  to  use  that  even  those  nianager- 
d  executives  who  have  not  pre\  iousK 
?d  computer>  feel  right  al  huiiie." 

idiny  Decisions  at  Every  Level 

According  ti)  Mike  l)miiiii.  ^Lipi'i- 
or  of  Infoniiation  Sen  ice>  for  Purina 
lis.  his  depailment  needs  to  get 
omiation  to  managers  as  quicklv  as 
->ihlf^.  who  in  turn  nui^t  deliver 
evant  detail>  to  upper  management 
quickly  as  possible. 

"We  use  SAS  softwaiv  in  nian\ 
;as  of  operation  inckuhng  budgeting, 
earch.  and  as  a  management  >u])port 
1,"  says  Durbiii.  "Acti\ities  include 
eking  (■u>l()mer  \olumt^  cuirent 
•ome.  and  comparati\  e  analvses 
income  vear-bv-vear." 


Connie  Brown.  Purina  Mills 
Infdnnalion  Analv>t.  says  the  kev  busi- 
nr»  l)enflit>  of  Using  the  SAS  System 
are  "improved  productiv  it\  bv  kev  field 
management  and  a  consi.-.tent  thought 
procos  in  the  use  of  management  infor- 
mation. There  is  no  f|ue>tion  that  field 
management  spend>  le>>  time  gathering 
numbers  and  more  time  using  goorl 
niformation  to  >upp(irt  the  (|eci>ion 
proces>.  Majiping  and  graphical  presen- 
tations are  l)ecoming  more  im[)oi1ant  in 
the  deci-ion  proces>.  and  SAS  lii'-titute 
ha>  been  \eiT  suppoili\e  in  helping  us 
implement  these  tool>.'" 

"SAS  software  i>  domg  the  |ob 
for  us."  Daignauh  concludo.  "All 
of  our  director^  wdl  e\entuall\  have 
it  available." 


T<»  re<'ei\  f  a  S.4.S  System  ELxeciitive 
Siniuiiar\-.  give  its  a  c-jill  or  send  us 
E-mail  at  l)w@sas.sa>.c<>in 


'^'System 


SAS  Inslitiitf  Inc. 
Phone  '>l")-677-H200 
Fi\91'J-f)7:-t44t 
I  HL:  litt|)://\s"\\^\.-a>.riim/ 


SAS  ir.  a  rfj;i>trre(l  Iraileinark  iif  SAS  In-lirule  Inc. 
Ci)|)>rif:hl  ©  I'W.S  bv  SAS  liislilulc  liu  . 
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CORPORATE  GIVING  

THE  NAACP  BETS 

ON  A  NEW  BREADWINNER 

Kweisi  Mfume  hopes  to  show  donors  the  crisis  is  over 


Last  March,  officials  of  the  scandal- 
plagued  National  Association  for  the 
Advancement  of  Colored  People 
asked  members  of  the  AT&T  F'oundation 
to  lunch  at  Manhattan's  Remi  restau- 
rant. Myrlie  Evers-Williams,  who  had 
just  taken  over  as  naacp  chair,  quickly 
got  down  to  business.  What  could  the 
nation's  venerable  civil  rights  organiza- 
tion do  to  pei-suade  the  foundation  to  re- 
new a  three-yeai-, 
$225,000  education 
grant  that  had  ex- 
pired in  199o?  AT&T's 
answei"  Put  your 
house  in  order.  "We 
were  looking  for 
strong  leadership, 
strong  financial  con- 
trols, and  a  strong- 
mission,"  recalls  Mil- 
ton J.  Little,  an  at&t 
Foimdation  vice-pres- 
ident who  was  at  the 
meeting. 

Enter  Representa- 
tive Kweisi  Mfume 
(D-Md.).  On  Feb.  15, 
Mfume  will  leave 
Congi'ess  to  become 
president  and  ceo  of  IDEA  BROKER: 
the  naacp,  a  move 
that  figures  to  bol- 
ster its  clout — and  Hill  mediator 
its  bottom  line.  Al- 
ready,  his  appointment  may  have  won 
ovei'  one  big  donor:  On  Dec.  28,  Nis- 
san Motor  Coip.  USA  is  expected  to  an- 
nounce it  will  donate  $100,000  to  the 
naacp.  The  organization's  backers  hope 
others  will  follow.  "We  wanted  some- 
one whose  integiity  was  fii'st-rate,"  says 
Nancy  L.  Lane,  director  of  corporate 
affairs  for  Johnson  &  Johnson,  who 
served  on  the  naacp's  seai'ch  committee. 
DAUNTING  TASK.  Mftime's  challenges  are 
twofold:  He  must  attract  young  blacks 
now  di'awn  to  militant  leaders  like  Louis 
Farrakhan  while  reassuring  Corporate 
America  that  the  naacp  is  worthy  of 
support.  "We  need  to  change  the  hearts, 
minds,  and  dii'ection  of  young  people  so 
that  they  see  appreciation  of  work,  re- 
spect for  elders,  and  individual  respon- 
sibility as  bedrock  principles,"  he  says. 
Mfume  thinks  this  message  of  self- 


reliance  will  appeal  to  donors.  "I  hope 
corjjorate  partners  who  have  not  shied 
away  will  say  to  others  that  it's  all  right 
to  come  home  to  the  naacp."  he  says. 
The  task  is  daunting.  The  87-year-old 
organization  has  been  reeling  since  Au- 
gust, 1994,  when  it  ousted  Executive 
Director  Benjamin  F.  Chavis  Jr.  after 
discovering  he  had  paid  $300,000  to  set- 
tle a  sexual-hai-assment  suit.  Auditors 


Mfume  was  an 
effective  Capitol 


found  other  evidence  of  gi"oss  financial 
mismanagement.  The  scandal  led  to 
longtime  Chairman  William  F.  Gibson's 
defeat  last  Febiuaiy  to  Evers-Williams. 

Mfume  is  meeting  with  auditors  to 
come  up  with  fiscal  controls  for  the 
group,  which  is  $3.8  million  in  debt.  He 
hopes  to  build  a  $150  million  endow- 
ment by  2001,  improve  efficiencies  by 
merging  regional  offices,  and  ask  some 
suppliers  to  restiiictiu'e  or  forgive  debt. 

Business,  which  contributed  almost 
half  of  the  naacp's  1995  budget  of  $8.5 
million,  is  key  to  his  efforts.  Despite  fi- 
nancial disarray,  many  companies,  in- 
cluding Procter  &  Gamble,  Sears,  Quak- 
er Oats,  and  IBM,  have  kept  up  support. 
Companies  argue  that  business  has  an 
interest  in  backing  gi'oups  that  promote 
minority  opportunities.  "It's  important 
we  have  a  skilled  and  qualified  work- 
force," says  Eric  R.  Graves,  manager 
of  constituency  affairs  at  Texaco  Inc. 

Other  corporate  donors  couldn't  ig- 
nore the  disorder-.  In  1995,  corporate  giv- 
ing declined  some  30%  from  1994.  Jo- 


seph E.  Seagi-am  &  Sons  Inc.  withhfii 
its  annual  $50,000  gi-ant  in  1994  and  l!t.. 
Seagi-am  spokeswoman  Patsy  Glazer  sis 
the  company  had  been  waiting  to  s-e 
who  would  head  the  organization.  Nc, 
she  wants  to  meet  with  Mfume.  Menl 
Lynch  &  Co.  also  is  withholding  suppct 
until  it  sees  how  the  naacp's  game  pb 
shapes  up.  at&t  is  waiting,  too,  but  hii^ 
is  hopeful:  "We  believe  Mr.  Mfume's  le; 
ership  is  what  is  needed." 
SALES  TOUR.  Backers  say  Mfume  provi 
his  leadership  mettle  as  a  member  f: 
the  House  Banking  Committee.  Thei. 
he  emerged  as  a  consensus-builder,  ii 
diating  disputes  among  the  banking,  i 
surance,  and  securities  industries.  Sa 
Banking  Committee  Chairman  Jam 
A.  Leach  (R-Iowa):  "There  are  soi 
people  who  think  that  what's  good  i- ■ 


WHERE  THE  MONEY  COES 


NAACP  programs 
that  draw  corporate  support 

FAIR  SHARE  Helps  corporations 
set  and  reach  goals  regarding 
nninority  hiring  and  purchasing  from| 
minority  suppliers 

ACT-SO  Nationwide  competition 
among  students  on  academic  sub- 
jects such  as  arts,  humanities,  and 
sciences 

BACK-TO-SCHOOL  Encourages 
dropouts  and  troubled  students  to 
continue  their  education  by  provid- 
ing tutoring  and  counseling 

the  fi'ee  market  is  bad  for  lower-incon 
people.  Kweisi  believes  the  reverse- 
that  what  makes  the  market  work  w 
be  better  for  lower-income  people." 

That  philosophy  is  behind  Mfume 
plans  to  set  up  naacp  mentoring  pn 
gi'ams  to  match  students  with  corp^ 
rate  volunteers.  He  also  wants  to  wor 
with  companies  to  set  up  apprentic< 
ship  progi'ams  and  with  officials  to  in 
prove  public  schools.  He  may  also  pus; 
for  incentives  to  encourage  corporatior 
to  work  vrith  small  minority  companie 

Over  the  next  few  weeks,  Mfunv  ii 
tends  to  embark  on  a  nationwide  tour  t 
meet  with  corporate  leaders.  But  wit 
the  naacp's  ])rogi'ams  baj-ely  ftmctioninj! 
many  branch  offices  virtually  closeC 
and  one-third  of  its  staff  on  furlougl 
the  organization  could  be  a  tough  seli.  1 
will  take  all  of  Mftime's  skills  as  bridg( 
builder  to  convince  Corporate  Americ 
that  the  naacp  won't  be  just  another 
bad  investment  on  corporate  books,  t 
By  Susan  B.  Garlan] 
in  WashiyigtO'\ 
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ARKETING 


lEPACKAGING 
HE  POST  OFFICE 

icilities  are  getting  face-lifts, 
erks  are  getting  friendlier 

Vhen  retired  cia  analyst  William 
R.  Dodge  stopped  at  Furr's 
supeiTnarket  in  Albuquerque  on 
■c.  22,  his  shopping  list  included  but- 
chocolate  chips,  nuts,  and  postage 
imps.  Stamps?  Sui'e.  Overnight  deliv- 
f,  too.  The  Albuquerque  facility  is  one 
eight  that  the  U.  S.  Postal  Service 
gently  has  tucked  inside  popular  retail 
tlets  around  the  country. 
The  new  offices  ai'e  just  one  sign  that 
i  USPS  is  trying  to  reinvent  itself, 
ide  from  opening  facihties  in  outlets 
:h  as  Fiut's  and  Kmart,  it  is  spnicing 
old  offices  and  improving  customer 
nice.  Stamps — including  new,  self-ad- 
sive  ones — can  now  be  purchased  at 
vis,  by  phone,  and  vdth  credit  cards, 
iring  the  hohdays,  sales  clerks  du-ect- 
traffic  and  branch  hours  were  ex- 
ided.  Workers  even  dressed  as  Santa 
deUver  Express  Mail. 
Why  the  changes?  After  all,  the  agen- 
is  flush  from  last  year's  rate  hike. 


my 


higher  mail  volume,  and  better  cost  con- 
trols and  cash  management.  Postmas- 
ter General  Marvin  T.  Runyon  says  he 
ended  fiscal  1995  with  a  record  surplus 
of  $1.77  billion  on  revenue  of  $54.3  bil- 
lion. But  in  many  markets,  the  Postal 
Service  is  losing  out  to  private  carriers 
and  new  technologies  such 
as  fax  machines  (chart). 
"We  just  can't  sit  here  and 
say  to  people,  'Here  are 
oiu"  houi-s  and,  if  you  feel 
like  it,  bring  youi-  mail 
to  us,' "  says  Runyon. 
"We  need  to  get  [mar- 
ket share]  back." 

The  new  approach 
was  evident  over  the 
holidays.  Runyon 
hired  *40,000  part- 
time  workers  to 
sort  mail,  leased 
116  planes  to  car- 
ry it,  and  set  up  a 
command  center 
Washington  to  make  sure  it  got 
through.  The  effort  seems  to  have 
worked:  On  Dec.  20,  1995's  busiest  mail 
day,  the  sei-vice  delivered  a  record  725 
million  pieces  of  mail,  up  6%  from  1994. 

To  publicize  the  reforms,  Runyon 
hiked  his  ad  budget  50%  in  1995^  to 
$143  million.  Last  fall,  he  also  hired 
Loren  E.  Smith,  a  fonner  Citibank  exec- 
utive who  did  stints  at  Ki-aft  General 


Foods  Inc.  and  Colgate-Palmolive  Co.,  to 
oversee  marketing. 

At  the  heart  of  the  new  strategy  are 
the  new  postal  "stores."  So  far,  200  of 
the  40,000  local  offices  have  had  face- 
lifts that  include  attractive  lighting  and 
salesclerks  trained  to  be  friendly  and 
helpful.  It's  looking  good:  On  average, 
the  new  shops  have  posted 
20%    sales  gains 


over  the  offices 
they  replaced. 
Now,  Smith  is 
stepping  up  the 
pace — all  postal  fa- 
cilities in  Albu- 
querque and  Atlanta 
are  getting  make- 
overs. Philadelphia; 
Columbus,  Ohio;  Bos- 
ton; and  Richmond,  Va., 
ai'e  next.  New  seinices 
include  phone  debit 
cards  and  a  "Pack- 
and-Send"  wrap- 
ping sei'vice. 
Shoppers  who  en- 
dured surly  postal 
service  and  long  lines 
over  the  holidays  likely 
are  skeptical  of  such  reforms.  But  Run- 
yon knows  he  has  to  make  the  strategy 
work — or  see  a  lot  less  mail  with  a 
USPS  postmark. 

By  Mark  Lewijn  in  Washington 


•OPLE 


HE  IS 
HE  NBA 

5  first  female  chief  is  out  to 
ist  Clinton  and  lure  women 

Iaiion  P.  Hammer  was  working  late 
one  night  in  Tallahassee  when  a 
carload  of  thugs  followed  her  into 
)arking  garage  and  threatened  her. 
reached  into  my  purse,  pulled  out 
gun,  brought  it  up  through  the 
idlights,  and  aimed  right  at  the  driv- 
she  recalls.  "He  put  it  in  reverse, 
'  tires  started  smoking,  and 
y  were  gone." 

That  was  a  decade  ago,  when 
mmer  was  lobbying  the  Flori- 
legislatiu-e  to  relax  restrictions  | 
handguns.  Her  success  there 
ped  kick  off  a  28-state  move- 
nt to  ease  restrictions  on  car- 
ng  concealed  weapons.  In  De- 
aber,  her  record  as  a  winning 
byist  and  hard-line  opponent 
j:un  conti-ol  helped  her  become 
first  female  president  of  the 
million-member  National  Rifle 


Assn.  after  her  predecessor,  Thomas  L. 
Washington,  died  of  a  heait  attack.  Ham- 
mer, who  had  been  vice-president,  is  ex- 
pected to  iim  unopposed  in  April  for  a 
one-year  teiTn  of  her  own. 

Now,  the  56-year-old  Hammer  has 
her  adversaries  firmly  in  her  sights.  She 
wants  Congi'ess  to  overtui'n  the  federal 
assault  weapons  ban.  "Restrictions  on 
gim  ownership  are  just  a  fonn  of  ha- 
rassment," she  says.  Next  up  is  the  de- 
feat of  pro-gam-control  poUticians — start- 
ing with  the  President.  "The  one  thing 
we  definitely  plan  to  do  is  to  work  to 
beat  Bill  Clinton,"  says  Hammei-. 

Hammer's  confrontational  style  may 
be  just  right  for  today's  embattled  nra, 
which  has  image  and  money  problems, 
has  recently  lost  200,000  members,  and 

TRUE  BELIEVER 

Lobbyist 
Hammer  fended 
off  thugs  with  a 
hidden  weapon, 
then  sparked  a 
28-state  push 
to  ease  curbs 
on  handguns 


is  being  audited  by  the  Internal  Reve- 
nue Service  for  allegedly  commingling 
fimds.  To  boost  membership  again,  Ham- 
mer- plans  to  step  up  the  nra's  appeal  to 
women  and  famiUes  using  two  time-hon- 
ored NRA  progi'ams:  the  "Refuse  to  be  a 
Victim"  educational  campaign  for  women, 
emphasizing  crime  prevention  and  self- 
defense  wliile  promoting  gain  ownersliip; 
and  the  "Eddie  Eagle"  gim-safety  cam- 
paign foi'  children,  which  is  Hammer's 
personal  creation. 

"WILDLY  SUCCESSFUL."  Under  Hammer, 
the  NRA  won't  neglect  politics  at  the 
statehouse  either.  She  spent  20  years 
lobbying  in  Florida  on  behalf  of  gun 
owners  and  proudly  points  to  Florida's 
fii'st  concealed-weapons  permit,  which 
allows  her  to  pack  her  .38  caliber  Colt 
Detective  Special  or  her  9-mm  Beretta 
semiautomatic.  "During  the  past  tlii-ee 
years,  the  nra  has  been  wildly  success- 
ful in  the  states,  and  Hammer  is  the 
poster  child  for  the  conceal-and-carry 
issue,"  laments  Josh  Sugarmann,  direc- 
tor of  the  Violence  Policy  Center,  a  gun- 
control  group. 

Hammer,  a  grandmother  of  three, 
likes  to  imwiiid  at  the  tai'get  range  after 
a  day  of  hard  lobbying.  On  the  range  or 
at  the  office,  her  opponents  say,  she  sel- 
dom misses  her  mark. 

Bij  Paul  Magnusson  in  Washington 
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News:  Analysis  &  Commentary 


HEALTH  CARE 


NEWBORN  BABIES. 
BAWLING  MOMS 

They  want  laws  to  make  insurers  pay  for  longer  hospital  stays 


It  is  likely  the  most  reviled  fiat  in  re- 
cent medical  history:  24  hours  after 
childbirth,  mother  and  baby  are  out 
the  hospital  door,  cut  off  by  their  in- 
surer. "So  negligent,"  says  Kathy  Sar- 
gent, an  expectant  mother  in  Westport, 
Conn.  "Apjjalling,"  says  Randi  CuiTan  of 
San  Francisco,  who  will  give  birth  this 
spring.  "It  must  be  men  who  made  up 
this  pohcy." 

Managed  care  has  met  the  masses — 
and  the  masses  aren't  happy.  Perhaps 
40%  of  newborns  currently  are  dis- 
charged after  one  day,  say  hospitals, 
twice  the  number  in  199().  The  economics 
driving  that  shrinkage  are  compelling: 
Childbirth  is  by  far  the  most  common 
reason  Americans  enter  hospitals,  and 
reducing  stays  would  save  insiu'ers  hun- 
dreds of  millions  of  dollars  a  year.  Most 
mothers,  though,  would  rather  stay  put, 
and  doctors  don't  want  medical  decisions 
taken  out  of  theu-  hands.  The  result  is  "a 
rallying  point  for  people  who  have  bad 
feelings  ihout  managed  care,"  says  Mi- 
chael A.  Maffetone,  ceo  of  University 
Hospital  at  .'•'Nmy  Brook,  N.  Y. 
STATEHOUSE  ACTION.  The  outrage  has 
found  an  outlei:  In  1996,  25  states  are 
expected  to  in'  toduce  legislation  that 
would  require  insurers  to  pay  for  a  48- 
hom-  inpatient  stay  for  normal  deliveries 
when  a  physician  prescribes  it.  Five  al- 
ready have  passed  such  laws.  In  Califor- 


nia, where  health-maintenance  organ- 
izations pioneered  the  one-day  stay 
years  ago,  insurer  pressure  to  reduce 
postpartum  stays  to  12  hours  has  legis- 
lators promising  a  bill  on  Governor  Pete 
Wilson's  desk  in  Januaiy.  Senator  Bill 
Bradley  (D-N.J.)  is  amassing  support 
for  similar  federal  legislation. 

In  this  debate,  pure  medicine  may 
be  on  the  insurers'  side.  While  some 
doctors  and  hospitals  say  they're  seeing 
more  cases  of  jaundice  and  dehydration 
in  newborns,  the  hospital  readmission 
rate  for  babies  remains  around  its  ti'adi- 
tional  2%.  Several  studies  have  found  no 
link  between  one-day  stays  and  conse- 
quent complications. 
"There  is  virtually  no 
clinical  evidence  that 
there's  a  technical 
medical  necessity  for 
an  acute  medical  stay 
of  more  than  24 
hours,"  says  A.  Bruce 
Campbell,  chief  medi- 
cal officer  at  Aetna 
Health  Plans. 

Insurers  and  HMOs 
have  joined  with  the 
U.  S.  Chamber  of 
Commerce  and  groups 
such  as  the  American 
College  of  Nurse-Mid- 
wives  to  battle  mini- 


MUCH  ADO? 

Shorter  initial 
hospital  stays 
for  newborns 
haven't  led  to 
a  higher 
readmission 
rate 


BABIES  OUT  THE  DOOR 


3  DAYS 
OR  MORE 


1  DAY  2  OAYS 

OR  LESS 
▲  PERCENT 

DATA,  NATIONAL  CENTER  TOR  HEALTH  STATISTICS 


mum-stay  legislatii. 
Many  hospitals,  t),' 
worry  that  goveii- 
ment  remedies,  wle 
intended  to  give  d;- 
tors  and  patients  d- 
cision-making  powr, 
risk  setting  a  pre  -- 
dent  for  wide-rar* 
ing  regulation  4 
medical  practices— ri 
simply  will  force  ,-i 
surers  to  cut  compensation  elsewher  i 

Some  hospitals  have  devised  an 
ternative  solution:  A  gi-owing  numbJ 
are  offering  to  absorb  the  cost  of  a  sil 
ond  night's  stay  for  mothers  whose  r 
surers  don't  pay.  Hospital  executivs 
say  they're  motivated  primaiily  by  sa  • 
ty  concerns,  but  they  admit  the  atter 
ing  publicity  doesn't  hurt.  "I  viill  r] 
lie,"  says  T.  J.  Padden,  administrator 
Box  Butte  General  Hospital,  a  44-b 
facility  in  nu'al  Alliance,  Neb.  "It's  noli' 
bad  marketing  thing."  Incremental  cof^ 
for  additional  nights  are  low — rart- 
more  than  .$200  a  night,  and  far  lower  ; 
Box  Butte.  Stony  Brook,  the  fii-st  hos  - 
tal  to  underwi'ite  longer  stays,  says  <^ 
maternity  admissions  are  up  8%  in  ta^ 
past  six  months. 

FLAT  FEES?  The  downside  to  this  a-  , 
proach,  say  other  hospital  executiv(,: 
is  that  it  ultimately  could  weaken  th(  ^ 
negotiating  power  with  insurers:  Ei : 
ing  the  cost  on  one  procedure  could  e  i 
courage  HMOs  to  cut  back  on  othei  ^ 
For  now,  though,  the  commotion  m;  [ 
be  gaining  the  desired  effect.  Hospitt ; 
that  pay  for  a  second  night  say  some  i  j 
surers  have  quietly  agi'eed  to  foot  tl .' 
bill  when  patients  so  desire — althouj ! 
just  one  company,  Independence  Bli ' 
Cross  and  Pennsylvania  Blue  Shiel 
has  publicly  announced  such  a  retrea' 
Ultimately,  managed  care  likel\'  w  ; 
offer  a  different  solution.  Insurers  a  : 
starting  to  compensate  hospitals  on 
flat-fee  basis  for  mai 
procedures,  much  ; 
Medicare  does,  rathi ' 
than  negotiating  ' 
diem  rates.  As  th: 
happens,  provide 
will  take  on  son 
of  the  financi 
risk  of  giving  care- 
but  also  much  of  tl ' 
decision-making  pov 
er.  The  24-hour  sta 
may  yet  survive,  bi 
it  won't  be  on  mai 
aged  care's  head. 

By  Keith  H.  Han 
nionds  in  New  Yon 
with  bureau  reports 
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Thanks  to 
Sprint  Business, 
we're  doing  more 
business  in  skis. 


Hank  Kasbiwa.  Olympic  Skier 
Co-founder,  Volant  Skis 


"We  make  state-of-the-art  skis.  But 
the  way  we  sold  them  was  outdated'.' 

Volant  is  a  young,  fa.st-growing  company  witli  global 
ambitions.  But  their  communications  system 
wasn't  helping  them  realize  their  full  potential. 

"Sprint  came  in  and  showed  us 
which  technoloj»y  was  riglit  for  us." 

Sprint  consultants  did  an  extensix  e  analysis  Volant's 

btisiness.  And  came  up  with  real  solutions  tor  them  — 

like  ptitting  inventory  on-line  tor  real-time  access. 

And  \ideoconferencing  —  to  present  new  products  worldwiele. 

"Now  we're  doing  business  a  whole  new  way." 

Today  Volant  is  a  more  nimble,  more  profitable  company. 

Because  Sprint  made  their  communications  as  cutting- edge 

as  their  stainless  steel  skis.  CnU  us.  We  can  help  your 

business  do  more  liLisiness,  too. 


Sprint 


We  Help  Business 


Do  is/lore  Business 


1-  800  -  816  -  REAL 


Real  BUSINESS 
Volant  Skis 


Real  PROBLEM 
Outdated  field  sales 
communications 


Real  SOLUTION 
Instant  access  to 
inventory  data 


Real  RESLJLTS 

Faster  shipping, 
reduced  inventoi^  risk 


Attention  Managers:  Free  Software  Trial  Offer! 


Work  smarter, 

not  harder... 

with  ManagePrO  3.1! 

Indii'idiial  Edition 

Meet  your  goals  and  manage 
people  better  than  ever  before! 


MafwgePw 


*•  ManagePro  may  be  the  most 
productivit)-enhancinj»  software 
ever  developed  for  a  computer." 

IntoWoitd.  May  1995 

Here's  your  cluincf  to  in  the  only  software 
product  designed  to  make  manager's  lives 
easier — ManagePro  5. 1  liidiriditcd  Edition 
for  Windows.  You'll  be  amazed  at  how  mucli 
more  cjuickly,  easiK,  and  eflectiveK  \ou  can 
set  goals,  track  projects,  and  manage  people. 

All  your  vital  management 
Information  is  in  one  central  place! 

Stop  searching  through  old  e-mail  messages, 
to-do  lists,  and  stuffed  hie  cabinets.  With 
ManagePro,  all  the  goal  and  people  manage- 
ment tools  and  information  you  need  are  at 
your  fingertips  in  one  integnded /irot^mm 

Here's  how  it  works! 

Readv  In  plan  vour  goals  or  begin  a  new  project? 


.Simply  enler  iiilormalion  into  familiar  spread- 
sheet sty  le  planners.  ManagePro^////(ww///(Y///)' 
generates  color-coded  slalus  boards,  timelines, 
calendars,  and  repoils  that  alert  you  to  what, 
and  who,  needs  your  immediate  attention. 
Be  proactive — not  reactive! 

With  ManagePro,  nothing  falls 
through  the  cracks. 

ManagePro  puts  you  in  control — not  in  "crisis 
mode.  "  Our  breakthrough  .software  stream- 
lines the  management  process  and  helps  you 
stay  on  top  of  all  the  details.  Minutes  after  you 
take  it  out  of  the  box,  ManagePro  will  help  you: 

•  Plan  and  organize  more  effectively 

•  Discover  w  hich  goals  &  people  need  attention. 

•  Provide  helphil  feedback  to  your  team. 

TRY  IT 


trassa 

y »- 

Call  1-800-282-6867 

Priority  Offer:  9AAB 

Pay  only  shipping  &  handling  now  and  put  ManagePro  to  the 
test  tor  30  days  If  it  doesn  't  make  you  an  even  better,  more 
successful  manager,  return  it  to  us  and  you  don't  owe  us  a 
cent  If  you  re  delighted  (and  we  know  you  will  be!  I  all  you  pay 
IS  the  special  low  price  of  |ust  $1 99  That's  $80  ofl  our  regular 
list  price  of  $2791 

Also  <iriiiliil)le  III  Yolir  local  ilvalcrs 


Avantos 


S4(ll)  niillis  street,  timeiTville,  CA  ')'4W18 
(Sni)  (>S4-46l)(l  Fix:  (510)  (i5l-SIW 


Easily  plan,  organize,  tracl<,  and  achieve  your  goals 


Plant  Trees  for  America 

10  Free  Trees 

Ten  (Colorado  liliic  spruces,  or  otiicr 
conifers  selected  to  gro'sv  in  your 
area  will  lie  given  to  each  person  wiio 
joins  tiieAriior  Day  Foundation. 

To  become  a  member  and  to 
receive  your  free  trees,  send  a  $10 
membership  contribution  to  Ten 
Blue  .Spruces,  National  Arbor  Day 
Foundation,  100  Arbor  Avenue, 
Nebraska  City,  NE  68410. 

Join  today,  and  plant  your  Trees 
for  America! 

^VThe  National 

Arbor  Day  Foundation 
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A  HEAVYWEIGHT  \ 
CONTENDER  r 

This  breakthrough  may  be  th 
key  to  a  fat  pill  p 

Last  July,  Amgen  Inc.  looked  like 
had  a  lock  on  one  of  the  di-ug 
dustry's  most  heated  races 
search  for  a  "fat  ding."  In  a  mueh-h< 
aided  study  whose  announcement  booi 
ed  Amgen's  stock  by  $900  million,  i 
searchers  disclosed  that  a  protein  call 
leptin,  produced  by  the  newly  discc 
ered  OB  gene,  stripped  away  body  1 
when  injected  into  obese  mice.  '' 
Barely  five  months  later,  an  Amgi 
rival  may  have  taken  the  lead:  On  Dc 
28,  Millennium  Pharmaceuticals  Inc. 
Cambridge,  Mass.,  was  to  announce  th 
it  had  found  the  "receptor"  for  leptin 
the  stracture  on  cell  walls  that  is  a  n 
cial  part  of  regulating  leptin's  functit 
Receptors  don't  make  anyone  skiiir 
but  many  drugs  target  receptors  tn  i 
hibit  or  stimulate  a  bodily  functin 
While  Amgen  is  testing  an  inject al 
drug.  Millennium  says  its  receptoi'  iii; 
be  the  key  to  an  antiobesity  pill,  whi' 
would  be  far  more  lucrative. 
MIND-SET.  Researchers  had  hoped 
shortage  of  leptin — the  protein  that  si 
nals  the  brain  to  stop  eating — was 
big  factor  in  obesity.  But  studies  no 
show  that  obese  people  often  have  hi^ 
leptin  levels.  Millennium  believes  tl 
receptor  it  found  will  lead  it  to  anothi 
obe.sity  gene,  called  db,  that  determim 
whether  the  brain  can  recognize  lej^tir 
stop-eating  signal.  "The  receptor  ni; 
lead  to  drags  for  potentially  the  iim 
prevalent  fonn  of  human  obesity — oi 
resulting  from  the  brain's  resistance  ' 
leptin  rather  than  the  lack  of  leptin 
says  Millennium  ceo  Mark  Levin. 

Weight-watchers  shouldn't  rethir. 
New  Year's  resolutions  yet:  Researchei 
say  a  wonder  drag  is  years  away. 

By  Geoff  re  ij  Smith  in  Bosto 
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In  Business  This  Week 


>ITED  BY  THANE  PETERSON 


TRUNKFULOF  PINK 
LIPS  AT  BUDGET 

[TH  THE  RENTAL  CAR  BUSI- 

ss  WTapping  up  one  of  its 
irst  years  ever,  Budget 
^nt  a  Car's  new  chairman, 
ck  Frazee,  had  a  Grinch- 
:e  holiday  message  for  500 
laried  employees:  Youi'  ser- 
ies are  no  longer  needed, 
•azee  hopes  to  save  $20  mil- 
n  annually  by  cutting  20% 
the  salaried  w^orkforce.  The 
ts  are  part  of  a  massive 
akeup  at  Budget,  the  No.  3 
ntal  agency  with  estimat- 
1995  U.  S.  revenues  of  $1.5 
Hon.  Frazee  also  showed 
e  door  to  his  cfo  and  two 
nior  vice-presidents  and 
ised  40  unprofitable  offices, 
mding  out  pink  slips  over 
3  holidays  was  "not  fun," 
■azee  says.  "But  I  try  to 


CLOSING  BELL 


rue  JOBS  MARKET 

lOod  thing  Steve  Jobs  knows 
ie  ups  and  downs  of  entre- 
reneurship.  His  company, 
ixar  Animation  Studios, 
laker  of  Toy  Story,  went 
ubiic  on  Nov.  29,  sending 
ie  stock  to  39.  Then  Pixar 
;ll  to  23  on  worries  that 
le  bulk  of  Toy  Story's  earn- 
igs  will  go  to  partner  Walt 
isney.  But  just  after  Christ- 
las,  Pixar  shares  edged 
ack  up,  to  $28,  after  sever- 
I  analysts  rated  the  stock 
"buy."  The  current  value 
f  Jobs's  80%  stake:  $840 
lillion. 


NOV.  29  DEC.  26 

QATA:  BLOOMBERG  FINANCIAL  MARKETS 


remind  the  people  who  are 
left  that  the  company  is  a  lot 
more  stable  as  a  result  of  the 
actions  we've  taken." 


PIER  1  IMPORTS  ALSO  HAD  A 

lump  of  coal  in  its  Christmas 
stocking:  The  retailer  dis- 
closed on  Dec.  26  that  it 
would  post  a  pretax  loss  of 
$20  million  because  of  "inap- 
propriate trading  activities" 
by  a  financial  consultant — 
Capital  Insight  of  Beverly 
Hills,  according  to  the  con- 
sultant's lawyer — hired  to 
manage  excess  cash  and 
short-term  investments.  Pier 
1,  otherwise  enjoying  strong 
sales  gains,  says  the  loss 
won't  materially  affect  liq- 
uidity or  operations,  but  a 
board  committee  is  investi- 
gating. Pier  1  CEO  Clark 
Johnson  didn't  return  phone 
calls. 


CHIPMAKER  CYRIX   IS  SPUT- 

tering.  On  Dec.  22,  the  com- 
pany warned  that  it  may  lose 
$8  million  or  more  in  the 
fourth  quarter.  A  price  col- 
lapse forced  Cyrix  to  write 
down  its  inventory  of  chips 
compatible  with  Intel's  486. 
Cyrix  said  the  loss  could 
force  a  default  on  $88  million 
in  loans  used  to  purchase 
production  equipment  to  build 
its  newest  chip,  which  is  de- 
signed to  rival  Intel's  new 
Pentium  Pro.  The  company 
hopes  to  get  a  waiver  from 
creditor  ibm,  which  manufac- 
tui'es  Cyiix'  newest  chip. 


DESPITE   A   BLOODY  INSUR- 

gency  by  Islamic  militants  in 
Algeria,  British  Petroleum  on 
Dec.  23  signed  a  five-year 
deal  with  Sonatrach,  Algeria's 


Call  it  a  Chiistmas  mii'acle. 
No  one  was  more  sm-prised 
than  execs  at  Twentieth 
Centiuy  Fox  when  its 
Waiting  to  Exhale 
opened  on  Dec.  22  ^^^H 
and  immediately  ^^^|k 
became  the  im-  ^^^^^ 
expected  hit  of  ^^H^ 
the  holidays.  ^^^Hl^ 
Fox  had  target-  ^^^Hfj 
ed  its  marketing  ^^HL 
for  the  film,  starring  ^^H| 
singer  Whitney  Hous- 
ton  and  tliree  other  black 
actresses,  heavily  at  black 
women.  Exhale  opened  pri- 
marily in  large  cities;  the 
studio  hardly  even  opened 
the  movie  in  the  'bui'bs  im- 
til  after  Chiistmas. 

Hollywood  isn't  sui"e  why, 
but  despite  its  segmented 
marketing  and  limited  dis- 
tribution, Exlmle  is  knock- 


state-owned  oil  company,  to 
explore  and  develop  gas  fields 
in  the  remote  I-n-Salah  re- 
gion of  the  Sahara  desert,  bp 
will  foot  65%  of  the  $3.5  bil- 
lion cost  of  the  project  and 
will  get  one-third  of  the  gas's 
sales  value — enough,  it  fig- 
ures, to  boost  its  worldwide 
gas  production  by  up  to  30%. 
A  spokesman  says  bp  is  hop- 
ing that  energy  installations, 
which  account  for  95%-  of  Al- 
geria's foreign  earnings,  won't 
be  targeted  by  the  insur- 
gents. Exxon  and  Atlantic 
Richfield  also  are  mulling 
deals  in  Algeria. 

CALLING  CORPORATE 
AMERICA'S  BLUFF 

IN  THE  MAYBE-IT-DOESN'T-PAY 

to-stick-your-neck-out  catego- 
i\y:  House  Minority  Leader 
Richard  A.  Gephardt  and  45 
fellow  Democrats  are  chal- 
lenging more  than  90  execu- 
tives to  detail  business  tax 
breaks  they  would  be  vdlUng 


ing  'em  dead.  The  film, 
based  on  a  novel  by  Teiry 
McMillan,  was  made  on  a 

budget  of  $15  milKon, 
mm.^      about  half  the  Holly- 
fi  /   '  .   wood  average.  In 
St       ^  its  opening 

'°^wr,  weekend,  the 
,  movie  had  a 

^  huge  $14.3  mil- 

lion  box  office, 

Wr'    beating  out  six 

other  new  fUms,  in- 
cluding Warner  Bros.' 
Ommpier  Old  Men  and 
Universal  Pictui-es'  Sudden. 
Death.  Being  one  of  the  few 
women-oriented  films 
helped.  Whatever  other  rea- 
sons for  Exhale's  success, 
Hollywood  won't  ignore  the 
lesson:  Look  for  a  wave  of 
black-female  buddy  movies 
— glitzier,  big-budget  ones. 

By  Ronald  Grover 


to  sacrifice  to  help  balance 
the  federal  budget.  The  chal- 
lenge, in  letters  mailed  Dec. 
22,  was  prompted  by  national 
newspaper  ads  signed  by  the 
business  leaders  imploring 
Congi'ess  to  put  "everything 
on  the  table"  to  reach  a  bud- 
get deal.  Among  others,  the 
letter  went  to  Paul  Allaire 
of  Xerox,  Lou  Gerstner  of 
IBM,  Bob  Allen  of  at&t,  and 
Joe  Dionne  of  The  McGraw- 
Hill  Companies,  parent  of 

BUSINESS  WEEK. 


ETCETERA... 

■  The  Feds  and  Occidental 
Chemical  settled  the  16-year- 
old  Love  Canal  cleanup  case. 

■  Cordis  shares  fell  after 
Johnson  &  Johnson  extended 
its  review  of  its  buyout  offer. 

■  Daiwa's  ex-N.  Y.  general 
manager  was  indicted  for  al- 
legedly helping  hide  losses. 

■  Goldman  Sachs  is  mulling 
whether  to  dissolve  its  part- 
nership and  go  public. 


A  DESERT  DEAL  FOR 
BRITISH  PETROLEUM 


PIER  rS  $20  MILLION 
QUESTION 


HEADLINER:  WHITNEY  HOUSTON 


EXHALE  BLOWS  EM  AWAY 


IS  CYRIX  LOOKING 
AT  A  DEFAULT? 
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THE  NEXT  REVOLUTION 
IN  COMPUTING  IS  HERE. 


AND  HERE 

120MHz  PENTIUM 
PROCESSOR,  fly  llirnui;li  am  dw  mmi 

BLmii/ile,\  (ipfiliailions  ti  illi  case 
unvs  you  pawn  icitfiout  >ciLri/itin,i; 

^jnchronons  DRAM  mcmrir;v*  nuuimircs 
system  /icrfornuina'. 


AND  HERE 

LITHIUM  ION 
BATTERY.  Gei  tlu-  ulmnaic 
m  liin.i,'  life  witli  w()  to  5  Kours 
|)L'T  cluirsi?.  No  oiher  battery 
technology  comes  dose. 


AND  HERE 


AND  HERE 

PCI  LOCAL  BUS 
ARCHITECTURE.  PC  /  s  32hi 
architecture  offers  ihc  ju'.test  L'vcb  o/  i 
perfcmnance  and  Jatii  (droiinlifiiit.  Plu.s,  il 
allou's  you  ro  take  /nil  Kikiiiittige  o/aK 
Windows'  95  Plug  and  Play  capabilities. 


j-^AND  HERE 

HUGE  11.3  '  DL-\(.0N;. 
COLOR  DISPLAY. 

The  aue  nispnm^  m^l'  iinj 
800;i600  resolution  uj  ili 
display  set  a  new  slandtnd 
screen  qiudity. 


AND  HERE 

INFRARED  PORT. 

Send  and  rccene  data  tritlioul  wires 
Beam  ilocwments  conivnienilv 
through  the  air  to  in/rarecl-equipfit'ti 
printers,  and  trans/er  files  lo  any 
other  /rDA-compliunt  PC. 


AND  HERE 

STEREO  SOUND.  The  Tcaa  700  is  Sound  Blaster 
Pro  i  innpatihle  and  plays  .WAV  and  MIDI  sound  files- 
A  hiiili  in  microphone,  sten'o  s/iecil<ers  and  inlegrcitetl 
headphone/spealcer  and  microlrhone  jacks  complete  >'our 
mohile  aiitiio  system. 


MODULAR  QU,\D.SPEED  CD-ROM. 

The  neu  SelcL(8ti>' tnchiteiture  makes  snapping 
this  ullni-/ast.  oplionul,  Quad-Speed  CD  R()M 
(J rue  u  ith  the  miiilidar  floppy  drne  as  easy  as 
chanum^^  a  disk! 


1.2  BILLION  BYTE  (=1.13GB)  REMOVABLE 
HARD  DISK  DRIVE.  Even  with  all  your  applications 
loaileJ,  Mill  11  Mill  haie  lots  oj  room  for  graphics,  l  ideo  unti 
lar,i;e  liiituKise  files. 


Inrruckicinu  d  portable  so  advanced,  we  tjave  it  an  entirely  new  name:  Tecra'.  From  the  modular 
desi,t,m  to  the  iina)mpromisinf,'  power  ot  the  Pentium  processor  and  PCI,  Tecra  is  Toshiba  eni^ineenn'j 
at  Its  best.  And  with  tlic  optional  Desk  Station  V,  Tecra  otters  far  more  expandahilit)'  and  hiuh-pertomiance  options  than  ordiii.irv 
deskt(  ips.  Ready  t(  n  the  next  rcvc  ilutu  )n.'  Call  1-800-457-7777  for  more  infomiation  or  a  dealer  near  you. 


TECRA  700CT  AND  700CS: 

■  1 1 .  V  Jia.  colur display  in  yi lur  lIh nee  i it  aLti\ c  ni.itnx 
(LT)or  DSTN  du,il  scan  (CS) 

■  I20MH:  Intel  Pentium'  pRKe5snr{2,9v) 

■  SCO  X  600  screen  rest  ilurion 

■  24'hit  true  color  supf.  in  it64Ox4S0cxtem.illy 

■  Hi)jh-speed  synchnincitii  I^K.AM  memor>' 
(16MB  expanJahle  to4SMH  i  m  700CT,  8MB 
cxpanJaHcrii40MBnn  70v\  S) 


■  PCI  liic.il-hiisarchitttnire 

•  1.2  Billion  Byte (=1.13GR)remov.iBie  HDD 

•  SelectBay  tor  niodtilar  ?.5"  floppy  disk  dnve  or 
opnonal  inidul.ir  quad-speed  CD-ROM  dn\'c 

•  Lithium  Ion  Battery  (up  to  S  hour  battery  lite) 

•  16-hit  Sound  Blaster "Procompatihle  sound 
system  with  .WAV  and  MIDI  sound  support 

■  Built-in  stereo  speakers 

•  Audio  lacks  headphone^sptaker,  microphone 


•  Tsvo  ft:  Card  (PCMCIA)  slots  (tun  Tyjie  11  or  one  Type  111) 


Intrarcxl  data  piitt  (lrDA<ompliant) 

■  Optional  Desk  Station  V:  PCI  Card  Support, 
Plu!>  and  Play,  Hot  Dtxkini;  and  more 

■  Pre-mstalled  soltware:  Windows'  95  or  MS-DOS' 
with  Windows'  for  Workgroups,  Run  Time  Video 
for  Windows ,  Fn-esse '  software  and  Indfti"  video 

■  3-year  limited  warranty 

■  Toll-trir  Technical  Suppnir  -  7  davs.  24  hours 


Designed  for 


Windows  95 


Pentium 


i 


In  Touch  with  Tomorrow 

TOSHIBA 

Toshiba.  The  World's  Best  SeNing  Portable  Computers. 


n];irJwirl>  lfiMBL-xp.uid.ihlcto4«MH,  7001  Sw.llK■^  sMnJ.irJ  with  SMB  c\p.inJ;iMi'  tn40Mh,  All  ^p(.■^l^K,ltHm^  ,imi  .iv.ul,ihilir\' ;irf  Mihji'ct  nulLin^L-.  k-'  IWi  Tosliili^i  Aiiktr.i  Inforni.ittiin  S\^u-ilis.  Iik 
tri  itiski.-.m.j  rfntiiiin  IVufssur  L<>iins  .in  tr.nlrin,irl..s  ot  hit.'I  ( 'orpeMtinrv  All  pnijints  inJk.itcJ  hy  triJi-ni.irl  s\nil'i  '\-  in-  rriiLicm.irU-J  .in J.  i>r  r('_'i--riTol  hv  rhc-ir  ri-spccn\r  ii  imp:inu-v 


Washington  Outlook 


>ITED  BY  DOUGLAS  HARBRECHT 


iRTHUR  LEVITT  SPEAKS  SOFTLY 
iND  CARRIES  A  LITTLE  STICK 


Vhen  President  Clinton  unexpectedly  vetoed  a  secimties- 
litigation  reform  bill  on  Dec.  19,  it  marked  a  setback 
for  Securities  &  Exchange  Commission  Chairman 
■thur  Levitt  Jr.  The  sec  chief  had  toiled  for  months  to 
•ge  a  compromise  that  satisfied  Republicans'  desire  to  curb 
isance  suits  and  the  Administration's  insistence  on  pro- 
;tion  for  small  investors.  Congress  overrode  the  veto,  but 
}  debacle  dealt  a  blow  to  Levitt's  dream  of  becoming  a  con- 
isus-builder  able  to  bridge  the  gulf  on  Capitol  Hill. 
Because  the  veto  bhndsided  gop  law- 
ikers,  Levitt  comes  off  looking  inef- 
■tual.  White  House  pols  seeking  fa- 
f  with  the  trial  lawyers'  lobby  swayed 
i  President,  rather  than  Levitt.  And 
vitt's  O.K.  of  a  "safe-harbor"  section 
the  bill  that  protects  companies  fi'om 
ts  over  false  projections  riled  con- 
Tier  groups.  "Levitt's  credibility  has 
m  deeply  wounded  by  playing  poli- 
i,"  says  Michael  A.  Calabrese,  a  di- 
•tor  of  Congi-ess  Watch  and  an  oppo- 
it  of  the  bill. 

■PLAYER?  Levitt,  64,  former  chair-   

n  of  the  American  Stock  Exchange,  was  viewed  as  a 
'vy  regulator  when  Clinton  appointed  him  in  1993.  Since 
!  Republican  takeover  of  Congi-ess,  he  has  skillfully  court- 
GOP  legislators.  His  modus  operandi:  seizing  chances  to  get 
h  the  Republicans'  deregulatoiy  progi-am.  For  example,  af- 
winning  gop  concessions  on  the  safe-harbor  provision  of 
'  securities-reform  measure — including  the  exclusion  of 
'h  protection  for  initial  public  offerings — Levitt  sigTied  off 
that  portion  of  the  bill.  High-tech  companies  with  volatile 
ck  prices  had  sought  the  change  to  reduce  their  expo- 
se to  costly  lawsuits. 

iVliile  Levitt  contends  he  would  have  opposed  the  legisla- 
1  if  the  safe-hai-bor  provision  had  not  been  modified,  critics 
imble  that  he  chose  to  blink  rather  than  duke  it  out  with 


VETO:  It  makes  hiui  look  ineffectual 


Republicans.  "I  was  stunned,"  says  former  sec  Commission- 
er Richard  Y.  Roberts,  a  Republican,  of  Levitt's  position. 

More  suiprising,  though,  was  Levitt's  nonrole  in  the  Pres- 
ident's veto  decision.  Clinton  relied  mainly  on  longtime 
Arkansas  adviser  Binace  Lindsey  and  Deputy  Chief  of  Staff 
Harold  Ickes  in  arriving  at  his  no-go  decision.  Levitt,  for  his 
part,  insists  his  views  were  well  known  to  the  White  House. 

The  perception  that  Levitt  was  a  bit  player  in  the  affair 
could  hurt  next  year  when  the  House  will  consider  paring 
back  secmities  regulations.  Rather  than 
mounting  an  all-out  assault  on  the  bill's 
objectionable  provisions,  the  sec  cliief  is 
tiying  to  win  a  place  at  the  negotiating 
table  while  pushing  to  ehminate  over- 
lapping state  and  federal  regulations. 
Yet  with  Levitt's  White  House  clout 
now  in  question,  the  bill's  sponsors  may 
be  less  inclined  to  make  concessions. 

Levitt's  efforts  to  protect  his  agency's 
ftmding  could  also  take  a  hit.  So  far,  his 
accommodating  approach  has  paid  off. 
Republicans  who  have  savaged  other 
regulatoiy  agencies  are  expected  to  hold 
the  SEC  budget  steady  at  $300  million  in  1996.  But  Congi-ess 
could  well  make  another  nm  at  the  regulator's  budget  next 
year,  while  Levitt  appears  weakened. 

Despite  his  recent  wounding,  Levitt  shows  no  signs  of  a  re- 
treat from  his  agenda.  He  still  intends  to  pressure  the  Na- 
tional Association  of  Secmities  Dealers  to  reform  the  Nasdaq 
market  and  make  it  more  equitable  for  small  investors.  And 
the  SEC  chief  is  about  to  unveil  a  proposal  to  require  more 
disclosure  of  derivative  holdings,  which  could  gi-eatly  com- 
phcate  companies'  pubhc  filings.  "I  expect  flak  fi-om  all  quar- 
ters," Levitt  says  serenely.  But  his  success  in  dodging  the 
next  round  of  artillery  shells  may  determine  the  legacy 
Levitt  leaves  behind  at  an  embattled  sec. 

By  Amy  Barrett,  iiufh  MIcliae!  Schroeder 


CAPITAL  WRAPUP 


/HAT'S  BUGGING  THE  FEDS 

It  seemed  like  farce  to  many  for- 
gners,  but  it's  no  laughing  matter  at 
le  Central  Intelligence  Agency  and 
le  Federal  Bureau  of  Investigation, 
oth  agencies  have  launched  probes 
>  find  the  source  of  press  reports  last 
til  that  the  ciA  snooped  on  the  phone 
ills  of  Japanese  officials  during 
.  S. -Japan  auto  trade  talks.  And 
ley're  aiming  high:  They  inter- 
ewed  Deputy  Ti'easury  Secretary 
awrence  H.  Summers  and  other  eco- 
)mic  officials.  Summers,  who  says  he 


played  no  role  in  the  auto  talks,  de- 
nied involvement.  The  ciA  no  longer 
considers  him  a  suspect,  but  investi- 
gation continues. 

BALKANIZED  AID  PACKAGE 

►  Bringing  peace  to  Bosnia  may  be 
easier  than  getting  Congress  to  0.  K. 
$600  million  in  reconstruction  aid.  The 
CHntonites  will  sell  it  as  a  U.  S.  job 
creator.  But  there's  a  hitch:  The  White 
House  wants  to  divert  some  work  to 
the  Eastern  European  countries  hurt 
most  by  a  trade  embargo  against  Ser- 
bia. The  Hill  may  balk  at  that. 


BUDGET  SLOW  BOAT 

►  Protracted  wrangling  over  the  fiscal 
1996  budget  has  dashed  any  chance 
that  President  Clinton  will  send  Con- 
gress a  fiscal  1997  budget  by  Feb.  5, 
the  statutory  deadhne.  After  two  gov- 
ernment shutdowns  and  marathon 
budget  talks,  the  Office  of  Manage- 
ment &  Budget  is  two  months  behind 
in  its  review  of  agency  spending  pro- 
posals for  the  next  fiscal  year.  The 
most  likely  outcome:  The  White 
House  may  send  just  a  letter  to  Con- 
gress explaining  the  delay. 
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Canon 

http://www.tisa.canon.com 


Chrysler 

http://www.chfyslercorp.com/ 
Compaq 

http://www.compaq.com 
Computer  Associates 

http://www.cai.com 
Cray  Research 

http://www.Cfay.com/ 

Digital  PC 

http://v\'ww.  pc.digital.com 

Federal  Emergency 
Management  Agency 

http://  www.  fe  m  a .  go  V 

FedEx 

http://www.tedex.com 
Ford 

http://www.ford.com/ 
Fujitsu 

http://www.tuiitsu.com 
GE  Information  Services 

http://www.ge.com/geis 

Global  Village 

http://www.globalvillage.com 

Haworth 

http://www.haworth- 
tutn.com 


Hewlett-Packard 

http://www.hp.com 

IBM 

http://www.ibm.com 
Intel 

http://www.intel.com/ 

Jack  Daniels  Tour 

http://www.inti.net/jack 
daniels/ 

Janus  Funds 

http://ncrworth.galt. 

com/janus 

Kodak 

http://www.kodak.com/ 

Eli  Lilly  &  Company 

http://www.lilly.com 

Lotus 

http://www.lotus.com 
Maplnfo 

http://www.mapinto.com 
MCI 

http://www.mci.com 
Microsoft 

http://www.niicrosott.com/ 
Motorola,  Wireless  Data 
Group 

http://www.mot.com/wdg/ 


NYU's  School  of 
Continuing  Education 

http://www.nyu.edu/sce/ 
Netcom  On-Line 
Communication  Services 

http://www.netcom.coni 

Network  Systems 
Corporation 

http://www.network.com 

Novell 

http://www.noveil.com 
Okidata 

http://www.okidata.coiii 
PageNet 

htip://www.pagenet.com 
PeopleSoft 

http://www.peoplesott.com 

Platinum  Technology 

http://www.platinum.com 

The  Principal  Financial 
Group 

http://www.principal.coni 
PSINet 

http://www.psi.net/ 
Raytheon 

http://www.faytheon.com 
Rockwell 

http://www.fockweli.com 


Charles  Schwab 

http://www.schwab.com 

SAS  Institute 

http://www.sas.com/ 

Siemens 

http://w\  vw.siemens.com 
Silicon  Graphics 
http://vnvw,sgi.com 
Sun  Microsystems 

http://www.sun.coni 

Tektronix 

http://www.tek.com/ 
Color_Printers/ 
Texas  Instruments 

http://www.ti.com 

Toyota  Motors 

http://www.toyota.com 

Unisys 

http://vAvw.unisys.com 

Unlimited 
Systems/KONEXX 

http://www.konexx.com 

UPS 

http://www.ups.coni 

Zenith  Data  Systems 

http://www.zds.com 


Network  here  excels 
at  keeping  out  intruders. 


Network,  http://www.sun.com 
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lAPAN'S  SHADOW  KINGMAKER 
S  BIDDING  FOR  THE  SPOTLIGHT 


chiro  Ozawa  has  always  prefen-ed  the  role  of  shadow  king- 
maker in  Japanese  politics.  Back  in  1993,  the  brash  politi- 
cal heavyweight  helped  lead  a  mass  defection  from  the 
ruling  Liberal  Democratic  Party,  snapping  its  38-year 
ign.  When  his  reformist  government  collapsed  in  1994, 
awa  pulled  off  an  improbable  merger  of  nine  paities  into  an 
position  bloc  called  the  New  Frontier  Paily  but  didn't 
ce  the  top  leadership  post. 

Now,  Ozawa,  53,  has  emerged  from  the  shadows.  In  mid- 
icember,  he  announced  a  siuprise  bid  to  challenge  longtime 
league  Tsutomu  Hata  to  lead  New  Fron- 
r.  And  when  the  results  were  tallied  on 
•c.  27,  Ozawa  won  by  more  than  2  to  1.  The 
ige  is  now  set  for  an  epic  battle  between 
awa  and  ldp  President  and  International 
ide  &  Industry  Minister  Ryutaro  Hashimo- 
in  a  general  election  sometime  in  1996.  At 
ike  will  be  control  of  the  Diet's  511-seat 
I'er  house  and  the  Prime  Minister's  chair. 
>  VAGUE  AS  POSSIBLE."  Ozawa's  bid  for  the 
)tlight  is  timely.  After  four  years  of  eco- 
nic  stagnation  and  a  string  of  bank  fail- 
's, the  Japanese  public  is  fed  up  with  the 
:!alist-LDP  government's  dysfunctional  man- 
;ment  of  the  economy.  Socialist  Prime  Min- 
3r  Tomiichi  Mui'ayama's  coalition  is  coming 
ler  withering  attack  for  a  plan  to  use  $6.6  billion  in  public 
ney  to  bail  out  seven  insolvent  housing-loan  corporations, 
ich  made  reckless  real  estate  loans  in  the  1980s.  "The  in- 
it  is  to  be  as  vague  as  possible  about  the  assignment  of 
me,"  Ozawa  told  business  week.  "This  is  the  kind  of  soci- 
Japan  has  become." 

Dzawa  wants  to  remake  the  Japanese  system.  He  cham- 
ns  sweeping  deregulation.  He  also  wants  to  give  the  now 
ak  Prime  Minister's  office  enough  power  to  set  clear  poli- 
directions.  Japan's  glacial  consensus-style  decision-mak- 
threatens  to  consign  the  nation  to  decline,  he  warns. 


OZAWA:  The  )ie.rt  Premier? 


"No  leader  has  come  up  vrith  a  strong  vision  of  how  to  go  for- 
ward," he  says. 

Ozawa's  biggest  liability  aside  from  heart  problems  is  his 
association  vdth  the  money  politics  he  says  he  wants  to 
clean  up.  After  all,  he  was  a  key  ldp  fund-raiser  and  power 
broker  for  years.  He  is  taking  heat  right  now  for  his  ties  to 
a  Buddhist  organization  that  turned  out  6  million  votes  to 
support  Ozawa  candidates  in  last  July's  Upper  House  elec- 
tions. Ozawa's  rise  could  also  bust  up  New  Frontier  if  he 
can't  keep  Hata  on  board. 

Hasliimoto,  who  made  a  big  splash  by  star- 
ing down  Washington  in  last  summer's  auto 
talks,  is  much  more  populai-  than  Ozawa.  Still, 
there  is  gi-owing  sentiment  in  Japan  that  Oza- 
wa may  be  the  only  leader  who  can  produce 
significant  change.  "He's  very  determined,  and 
the  time  left  for  Japan  to  pull  out  of  tliis  stag- 
nation is  limited,"  figures  Masaya  Miyoshi, 
president  of  the  Japan  Federation  of  Econom- 
ic Organizations,  or  Keidanren. 

Indeed,  Ozawa  has  won  plaudits  fi'om  some 
economists  for  liis  proposal  to  halve  income 
and  corporate  taxes,  wipe  out  special-interest 
loopholes,  and  eventually  make  up  some  of 
the  difference  by  hikiiig  Japan's  sales  tax  from 

  3%  to  10%.  But  with  Japan's  budget  deficit 

projected  to  hit  4.2%  of  gross  domestic  product  in  1996,  vs. 
2.0%  in  the  U.  S.,  Ozawa  has  to  be  careful  not  to  lead  Japan 
into  a  fiscal  mess. 

Ozawa  could  also  help  heal  strained  ties  ■with  the  U.  S.  He 
is  a  pragmatist  on  trade  who  is  well  regarded  in  Washington. 
Ozawa  says  he  is  wonied  that  WasMngton  has  started  to  lose 
interest  in  Japan.  He  finds  it  regi-ettable  that  there  is  a  ten- 
dency in  Washington  "to  treat  the  U.  S.-Japan  alliance  more 
lightly  than  before."  If  Ozawa  becomes  Prime  Minister,  that 
would  certainly  command  American  attention. 

By  Brian  Brenrner  in  Tokyo 


GLOBAL  WRAPUP 


RIVATIZING  A  BRAZILIAN  GIANT 

Brazil's  slow-moving  free-market  re- 
irms  are  getting  a  fresh  impetus  from 
16  sale  of  Companhia  Vale  do  Rio 
oce,  the  state-controlled  mining  gi- 
lt. In  what's  likely  to  be  Latin  Amer- 
a's  biggest  privatization,  Brazil  on 
ec.  20  picked  a  group  headed  by  Mer- 
11  Lynch  &  Co.  and  Rothschild  Inc. 
om  a  star-studded  field  of  competi- 
irs  to  manage  the  sale  of  the  govern- 
ent's  51%  share  in  cvrd.  The  sale, 
't  for  late  1996,  should  fatten  state 
)ffers  by  at  least  $5  billion. 


Privatization  of  cvrd  will  mark 
"the  point  of  no  return"  for  Brazil's 
move  away  from  decades  of  statism, 
says  Amaury  Bier,  chief  economist  of 
Citibank  in  Sao  Paulo.  Recently,  in- 
vestors had  been  growing  uneasy 
over  the  slow  pace  of  free-market  leg- 
islation in  Brazil's  Congress.  The 
naming  of  the  sale  managers  shows 
the  government  "is  serious  about 
moving  ahead,"  says  Ricardo  Gallo, 
vice-president  for  capital  markets  at 
Bank  of  Boston  in  Sao  Paulo. 

The  Merrill  Lynch  group  will  earn 
a  1.9%  commission  on  cvrd's  sale 


price.  The  lucrative  job  drew  bids 
from  such  heavyweights  as  Citibank, 
J.  P.  Morgan,  and  Salomon  Brothers. 
A  key  issue  is  whether  to  sell  the 
government's  shares  in  a  global  public 
offering  or  auction  off  operations  such 
as  mining,  forestry,  and  transport 
separately.  But  the  choice  of  Merrill 
Lynch,  which  joined  with  cs  First 
Boston  to  manage  a  $3  billion  stock 
sale  of  Argentine  oil  company  ypf  in 
1993,  indicates  that  Brazil  favors  pri- 
vatizing CVRD  through  a  similar  high- 
profile  public  offering. 

By  Ian  Katz  in  Sao  Paulo 
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Inside  Wall  Street 


BY  GENE  G.  MARCiAL 

FAY'S  DRUGS:  FIT 
TO  BE  SWALLOWED? 

The  "shakeout"  investors — who  buy 
into  companies  whose  industries  are 
in  the  throes  of  consolidation — ai'e  con- 
vinced that  Fay's  (fay),  the  nation's 
13th-largest  drugstore  chain,  is  ripe 
for  picldng.  The  shares  have  dropped 
to  7,  dovm  from  9''/^  in  late  April,  part- 
ly because  of  investors'  disappointment 
that  a  rumored  takeover  has  not  yet 
materialized.  And  a  flurry  of  yearend 
tax-loss  sell-offs  may  be  adding  to  the 
doviTiward  pressure. 

But  the  focus,  insists  one  big  inves- 
tor, should  be  on  what's  happening  to 
all  ding  chains.  "A  shakeout  in  the  in- 
dustry is  undei'  way,"  notes  analyst 

WEAK  SISTER 
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Maurice  Levenson  of  Value  Line.  This 
is  being  fostered,  he  explains,  by  the 
emergence  of  managed-health-care 
plans  and  stiff  competition  fi'om  giant 
discounters  such  as  Wal-Mart  Stores 
and  Target  Stores.  Analysts  note  the 
industiy  could  also  shed  a  lot  of  dupli- 
cation and  costs  by  buyouts  of  weaker 
companies.  A  recent  example  is  Rite 
Aid's  agi-eement  to  acquire  Revco  for 
$1.8  bilhon. 

Fay's — with  its  sales  sluggish,  its 
earnings  down,  and  the  stock  on  the 
ropes — is  regarded  as  one  of  the  in- 
dustry's weak  sisters.  "It's  similar  to 
the  Revco  situation.  The  likes  of  such 
possible  suitors  as  Walgreen's  could 
swallow  it  up  just  like  that,"  says  in- 
vestment manager  Mike  Kicera  of  mrk 
Capital  Manag  iiient. 

I<icera  figure  ';at  Fay's  shares  are 
woilh  12  to  15  ii.  ■  buyout — based  on 
what  Rite  Aid  agr^  d  to  pay  for  Rev- 
co. With  276  outlet.-  m  New  Hamp- 
shire, New  York,  Pennsylvania,  and 


Vermont,  Fay's  is  streamlining  its  oper- 
ations by  getting  rid  of  noncore  busi- 
nesses. It  sold  off  Wheels  Discount 
Auto  Supply  Div.  to  Sears  Roebuck's 
Western  Auto  Supply  for  $37  million. 
Management  is  also  expected  to  un- 
load the  30  Paper  Cutter  discount-of- 
fice-supply stores. 

"Without  Wheels  and  Paper  Cutter, 
Fay's  would  be  a  much  more  attractive 
takeover  target,"  says  one  money  man- 
ager accumulating  shares. 

Providing  added  inducement  for 
Fay's  to  sell:  Management  and  direc- 
tors own  about  31%  of  the  stock — in- 
cluding the  holdings  of  the  family  of 
Chairman  Henry  Panasci  Jr.  Fay's 
didn't  return  calls. 

THE  WAY  THE  OLD 
RUBBER  CRUMBLES 

Not  everything  in  today's  hot  IPO 
market  is  Internet-related.  One  is- 
sue that  some  pros  like — GreenMan 
Technologies  (gmti) — is  nowhere  near 
cyberspace:  It's  in  tire  recycling.  Green- 
Man  went  public  on  Oct.  3  at  5  a  share. 
On  opening  day,  the  stock  jumped  to 
more  than  8  and  stayed  there  for  eight 
trading  days — until  pi'ofit-taking  spoiled 
some  of  the  fun.  But  some  money  man- 
agers still  think  it's  worth  loading  up 
on  GreenMan — now  at  6. 

What's  the  allure  of  tire  recycling? 
GreenMan  uses  a  patented  ci-yogenic 
(low-temperature)  technology  to  make 
used  tu-es  brittle,  thus  yielding  cnimb- 
nibbei'  gi-anules.  These  gi-anules  are  a 
low-cost  source  of  mbber  and  plastic 
waste,  according  to  one  money  man- 
ager who  has  a  sizable  stake.  Green- 
Man's  chief  product  is  a  proprietary 
thermoplastic  nibber  material  that  uses 
crumbs  from  discarded  tires.  Green- 
Man uses  it  to  produce  water  filters, 
pumps,  stereo  components,  and  com- 
puter accessories. 

On  Dec.  14,  Browning-Fenis  Indus- 
tries, a  major  player  in  solid-waste  col- 
lection and  recycling,  signed  an  exclu- 
sive contract  for  GreenMan  to  build 
and  operate  a  cioimb-i-ubber  processing 
facility  on  Browning's  site  in  Jackson, 
Ga.  It  will  convert  a  minimum  of  32,000 
tons  a  year  of  shi-edded  tires  into  high 
quality  cnimb  rabber  Browning-Fenis 
may  buy  an  equity  stake  in  GreenMan, 
speculates  one  analyst. 

Revenues  for  the  year  ending  May 
31,  1996,  are  expected  to  be  $7  million 
to  $10  million,  in  part  ft-om  a  $2  million 
contract  with  Coca-Cola — for  Green- 


Man to  make  display  racks  of  recycle 
rubber.  One  analyst  sees  GreenMs 
going  into  the  black  in  1996. 

CHINA  TIRE  MAY  BE 
UNDULY  DEFLATED 

On  the  Big  Board,  China  Tire  Hol(j 
ings  (tir)  behaves  as  if  it  were 
retread.  In  early  summer,  shares 
this  major  Chinese  tiremaker  we 
around  12.  They're  now  at  6,  and  ev 
Morgan  Stanley  downgi'aded  its  ra 
ing  in  November  to  "neutral"  from 
earlier  "buy."  That's  quite  a  blow:  Mo: 
gan  Stanley  was  one  of  China  Tire 
major  underwriters  when  it  went  pu 
lie — in  July,  1993,  at  17  a  share.  And 
owns  5.7%  of  the  stock.  Constantll 
shifting  U.  S.-China  relations  are  pa: 
of  the  Street's  aversion  to  the  stoc 
And  there  has  been  concera  about  C 
na  Tire's  earnings  predictability. 

But  not  everyone  is  down  on  th| 
stock.  Investment  manager  Bill  Ha: 
nisch  has  been  buying  since  the  stoc] 
hit  8  in  September — and  bought  eve| 
more  when  it  di'opped  to  6.  How  com^ 
"For  a  company  with  an  estimatei 
book  value  of  more  than  $15  a  shan 
the  stock  is  very  cheap,"  says  Ha 
nisch,  president  of 
Forstmann-Leff,  a  A  LAWSUIT  MAY 
New  York  invest-  MEAN  A  'BONANZA' I 
ment  fiim  manag- 
ing about  $3  bil- 
lion. And  in  spite 
of  the  poor  per- 
formance of  most 
other  Chinese  tire 
biggies — caused 
in  part  by  a  drop 
in  car  sales — Chi- 
na Tu'e's  revenues 
in  most  of  1995 
jumped  by  more 
than  33%,  and  its 
earnings  gi-ew  by 
10%,   he  notes. 

Harnisch  estimates  1995  earnings  aip 
50g  a  share.  For  1996,  he  foresees 
earnings  of  75(2. 

And  then,  there  is  the  "bonanza  thai: 
we  expect  China  Tire  could  vrin  fron 
its  lawsuit  filed  against  Goodyeai-  ii 
the  U.  S.,"  says  Harnisch.  China  Tin 
claims  that  Goodyear  interfered  v,itl 
its  contract  to  buy  a  radial-tii'e  factoi} 
in  China  owned  by  Dalian  Genera 
Rubbei"  Factory:  Goodyear  bought  th€ 
factory  instead.  Some  analysts  beheve 
Goodyear  Tire  &  Rubber  faces  a  $S 
billion  penalty  if  it  loses  the  legal  fight 
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course,  no  one  buys  an  expensive  sports  car 
anything  but  the  pleasure  of  driving 
ut  when  you  do,  sinnply  use  a 
bank  AAd vantage®  card  and  you'll 
)matically  earn  one  AAdvantage  mile 


tt^        CrnB4/VCO      °"  American  Airlines'  for  every  dollar 
ASudvantage* 

C/77B4/V<©  "  "^^^  ■  spend,*-  Its  sort  of  like  getting  a 


^ivdvantage* 


tiaa  0012  3HSb 

V/SA 


stack  of  miles  as  basic  equipment. 
The  Citibank  AAdvantage  card. 


J  To  apply,  call  I-800-FLY-4444,  ext.  20. 


or  was  it  the  miles? 

iximum  number  of  AAdvantage  miles  you  can  earn  with  the  Citibank  AAdvantage  card  is  60.000  miles  per  calendar  year  American  Airlines  A«Advantage  Platinum*  and  /*\dvantage  Gold*  members  ar^  excluded  from  this  limrt  American  Airlines  AAdvantage 
ntage  Platinum  and  AAdvantage  Gold  are  registered  trademarks  of  American  Airiines,  Inc.  American  Airlines  reserves  the  right  to  change  AAdvantage  program  rules,  regulations,  travel  awai^js,  and  special  offers  at  any  time  without  notice  and  to  end  the 
tage  program  with  six  months  notice.The  Citibank  AAdvantage  card  is  issued  by  Citibank  (South  Dakota),  N.A.  Use  of  credit  cards  for  vehicle  purchases  may  be  limited  by  state  law  or  dealer  policies.  ©  1 996  Citibank  (South  Dakota)  N  A  Member  FDIC 


Good  managers  know  how  to 
cut:  They  trim  costs,  reengi- 
neer,  and  restructure.  Great 
managers  know  how  to  grow: 
They  reahze  you  can't  shrink 
your  way  to  greatness.  In  1995,  the  best 
managers  in  the  workl  grew  their  way  to 
gi'eatness. 

The  men  and  women  of  business 
week's  Top  25  Managers 
of  the  Year — Americans, 
Europeans,  Asians — all 
rode  the  tiger  of  growth 
to  spectacular  success.  In 
a  global  economy  of  vast 
technological  change,  in- 
tense competition,  and  po- 
litical upheaval,  these  man- 
agers cranked  out  annual 
increases  of  20%,  30%, 
sometimes  even  40%  in 
profits  and  sales — while 
other  corporate  "titans" 
were  still  trimming  their 
sails  and  eking  out  mar- 
ginal gains. 

What  did  it  take  for  an 
executive  to  make  it  into 
BUSINESS  week's  Top  25? 
Begin  with  product  inno- 
vation— the  hot  strategy 
of  the  year  foi'  managei's 
who  had  already  wrung 
out  their  corporate  ineffi- 
ciencies. When  the  bu- 
reaucratic layers  are  gone,  when  the  mar- 
ginal competencies  are  dumped,  the  only 
strategic  assets  left  to  corporations  are  the 
products  they  sell  in  the  global  market- 
place. This  was  proved  in  1995,  when  the 
most  I'eliable  path  to  fast  gi'owth  was  to 
bring  out  new  products  adored  by  lots  of 
consumers. 

Riding  the  technological  currents  was 


the  favorite  tactic  used  by  managers  in 
bringing  out  their  innovations  in  1995.  Bt 
managers  also  had  to  take  risks,  especial/ 
the  risk  of  cannibalizing  old  models  with 
new  products.  There  was  new  software  fr 
personal  computers  and  the  Internet,  coir 
copier/printers  for  the  home  office,  and 
even  new  ftrst-class  seats  that  fold  out 
into  beds.  All  were  smash  hits. 


The  To 


What  did  it  take  for 
an  executive  to  succeec 
ia  the  past  year? 

business  week's  top  managers  used  coi 
porate  alliances  to  drive  their  growth. 
American  and  European  managers  divviec 
up  the  incredibly  successful  dbs  launch — d 
rect  broadcast  satellite  transmission  of  TV 
and  stereo  music.  A  French-owned  compa 
ny  built  the  12-inch  satellite  dishes  for  thi 
home,  and  the  Americans  developed  the 
satellites  and  software  to  close  the  loop. 


The  B^st  MAN|GER5/52  MANAGERS  TO  WATCH/58  E 


50  Bl  ISIME^S  WEfk  '  lANUARY  8,  1996 


[early  two  million  homes  in  the  U.  S.  now 
ave  DBS.  This  global  cooperation  generat- 
d  tremendous  gi'owth  for  all  concerned. 

0  did  alliances  between  industries:  One 
Dftware  giant  linked  up  with  a  corporation 
inning  a  TV  network  to  provide  new  in- 
)rmation  products  over  the  wire. 

Top  managers  used  globalization  strate- 
ies  wisely  to  boost  growth.  Asian  territo- 
es  outside  Japan  proved  once  again  to  be 
le  fastest-growing  markets  in  the  world 

1  1995.  Every  smart  manager  wanted  a 
igger  piece  of  the  Asian  pie.  Some  suc- 
jeded,  as  did  one  investment  banker  who 
as  able  to  cut  a  deal  enabling  his  firm  to 


)  business  inside  China.  Another  Ameri- 
in  manager  reversed  strategy  and  revi- 
ilized  his  heavy  capital  equipment  compa- 
i  by  focusing  on  new  opportunities  in 
urope. 

Then  there  were  Asian  managers  using 
le  global  markets  to  move  outside  their 
igion  into  other  parts  of  the  world.  One 
>mputer  maker  divided  his  operation  into 


21  smaller  companies  so  that  each  could 
list  on  the  stock  market  where  it  did  most 
of  its  business. 

Of  coui'se,  reengineering  i-emained  impor- 
tant as  a  catalyst  for  gi'owth  for  some  top 
managers.  One  new  Japanese  manager  qui- 
etly restmctured  ingrown  business  prac- 
tices of  his  company  and  led  it  to  a  project- 
ed doubling  of  net  profit  and  a  record  year. 
An  American  continued  to  reshape  a  tradi- 
tional defense-base  conglomerate  into  a 
tough  market-oriented  competitor. 

How  did  BUSINESS  week  come  up  with 
its  Top  25  Managers  of  the  Year?  The 
magazine  polled  its  220  editors  around  the 

ROBERT  AYLiNG  British  Airways 
MIKE  ARMSTRONG  Hughes  Electronics 
ANA  BOTIN  Banco  Santander 
CASEY  COWELL  US  Robotics 
GEORGE  DAVID  United  Technologies 
MICHAEL  EISNER  Walt  Disney 
GEORGE  FISHER  Kodak 
WILLIAM  AND  VICTOR  FUNG  Li  &  Fung 
ANDREW  GROVE  Intel 
GERALD  GREENWALD  United  Airlines 
RALPH  LARSEN  Johnson  &  Johnson 
JAN  LESCHLY  SmithKline  Beecham 
JOHN  MACK  Morgan  Stanley 
ARTHUR  MARTINEZ  Sears  Roebuck 
SCOTT  McNEALY  Sun  Microsystems 
PAUL  O'NEILL  Alcoa 
BERND  PICHETSRIEOER  BMW 
LEW  PLAH  AND  RICHARD  BELLUZZO  HP 
ALAIN  PRESTAT  Thomson  Multimedia 
JEAN-PIERRE  ROSSO  Case 
TADASHI  SEKIZAWA  Fujitsu 
STAN  SHIH  Acer 

WILLIAM  SIART  First  Interstate  Bank 
WILLIAM  STEERE  Pfizer 
PAHl  STONESIFER  Microsoft 

world,  including  its  large  foreign  bureau 
system,  the  largest  of  any  global  business 
magazine.  The  methodology  was  deceptive- 
ly simple:  screening  the  financial  figures, 
questioning  the  best  analytical  minds,  and 
talking  to  the  leading  corporate  managers 
around  the  world.  The  bureaus  asked: 
Who  was  the  best  in  1995?  Here's  the  col- 
lective reply. 


EURS/62  NEW  PRODUCTS/64  PRODUCTS  TO  WATCH/71 
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Managing  big  corpora- 
tions in  1995  was  tougher 
than  ever.  It  was  hard  to 
raise  prices,  technologi- 
cal change  accelerated, 
and  globalization  meant 
more  competition.  Achiev- 
ing growth  meant  taking 
more  risks.  These  25  man- 
agers were  the  top  win- 
ners in  the  global  game. 


A  BERND  PISCHETSRIEDER,  BMW's  new  CEO,  sur- 
prised everyone  by  getting  bmw's  new  American- 
made  Z3  roadster  featured  in  the  latest  James  Bond 
movie,  GoldenEije.  In  1995,  Pischetsrieder,  48,  drove 
BMW  into  the  big  leagues  as  a  million-unit-a-year 
producer  with  a  new  auto  plant  in  the  U.S.  Sales  in 
the  U.S.  zoomed  to  over  90,000  Beemers,  the  best 
since  1986's  record. 


UAL'S  CAPTAIN 
COURAGEOUS 

A  It  isn't  easy  running 
employee-owned  airlint 
GERALD  GREENWALD,  c 

man  of  UAL,  managed  t 
lots  of  people  happy  in 
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MICROSOFT'S 
OTHER  DYNAMO 

<  PATRICIA  Q.  STONESI- 

FER  put  Microsoft's  Con- 
sumer Div.  on  the  map  in 
1995.  The  39-year-old 
manager,  known  for 
"crisp"  thinking,  drove 
the  division  to  launch  20 
new  CD-ROMS  and  soft- 
ware products  for  the 
home,  including  FuryS — 
Microsoft's  first  shoot- 
'em-up  game — and  a 
souped-up  joystick  called 
Side  Winder.  The  division 
had  estimated  sales  of 
$800  million,  making  it 
the  country's  No.  1  multi- 
media company. 


e  than  doubling  the 
ace,  to$211,  Green- 
),  put  big  smiles  on 
5tors:  Wall  Street, 
nd  machinists,  al- 
fourth-quarter  earn- 
imates  didn't  meet 
i'  expectations. 
?s  are  still  expected 
)out  $900  million, 
)94's  figure. 


ACER'S  ACE  IN  THE  HOLE 

A  With  the  booming  sales  of  Acer's  Aspire  personal 
computer,  a  multimedia  desktop  designed  for  the 
home,  Acer  Chairman  and  CEO  STAN  SHIH  solidified 
his  position  in  1995  as  Asia's  paramount  entrepren- 
eur. By  decentralizing  ownership  (he  is  spinning  off 
21  independent  companies),  Shih  remains  close  to  his 
customers.  Revenues  for  the  Taiwan-based  group  in 
1995  are  expected  to  be  up  77%,  to  $5.7  billion. 

SUPERCALIFRAGILISTICEXPIALIDOCIOUS 

<  MICHAEL  D.  EISNER,  chairman  of  Walt  Disney, 
showed  in  1995  he  could  do  it  his  way,  without  close 
pal  and  President  Frank  G.  Wells,  who  died  in  a  heli- 
copter crash  in  1994,  or  studio  chief  Jeffrey  Katzen- 
berg,  who  left  in  anger.  The  53-year-old  Eisner  made 
a  $19  billion  deal  for  Capital  Cities/ABC,  lifting  Disney 
to  global  media's  top  tier.  Theme  parks  are  minting 
cash  anew.  Even  EuroDisney  turned  a  profit. 
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►  It  all  came  together  in  1995  for  ARTHUR  C. 
MARTINEZ,  CEO  of  Sears  Roebuck  and  the 
mastermind  of  the  Big  Store's  comeback.  His 
drive  to  renovate  dowdy  outlets  and  upgrade 
women's  apparel  paid  off  with  big  revenue 
hikes  last  year  as  rivals  floundered.  His  risk- 
taking  was  duly  rewarded.  Martinez,  56,  was 
named  chairman  of  the  parent  in  July. 


GATES-CRASHER 

T  Hot  Java!  Sun  Microsystems  CEO  SCOTT  G. 
McNEALY  went  eye  to  eye  with  Bill  Gates  in 
1995  with  Java,  the  revolutionary  Internet 
software.  But  that  was  just  icing  for  McNealy, 
41.  Sun's  "servers"  became  serious  contenders 
in  corporate  computing.  For  Sun,  it  meant  an 
82%  rise  in  profits,  to  $356  million,  on  sales  of 
$5.9  billion  in  fiscal  1995. 


GOOD  SHOW,  BLOKE 

►  ROBERT  AYLING,  British  Airways'  managing  direc- 
tor-, ran  one  of  the  world's  most  profitable  airlines  in 
1995.  His  reward:  being  made  CEO  as  of  Jan.  1.  BA  is 
expected  to  report  $890  million  in  pretax  profits  on 
sales  of  $12  biUion  for  the  year  ending  March,  1996. 
Smashing!  Ayling,  49,  skipped  college  and  climbed  the 
corporate  ladder  without  family  or  school  ties.  He  now 
must  decide  whether  to  put  more  money  into  usAir. 
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LIKE  FATHER, 
LIKE  DAUGHTER 

▲  ANA  PATRICIA  BOTIN, 

35,  is  chief  executive  of 
Spain's  Santander  Invest- 
ment. Botm  shares  the 
penetrating  gaze  and 
workahohc  drive  of  her 
father,  Emiho,  chairman 
of  Banco  Santander.  In 
using  Santander's  strong 
capital  base  in  Latin 
America,  Botln  has  built 
market  share  and  won  for 
Santander  the  lead  role 
in  bringing  Mexico  back 
to  the  capital  markets. 

TEMPUS 
FUJITSU 

<  For  TADASHI  SEKiZAWA, 

1995  was  the  year  Fujit- 
su finally  cast  off  the 
shackles  of  a  weak  econ- 
omy and  soaring  yen. 
Sekizawa,  64,  restruc- 
tured ingrown  business 
practices  and  dumped 
nationalistic  policies.  Fu- 
jitsu starting  selling  PCs 
built  90%  with  non-Japa- 
nese components.  It  ex- 
pects to  double  group 
net  profit  to  a  record 
$887  million. 
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WHY  SMITHKLINE  FEELS  SO  GOOD 

►  JAN  LESCHLY,  CEO  of  Anglo-American  drug- 
maker  SmithKline  Beecham,  spent  1995  di-  , 
gesting  $5  billion  in  acquisitions  of  managed- 
care  and  consumei'-medicine  markets,  then 
turned  his  attention  to  heartburn — by  manag- 
ing the  transition  of  ulcer  drug  Tagamet,  once 
the  world's  largest-selling  drug,  to  over-the- 
counter,  skb's  sales  could  hit  $10  billion  in  '95. 


BEATING  SWORDS  INTO  SITCOMS 

T  C.  MICHAEL  ARMSTRONG,  CEO  of  GM  Hughes 
Electronics,  has  led  a  great  new  product 
launch — DirecTV,  a  satellite-to-home  televi- 
sion service  that  beams  crystal-clear  pro- 
gramming to  rooftop  dishes.  Armstrong  took 
a  stodgy  military  contractor*  and  used  its  high- 
tech smarts  to  tap  into  new  commercial  mar- 
kets. The  stock  is  up  50%  on  the  year. 


.ST  MEETS  WEST  AT  LI  &  FUNG  [ 

►  WILLIAM  AND  VICTOR  FUNG,  top-notch  manager 
of  Li  &  Fung,  are  members  of  a  new  Asian  corpo- 
rate elite.  William,  46,  is  a  Princeton  grad  with  a 
Harvard  mba,  while  Victor,  50,  is  a  Massachusetts 
Institute  of  Technology  grad  with  a  Harvard  PhD 
The  brothers  are  converting  their  Chinese-style 
family  export-trading  business,  into  a  modern, 
publicly  owned  corporation.  In  1995,  they  bought  i 
British  rival  Inchcape  Buying  Services,  doubling 
Li  &  Fung's  annual  sales,  to  $1.5  billion. 
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LIFTING  CASE'S 
HEAVY  LOAD 

M  When  JEAN-PIERRE 
ROSSO  took  over  heavy- 
equipment  manufacturer 
Case  in  1994,  it  hadn't 
turned  much  of  a  profit 
in  years.  Cost-cutting  by 
parent  Tenneco  stopped 
the  bleeding,  but  there 
was  no  strategy.  He  re- 
designed Case's  outdat- 
ed construction-  and 
agricultural-equipment 
lines  and  focused  on  Eu- 
rope. The  payoff?  Earn- 
ings in  1995  should  dou- 
ble, to  $250  million,  on 
an  11%  hike  in  sales,  to 
$4.8  billion. 


A  In  early  1994,  an  avalanche  of  cheap  Russian  met- 
al threatened  to  bury  America's  world-leading  alumi- 
num companies.  Aluminum  Co.  of  America's  CEO,  60- 
year-old  PAUL  H.  O'NEILL,  pushed  for  a  multinational 
solution,  which  included  painful  smelter  shutdowns 
in  the  U.S.  He  also  pressed  forward  with  global 
acquisitions,  from  Italy  to  Austraha.  With  alu- 
minum prices  on  the  rebound  in  1995  and 
world  supply  and  demand  on  a  more  even 
keel,  Alcoa  motored  to  strong  earnings. 


^  1 


3^ 
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YOU  CAN  BANK  ON  iHiS  CEO 

►  WILLIAM  E.B.  SIART  of  First  Interstate  Ban- 
corp is  sucli  a  good  manager  he's  about  to  lose 
his  job.  As  bank  president  since  1990  and  ceo 
since  January,  Siart,  48,  helped  turn  the  lend- 
er around,  raising  shareholder  return  on  equi- 
ty from  a  dismal  -10%  in  1991  to  26%  last 
quarter.  Now,  Wells  Fargo  and  First  Bank 
System  are  vying  for  Siart's  bank. 

THOMSON'S  FAVORITE  DISH 

T  ALAIN  PRESTAT,  CEO  of  Paris-based  Thom- 
son Multimedia,  provided  the  amazing  $599 
12-inch  dish  and  set-top  box  that  made  direct 
satellite  broadcast  one  of  the  biggest  hits  of 
1995.  Thomson's  rca  Digital  Satellite  System 
sold  nearly  2  million  units  in  a  year.  Operat- 
ing profits  jumped  fourfold.  Next  up:  new 
Digital  Video  Disks  with  more  capacity. 


Managers    to    watch    in  1996 


■  Abigail  Johnson,  34,  is  heir  very  appar- 
ent at  Fidelity  Investments.  The  boss's 
daughter  owtis  24.5%  of  Fidelity.  That 
makes  her  a  billionaire,  but  is  she  a  man- 
ager capable  of  taking  over  from 
Dad,  Edward  C.  "Ned"  Johnson 
III,  who  is  65?  So  far,  Abby  has 
■ dodged  a  role  in  senior  manage- 
ment to  manage  money.  Will  she  become  chair- 
woman and  leave  day-to-day  management  to  oth- 
ers? ■  Enc  A.  Benhamou,  chief  executive  officer  of 
3Com,  loves  to  manage — other  businesses,  that  is.  benha 


TROTSVI^ 


He  is  Silicon  Valley's  gentlest  takeover 
artist.  His  3Com  pulled  off  10  acquisitions 
worth  $1  billion  in  thi'ee  years.  Now  he's 
tiying  to  persuade  Wall  Street  that  he 

can  make  money  in  the  expanding 
market  for  lower-end  networking 
gear  and  PC  network  cards  for  small  busine 
the  home.  Tired  of  slowj^oke  modems?  Call 
hamou.  ■  Ford  Chairman  Alex  Trotman  pr( 
has  the  toughest  job  in  Detroit  in  1996.  Cu! 
ers  aren't  stampeding  to  his  newly  styled  T 
Ford  is  overhauling  40%  of  its  entire  U.  S. 
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H  CalANrS  MOST  GiANi  5  T 

i  ▲  ANDREW  S.  GROVE  made  1995  the  year  Intel 
I  moved  beyond  merely  being  the  world's  biggest 
I  chipmaker  to  being  the  biggest  force  in  the  entire 
I  computer  industry.  Grove,  59,  pushed  into  mother- 
I  boards,  logic  chipsets,  and  even  entire  computers. 
I  Intel's  next  targets  include  engineering  w^ork- 
I  stations  and  large  servers.  Its  1995  sales  are  expect- 
I  ed  to  be  up  more  than  40%,  to  $15  billion. 

I  PLENTY  OF  FIZZ  IN  PFIZER 

i  <  For  WILLIAM  C.  STEERE  JR.,  59-year-old  CEO  of  Pfiz- 
1  er,  the  big  payoff  came  in  1995.  He  sold  off  nondrug 
I  operations  and  refused  to  shell  out  billions  for  distrib- 
j  utors,  as  rivals  have.  Instead,  the  avid  hehcopter  ski- 
er has  focused  on  riskier  new  products.  Driven  by 
antidepressant  Zoloft  and  antihypertensive  Norvasc, 
Pfizer's  net  income  in  1995  rose  20%,  to  nearly  $1.56 
billion,  while  sales  gained  23%,  to  $10.2  billion. 


and  35%  of  its  European  offerings.  Trot- 
under  pressure  to  find  a  way  to  move  all 
aw,  more  expensive  models  in  a  market 
nterested  only  in  bai'gains.  Will  lower 
ve  Trotman  some  breathing  room  by  cut- 
sing  costs?  ■  In  April,  1995,  Nobuyuki 
■■■■  Idei,  58,  became  the  first  nonengi- 
^^^B  neer  to  lead  Sony,  replacing  Norio 

•  Ohga.  He  quickly  dumped  Mickey  Shul- 
J  hoff,  Sony's  high-profile  U.  S.  head.  Idei 
speaks  fluent  English  and  French,  but  it 
has  yet  to  be  seen  whether  he  can  speak 
JHI  Hollywoodese.  ■  Bill  Gates  faces  his 

biggest  challenge  in  years.  While  the  40- 


year-old  chairman  of  Microsoft  has  the  PC  software 
market  sewn  up — not  so  the  musbrooming  Inter- 
net world.  In  December,  Gates  mapped  out  an  am- 
bitious Internet  strategy.  Then  he  licensed  Java, 
the  hot  Internet  software.  Is  this  a  new  beginning 
or  the  end  of  his  hegemony?  ■  For  as  long  as  Jer- 
ry Levin  has  been  chaimian  of 
Time  Wanier,  investors  have  won- 
dered if  he  had  the  "it"  of  leadership. 
This  fall  he  acted  boldly  and  acquii-ed 
Turner  Broadcasting  System.  But  now  he 
has  to  stu-  up  that  magic  synei'gy,  some- 
thing he  couldn't  do  between  Time  Inc. 
and  Wanier.  Is  this  his  last  shot?  levsn 
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KODAK  CLICKS  AGAIN 

►  GEORGE  M.C.  FISHER  started  to  prove  in 
1995  that  Eastman  Kodak's  core  photography 
business  still  had  vigor  by  boosting  consum- ' 
er-iinaging  revenues  19%  for  the  first  nine 
months.  Also,  he  filed  a  complaint  that  Fuji 
Photo  conspired  with  Japan's  government  to 
limit  Kodak's  share  there.  Kodak  stock,  up 
39%,  is  back  as  a  Dow  leader. 


CAPITAL  IDEAS  FDR  MORGAN 

T  In  one  of  Wall  Street's  best  years  ever, 
Morgan  Stanley  Group  President  JOHN  J. 
MACK  had  a  nice  one  of  his  own.  Mack,  51, 
forcefully  integrated  independent  depart- 
ments. It  worked.  The  firm's  stock  rose  43%, 
and  its  earnings  soared  73%.  Under  Mack, 
Morgan  became  the  only  foreign  investment 
bank  allowed  to  do  business  inside  Tliina. 


a  g  e  r  s    to    w  a 


■  Gerhai'dt  Schulmeyer,  chief  executive  at 
Gennan  computer  and  telecom  company 
Siemens  Nixdoif  Infonnations  Systems,  is 
aiming  to  topple  Big  Blue  in  Europe.  But 
can  he  break  the  gTeat  resistance 
to  change  within  Gennany's  tele- 
com industiy?  If  Schulmeyer  can't 
do  it  in  1996,  Gennany  will  only 
fall  farther  behind.  ■  Whoever  thought  an  obscui-e 
animal-feed  ingi-edient  could  lead  to  so  much  fuss? 
But  for  Dwayne  0.  Andreas,  chairanan  of  Archer 
Daniels  Midland,  lysine  could  be  his  Waterloo.  andreas 


Federal  antitrust  investigators  are  re- 
viewing hours  of  taped  conversations  pro- 
vided by  a  fonner  employee,  Mark  Whita- 
cre,  who  claims  ADM  fixed  lysine  prices. 

Meantime,  under  fii*e  fi'om  share- 
holders, Andreas,  77,  has  appoint-  spindle 
ed  a  committee  of  outside  directors  to  put  A 
coiporate  governance  under  a  microscope.  C 
sm-vive  another  year?  ■  Ditto  for  Michael  H 
Spindler.  With  first-quarter  results  ending  E 
in  the  red,  following  a  year  of  takeover  rum^ 
and  boardroom  tuiinoil,  Apple  Computer's  e 
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J&J  GOES  ON 
THE  OFFENSIVE 

•4  Johnson  &  Johnson 
Chief  RALPH  S.  LARSEN 

doesn't  shrink  from  a 
fight.  In  1995,  he  won 
j&j's  first-ever  hostile 
takeover  battle,  snaring 
Cordis.  Using  ads  that 
slammed  a  rival's  prod- 
uct, Larsen  also  turned 
an  obscure  Merck  pre- 
scription drug,  Pepcid  AC, 
into  an  over-the-counter 
heartburn  powerhouse. 
J&J  had  one  of  its  most 
profitable  years  on  the 
57-year-old  CEO's  watch. 
Net  income  is  expected 
to  be  up  19%. 


|^£Lp||^la  y  i  TO 
CATCH  THE  WIND 

A  For  GEORGE  A.  DAVID, 

an  ocean  sailboat  racer, 
1995  was  the  year  his 
company  finally  deliv- 
ered. United  Technolo- 
gies saw  earnings  and 
margins  rise  despite  fall- 
ing defense  spending  and 
modest  revenue  growth. 
The  53-year-old  CEO  gal- 
vanized the  $21  billion 
conglomerate  to  capital- 
ize on  its  great  name 
franchises — Otis,  Carri- 
er, Sikorsky,  and  Pratt  & 
Whitney.  Wall  Street 
cheered:  The  stock  rose 
about  48%. 


is  hanging  on  by  a  thread.  The  board  is 
him  for  now.  ■  Insiders  says  W.  James 
ey  Jr.,  a  46-year-old  Yale  graduate  and 
MBA,  is  a  fi^-ont-nmnei"  in  the  race  to  suc- 
k  Welch  as  ceo  of  General  Electric.  In  Oc- 
elch  pulled  McNemey  away  from  a  critical 
post  as  head  of  ge's  Asia  opera- 
tions to  take  over  management  of 
the  $3  billion  lighting  unit.  ■  Lester  M. 

\     M  ^^^^^^^^  J^'-  himself  iTin- 

ning  an  independent  Electronic  Data  Sys 
tems,  the  infonnation  sei^vices  giant  in 
Piano,  Tex.  eds  has  been  part  of  General 
Motors  since  1984,  when  it  was  sold  by 


ALBERTHAL 


famous  founder  Ross  Perot.  GM  announced  in  Au- 
gust, 1995,  that  it  planned  to  spin  off  EDS  if  it  can 
get  the  Internal  Revenue  Sei-vice's  approval  for  a 
tax-free  deal.  Analysts  expect  EDS's  independence 
day  to  come  by  the  spring.  ■  When  you're  run- 
ning foi'  yoiu'  life,  do  you  reach  for  a  Snapple  or  a 
Gatorade?  William  D.  Smithburg, 
CEO  of  the  Quaker  Oats,  has  his 
hands  full  with  both.  His  dominant  Gator- 
ade franchise  faces  a  tenific  challenge  in 
'96  as  Coca-Cola  promotes  its  rival  sports 
drink,  Powerade,  at  the  1996  Olympics. 
He  has  even  knottier  problems  with  his 
Snapple  franchise.  smithburg 
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MODEMS  FOR 
THE  MASSES 

►  He's  chairman  of  the 
hottest  U.S.  modem 
manufacturer.  Thanks  to 
the  explosion  of  comput- 
er networks,  CASEY  G. 
COWELL's  U.  S.  Robotics 
saw  revenues  explode  to 
$889  million  in  1995,  up 
from  $378.6  million  in 
'94.  Cowell,  43,  built  new 
plants  and  designed  fast- 
er modems.  He  also  bid 
for  bankrupt  Hayes  Mi- 
crocomputer Products, 
once  the  country's  larg- 
est modem  maker.  Cow- 
ell is  shooting  for  a  $5 
billion  company  by  2000. 


ONE-TWO  PUNCH 
AT  H"P 

A  How  do  you  make  a 
huge  company  grow  20% 
a  year?  In  1995,  Hewlett 
Packard  CEO  LEWIS  E. 
PLATT  showed  'em  how 
again.  Sales  are  up  26%, 
to  $31.5  bilhon;  profits 
are  up  52%,  to  $2.4  bil- 
lion. Piatt,  54,  tapped 
RICHARD  E.  BELLUZZO, 
42,  to  merge  the  retail- 
minded  PC  and  printer  di: 
vision  with  the  old  Big 
Iron  business.  Piatt  be 
lieves  corporations  want  j 
one-stop  shopping  for  in-' 
formation  technology,  an 
he's  giving  it  to  them. 


Managers    to    watch    in  1996 


■  Can  Hiroshi  Okuda  cure  Toyota's 
big-company  disease?  In  August,  the 
63-year-old  finance  man  became  presi 
dent  of  Japan's  largest  auto  maker, 
the  first  non-Toyoda  family 
member  to  run  the  company. 
Many  see  the  bold  executive  as 
the  best  hope  for  a  fresh 
breeze  at  Toyota.  ■  Can  a  power-tool  market- 
ing whiz  finally  put  some  drive  back  into  Pola- 
roid? On  Dec.  1,  44-year-old  Gary  T.  DiCamillo 
took  the  reins  as  the  new  CEO.  Given  credit  Di 


OKUDA 


WILLES 


for  reviving  Black  &  Decker's  con- 
sumer power  tool  business,  he's  now 
charged  with  resun-ecting  a  company 
that  has  been  drifting  sideways  for 

years.  ■  Journalists  recoiled  in 
1995  as  new  Times  Mirror  ceo 
Mark  H.  Willes  closed  New  York  Newsday  am 
ordered  layoffs  at  the  flagship  Los  Angeles 
Times.  Willes,  a  15-year  veteran  of  General 
Mills,  was  brought  in  to  repair  years  of  slug- 
gish profits  at  Times  Mirror.  His  goal:  boost 
earnings  per  share  by  50%  in  1996. 


60  BUSINESS  WEEK  /  JANUARY  8,  1996 

 inmi—iiiwm— ■iimiiiiii^iiiii 


III 


Connect 


'The  advantage  we 
give  our  clients  in 
emerging  economies 
isn't  just  that  we 
know  the  markets. 
It's  also  that  the 
markets  know  us." 


When  you're  doing  business  in 
emerging  markets,  it  helps  to  be 
known  -  by  potential  partners,  gov- 
ernment officials,  and  others  who 
can  make  or  break  a  deal.  Our  long- 
time involvement  in  virtually  every 
sector  of  these  markets  ideally  posi- 
tions us  to  share  insights  and  deliver 
successful  outcomes.  Consider  these 
recent  credentials:  we  were  sole 
lead  manager  for  Poland's  first  inter- 
national debt  issue  since  1989.  In 
South  America,  we  advised  on  the 
largest  WI&A  transaction  (outside  of 
privatizations)  of  1995.  We  helped 
the  world's  largest  auto  maker  enter 
the  market  in  India,  where  joint 
ventures  of  our  own  give  us  a  unique 
presence.  As  a  trader  of  securities 
from  more  than  40  emerging  econ- 
omies, our  1994  volume  was  double 
that  of  our  nearest  competitor.  The 
fact  is,  no  other  firm  is  as  active 
across  the  board.  So  J.R  Morgan 
clients  get  more  than  an  outpost  in 
the  emerging  markets.  They  get  a 
sponsor  who  can  help  them  connect 
with  the  right  information,  the  right 
opportunities,  and  the  right  results. 


J.R  Morgan  bankers  in  Bombay  with  joint  venture  colleague  (center) 


J  P  Morgan 


An  amazing  year  for  entre- 
preneurs! A  new  club  was 
formed:  double-billionaire 
winners.  Jim  Clark  did  it 
once  with  Silicon  Graphics 
and  came  back  with  Net- 
scape. Steve  Jobs  hit  it  big 
with  Apple-took  a  long 
break-and  won  again  with 
Pixar.  The  hurdle  was  cer- 
tainly raised  in  '95. 


▲  SHIKHAR  GHOSH,  Open  Market's  38-year-old 
chairman  and  co-founder,  allows  dogs  in  his  compa- 
ny's Cambridge  (Mass.)  offices,  but  that's  his  only 
quirk.  Open  Market  builds  secure  software  for  criti- 
cal commercial  applications  on  the  Internet.  It  has 
helped  set  up  the  hottest  commercial  Web  sites,  in- 
cluding those  of  Banc  One  and  Ziff-Davis,  which 
rely  on  Open  Market's  software  for  handling  credit- 
card  transactions  and  filling  orders.  Ghosh  may  be 
the  one  holding  the  keys  to  really  doing  business 
on  the  Net. 


JOY 

A  How  sweet  it  is. 
STEVE  JOBS,  co-founder 
of  Apple  Computer,  has 
been  trying  to  come  up 
with  a  second  hit  for  a 
decade.  No  such  luck — 
until  Nov.  29.  That's 
when  his  company,  Pixar 
Animation  Studios,  mak- 
ers of  the  smash  hit 
movie  Ton  Story,  went 
public  with  a  bang.  The 
stock,  priced  at  22, 
zoomed  to  49  before 
falling  back  to  24.  Jobs's 
80%  stake  was  briefly 
worth  $1.1  billion. 
What's  next?  His  other 
company,  NeXT,  is  mak- 
ing Web  software,  and 
Jobs  may  see  his  third 
IPO  in  early  1996. 


THREE  MEN  AND  \ 
$2  BILLION  BABY 

A  Not  many  companies 
start  life  with  $2  billion 
in  capital.  But  then,  not 
many  upstarts  come  wit 

JEFFREY  KATZENBERG, 
STEVEN  SPIELBERG,  and 
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a  GEFFEN.  Hollywood's 
mWorks  company  will 
\  1996  with  a  new  com- 
tn  ABC  and  a  George 
ael  album.  Down  the 
Prince  of  Egypt,  an 
ated  film  about  Moses, 
nteractive  games  with 
)soft. 


CIST 

MAGNIFIQUE 

<  DENIS  PAYRE  and 
BERNARD  LIAUTAUD, 

both  33,  are  two  French 
entrepreneurs  every 
American  venture  capi- 
talist would  be  glad  to 
have  discovered.  Their 
Paris-based  software 
company,  Business  Ob- 
jects, is  No.  1  in  the  fast- 
growing  decision-tools 
market.  It  "ipo'd"  at  17/. 
in  1994  and  hit  a  52- 
week  high  of  54  in  1995. 
Sales  and  profits  boomed 
with  the  launch  of  a  siz- 
zling second  generation 
of  products. 


THE  GREAT 
'SCAPE 

►  JAMES  H.  CLARK, 

50,  founder  of  Sili- 
con Graphics,  has 
done  it  again.  His 
Netscape  Communica- 
tions makes  the  Inter- 
net's top  software.  Clark 
took  it  public  18  months 
after  founding  it  with 
cyberwizard  MARC  L. 
ANDREESSEN,  24.  Its 
market  cap  is  now  $5  bil- 
hon.  Now,  that's  an  ipo! 


PRIDDY 

liVlPRESSiVE 

M  The  third  time's  a 
charm  for  ROBERT 
PRIDDY,  who  founded 
two  other  airlines  before 
creating  ValuJet  Air- 
lines. Using  unorthodox 
techniques  like  ticket- 
less  travel,  flying  sec- 
ondhand DC-9  aircraft, 
and  maintaining  a  low- 
frequency  route  system, 
Priddy  has  helped  Valu- 
Jet grow  to  $350  miUioa 
in  sales,  with  regular 
service  to  26  cities, 
Earnings  should  h  o7 
million  in  1995. 
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Product  innovation  was 
the  key  to  growth  in  1995. 
And  boy,  were  there  great 
products!  Hot  Web  sites 
and  CD-ROMS  captured 
imaginations,  but  there 
was  also  room  for  jazzy 
cars,  toys  for  grownups, 
and  the  laptops,  pagers, 
and  other  stuff  needed 
for  work  these  days. 


FOR  THE  TROUT 
IN  YOUR  LIFE 

T  To  a  fly  fishei'man,  the 
Sage  RPL+  rod  is  the  last 
word  in  yin  and  yang. 
The  rod  is  strong  yet 
sensitive  to  the  shghtest 
nibble.  Line  running 
through  the  rod  can  han- 
dle weight  and  still  form 
a  graceful  arc.  Cost: 
$400  to  $500. 


FITS  IN  A 
TIGHT  SPOT 

<  Packard  Bell 
Electronics'  Cor 
ner  Computer  offers 
wing-style  disk  drives 
that  eliminate  the 
problem  of  cd-rom  trays 
that  spill  out  over  the 
top  of  the  key- 
board. The 
price  starts  a 
$1,899. 
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INE  FOR  THE 
flONEY 

'  Intuit's  newest  Quick- 
1  software  lets  users 
ank  online  from  home, 
ick  mutual  funds,  and 
:herwise  tackle  personal 
nance  chores, 
he  new  $60 
uicken  De- 

ixe  CD-ROM 

so  includes 
Finance  101 
^ction  to 
?lp  demysti- 
•  money 
anagement.  ' 

3LTIN'  JAVA 

It's  the  hottest  Inter- 
it  software  on  the  plan- 
..  Java,  a  new  program- 
ming scheme 
from  Sun  Mi- 
crosystems, is 
shaking  every- 
one up — includ- 
ing Microsoft. 


AVA 


FLOPPIES  MAY 
BE  ENDANGERED 

►  Few  tasks  are  more 
time-consuming  than 
copying  data  from  your 
PC's  hard  drive  onto  flop- 
py disks.  But  Iomega's 
$200  Zip  add-on  drive 
stores  100  megabytes — 
70  times  as  much  as  a 
floppy — on  one  $20  re- 
movable disk. 


GIANT  LEAP  FOR  MINIVANS 

Chrysler  invented  the  minivan  segment,  but  it 
IS  broken  the  mold  with  its  completely  redesigned 
!w  model.  Hottest  new  feature:  the  driver-side 
iding  door,  an  option  rivals  are  scrambling  to  copy, 
andhng  and  suspension  are  dramatically  improved, 
iirysler  covers  all  the  price  points,  from  its  Dodge 
Caravan  and  Plymouth  Voyager  ($16,575) 
base  models  up  to  its  option-packed, 
long  wheel-base  Chrysler  Town  & 
Country  LXI  ($30,045). 


HARD  WORK, 
BIG  FUN 

A  Sony's  hot  new  game 
machine,  Play  Station, 
expands  the  meaning  of 
"play."  Mastering  the  so- 
phisticated controller 
and  CD-based  action 
games  is  hard  work,  but 
the  3-D  graphics  are 
stunning.  Price:  $299  for 
the  console. 


the  best/web  sites 


ra^J3IiIjij_i  s 

M  NBA 

A  KNOW  THE  SCORE 
WITH  SPORTSZONE 
►  HOT  SOAP  FOR 
THE  YOUNG  SET 


THE  SPOT  (www.thespot.com) 

A  daily  soap  opera  about 
twentysomethings. 

EDGAR 

(www.sec.gov/edgarhp.htm) 

Repository  for  sec 
filings  by  compa- 
nies since  '94. 
CENSUS 

(www.census.gov) 
If  it's  demo- 
gTaphie  infor- 
mation you 
want,  this  is 
the  place. 


A  BREATHTAKING 
PORTRAITS  OF 
ATOM  BEAUTY 


ESPN  SPORTSZONE 

(espnet.sportszone.com) 

Up-to-date  scores  of  col- 
lege and  pro  games. 

WOODROW 

(woodrow.mpls.frb.fed.us) 

Federal  Reserve  Bank  of 
Minneapolis'  site  has  tons 
of  financial  info. 

IBM's  Almaden  Reseach  Center 

(www.almaden.ibm. com:80/vis/stm/ 
gallery.html) 

Breathtaking  porti'aits  of 
atoms,  made  by  scanning 
tunnehng  microscopes. 
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THE  EYE  HAS  IT 

▲  Canon's  ES5000  Eye  Control  camcorder 
does  just  that — it  lets  you  eye-activate  focus 
shifting,  quick  zoom,  and  other  features. 
Whatever  you  look  at  stays  in  focus.  This 
top-of-the-line  model,  w^ith  Hi-Band,  8mm 
resolution  is  priced  at  $2,200. 


NET  GAINS 

T  It  changed 
everything  on 
the  Net.  The 
power  of  Net- 
scape Commu- 
nications' Nav- 
igator software 
is  remaking 
the  entire  in- 
formation in- 
dustry. Thanks 
to  fast  down- 
loading and  en- 
hanced graph- 
ics, it's  widely  considered 
the  best  "browser"  for 
surfing  the  World  Wide 
Web.  Available  for  free 
on  the  Net,  Navigator 

now  com- 
mands 
I^WH  70%  of 
Ql^H  the  Web 
browser 
market — 
far  sur- 
passing its  predecessor. 
Mosaic,  which  was 
invented  by  Netscape  co- 
founder  Marc  L.  An- 
dreessen. It's  a  tenuous 
lead,  because  nearly 
everyone,  including  Mi- 
crosoft, is  aiming  at 
Netscape. 


SO  WHO  NEEDS 
A  PHONE? 

A  Motorola's  Tango  Two- 
Way  Paging  System  is 
the  first  pager  of  its 
kind:  It  allows  business- 
es and  individuals  to  re- 
spond to  their  pagers 
without  having  to  get  to 
a  phone.  Users  can  sim- 
ply select  from  a  menu 
of  up  to  120  prepro- 
grammed messages. 
Through  Skytel,  the  ser- 
vice provider  for  Tango, 
the  price  for  national 
service  starts  at  $74.95 
per  month.  Cost  of  the 
pager  alone:  $399,  or  $15 
a  month  to  lease. 


A  MULTIMEDIA  MAC  FOR  ALL  SEASONS 

T  Apple  Computer's  Macintosh  Performa  5215CD  isii 
all-in-one  multimedia  PC.  Its  15-inch  screen  can  be  ti,- 
ed  and  swiveled.  It  fits  nicely  in  the  home,  with  a 
single  cable  containing  power  cord  and 
printer  hookup  that  lets  it  scrunch  right 
up  against  walls,  saving  desk  space. 
The  5215  has  a  remote  control  for  CD 
playing  or  TV  viewing.  Price:  $2,000. 


THE  LONG, 
LONG  RACKET 

▲  The  1970s  gave  tenn: 
Ts  the  oversize  racket; 
1980s,  the  widebody;  and  nov 
the  1990s,  there's  the  extralong. 
With  its  Max  series,  Dunlop  Slazer' 
ger  led  the  pack  with  the  newest  rack 
technology,  adding  !'/■  inches  to  the  standard  27-incl 
frame.  It's  125  square  inches — 15  more  than  most  bi 
rackets.  At  dV^  ounces,  the  extralongs  are  extremelj 
light.  They're  best  suited  to  average-size  men,  senic 
beginners,  and  women  who  don't  pound  the  ball  and 
want  a  little  more  on  their  serve.  Price:  $225. 
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COLOR  COPIES 
FOR  A  SONG 

■4  It  hit  shelves  in  De- 
cember, and  already 
Hewlett-Packard's  Copy- 
Jet  is  making  waves. 
Home-office  and  corpo- 
rate types  are  grabbing 
the  gizmo,  both  a  color 
printer  and  copier,  rath- 
er than  schlepp  to  Kinko's 
for  color.  At  $2,500,  it 
beats  the  $20,000-plus 
machines  on  the  market. 
HP  figures  color  copies 
run     on  this  baby,  vs. 
$1  to  $1.50  at  an  outside 
copy  center. 

MOVE  OVER,  MR.  ANDRETTI 

T  Blasting  off  in  the  new  Porsche  911  Turbo 
is  the  closest  you'll  probably  get  to  driving  a 
real  race  car.  A  pulse-revving  400  horsepower 
in  the  '96  model  gets  it  from  0  to  60  miles  per 
hour  in  4.4  seconds.  Top 
speed  is  180  mph. 
Price:  a  cool 
$105,000. 


m  s 


WITH  3-D  MOVIE 
MAKER,  KIDS  CAN 
BECOME  AUTEURS 


son  wants  to  be  the 
next     Spielberg?  Mi- 
crosoft's Windows  95  CD- 
ROM  3-D  Movie  Maker 
($44.95)  lets  kids  create 


3-D  films  on  PC. 
■  Art  lovers  like 
to    see  works 
from  many  per- 
spectives. Corbis 
Publishing's  A 
Passion  for  Art 
is  a  splendid  $40-to- 
,  $50    CD-ROM  that 
takes  them  through 
the  Barnes  collec- 
tion. ■  Delrina's 
\  Echo  Lake  is  a 
cozy  $60  program 
for  housing  photos, 
'videos,  and  sound 
clips  of  yoiu-  loved  ones. 
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ONE 
PRETTY 
PICTURE 

A  The  titanium- 
clad  Contax  Gl 
is  a  classic  range 
finder  camera 
with  state-of- 
the-art  automation.  It 
has  a  beautiful  retro  look 
and  accepts  four  inter- 
changeable Carl  Zeiss 
lenses.  Price  for  the 
body:  $1,500. 


FLEXIBLE  FLYER 

►  After  three  years  of 
development  and  a  battle 
with  Bombardier,  the 
Gulfstream  V  is  corpo- 
rate globetrotters'  hot 
new  tool.  The  G- 
V,  which  seats  12 
to  19  and  retails 
for  $35  million, 
can  fly  nonstop 
from  New  York 
to  Tokyo,  6,500 
nautical  miles. 


SNAPPY  SHOTS 

A  Want  a  photo  of  dear- 
Aunt  Martha  on  your  PC? 
Play  Inc.'s  $200  Snappy 
plugs  into  a  PC  and  links 
to  a  camcorder, 
VCR,  or  TV.  Che 
to  freeze  a 
frame  that  can 
be  enhanced  or 
morphed  on 
the  PC. 


DOUBLE-DUTY  DRIVER 

A  The  Taylor  Made  Burner  Bubble  is  one  of  the  hot- 
test drivers  on  the  golf  course.  Taylor  Made  Golf 
shifted  weight  on  the  shaft  from  under  the  grip  a 
couple  of  inches  toward  the  head.  That  hikes  centrif- 
ugal force  and  clubhead  speed  during  the  swing.  A 
low  center  of  gravity  moves  the  ball  into  the  air  fast 
and  allows  the  driver  to  double  as  a  jazzy  fairway 
wood.  Price:  $299  for  steel,  $499  for  titanium. 


NOTEBOOK 
NONPAREIL 

A  IBM's  ThinkPad 
760CD  is  the  ultimate 
notebook  computer.  The 
brilliant  12.1-inch  color 
display  and  advanced 
video  features  allow 
Hollywood  and  ad 
agency  types  to  view 
commercials  or  the  daily 
rushes.  Price:  a  hefty 
$7,500. 
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3  TOY  BOAT  ^ 

Feathercraft's  fold 
Khatsalano-S  kayak 
1  fit  into  a  backpack 
d  open  into  a  full- 
igth,  sea-touring  craft 
^Price:  $3,600. 


RELIVING 

YESTERDAY'S  TRIUMPHS 


The  Ti'iumph  Thunderbird  900  is  a  redo  of  the  leg 
lary  Ti'iumphs  of  the  '50s — presumably  without 
equally  venerable  oil  leakage  and  electrical 
'blems.  The  guts  are  all  modern,  with  three-  and 
r-cylinder  multivalve  engines.  The  885  cc  Speed 
pie  will  bring  joy  to  any  leather-clad  office-bee 
king  thrills.  Price:  $9,995. 


products  to  watch  in  1996 


Cadillac  is 
counting  on  its 
new  German- 
engineered,  en- 
try-level Cate- 
ra  sedan  to 
entice  boomers 
away  from  the  g 
Lexus  and  the 
Beemer.  Price:  $33,000 
■  With  its  Pentium 


chips,  Intel  cemented  its 
dominance  of  the  person- 
al-computer market. 
Now,  with  the  next- 
generation  Pentium 
Pro,  Intel  goes  for 


the  server  and  worksta- 
tion market.  ■  Can  the 
revamped  Ford  Taurus 
get  it  in  gear  in  1996? 
The  sedan's  undulating 
styling  and  stiff  price 
(ciose  to  .$20,000)  scared 
off  lots  of  tire  kickers  in 
1995.  Will  Ford  Motor 
make  it  worth  their 
while  to  give  the  new 
Taurus  a  trv? 
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Industry 


■  While 
business  can't 
expect  to  sail 
effortlessly 
through  the 
year,  1996 
should  turn  in 
a  better 
performance 
than  '95 


On  medieval  maps,  the  terra  incog- 
nita around  the  borders  was  fes- 
tooned with  whirlpools,  dragons, 
and  dire  warnings:  "Here  there  be 
monsters!"  In  1996,  as  the  U.S. 
economy  sails  into  uncharted  wa- 
ters, its  map  might  well  be  decorated  with 
cherubs  and  zephyrs.  Refreshed  after  1995's 
slowdown  and  wafted  along  by  falhng  interest 
rates,  American  business  should  glide  into  1996, 
leaving  in  its  wake  steady  if  not  sparkling 
growth  through  the  sixth  year  of  expansion. 

Favorable  portents  abound. 
Congress  and  the  White 
House  seem  certain  to  deliver 
a  plan  to  whack  hundreds  of 
billions  out  of  federal  deficits- 


LEADERS 

High-tech  and  service  indus- 


Laggards  will  find  themselves  on  the  wroj 
side  of  1996's  negative  trends:  slower  growthi 
capital  spending,  pressui-e  on  pricing,  and  tig- 
fisted  consumers.  After  a  three-year  mode  - 
ization  binge  with  12%-plus  growth  rates  i 
capital  spending,  investment  in  produce' 
durable  equipment  will  rise  only  6%  in  199(1. 
ter  adjustment  for  inflation.  Even  cominitr 
makers  will  lose  some  altitude,  with  inttatii- 
adjusted  sales  rising  18%  in  1996,  vs.  27.  ; 
growth  in  1995,  according  to  foreeas 
by  DRi/McGraw-Hill. 

The  '90s  efficiency  hixi 
vrill  spell  trouble  for  any  ])- 
ducer  trying  to  raise  pm 
in    1996.    In   a  Busixi-,: 
WEEK/Han-is  Executive  P 


,   .  I  ^e  e  ^\    'ha      tries  wHl  Set  the  vace  in  1996        ■  u    /  ^T^.^ 

the  last  half  of  the  90s.   il   m  December  (page  (fa) 


over 

Even  with  the  budget  unre- 
solved, the  Federal  Resei-ve 
cut  short-term  interest  rates 
on  Dec.  19  from  5.75%  to 
5.5%— the  fii-st  of  three  25- 
basis-point  cuts  that  Fed- 


SEMICONDUCTORS  Good  bye 
to  boom-and-bust  cycles  as 
chips  become  all-pervasive 

SECURITIES  Continued  low 
interest  rates  will  fuel  Wall 
Street 


01 

40%.  of  the  executives  si 
veyed  predict  they  vrill  rai 
prices  in  1996,  down  frc 
the  63%  who  were  confidf 
of  price  hikes  before  19 
began.  "We're  in  a  buye 


watchers  expect  by  the  end    f^*^^^*   market,"  says  Bradford 


of  1996.  That's  welcome  news: 
"We'll  see  gi'owth  in  '96,  but 
I  think  we'll  see  more  of  it  if 
the  Fed  keeps  lowering 
rates,"  says  Ross  J.  Centanni, 
president  of  air-compressor 
maker  Gardner  Denver  Ma- 
chinei-y  Inc. 

Coupled  with  continued 
low  inflation,  the  Fed's  eas- 
ing will  ratify  the  remarkable 
rally  in  bond  prices,  keeping 
crucial  long-term  rates  down.  That  will  provide 
a  lift  to  housing  and  commercial  real  estate. 
And  America's  top  trading  partners  should 
struggle  out  of  their  1995  doldrums  and  buy 
moi-e  from  U.  S.  manufacturers. 
SCROOGES  GALORE.  That's  not  to  say  that  busi- 
ness will  sail  effortlessly  through  the  year.  The 
23  industries  profiled  by  business  week  in  this 
year's  Industry  Outlook  will  need  skillful  navi- 
gation to  steer  through  shifting  currents.  The 
sectors  that  will  lead  the  way  through  1996 
will  either  enjoy  continuing  strong  demand — 
such  as  semiconductor  makers  or  Wall  Street's 
securities  houses — or,  hke  defense  manufactur- 
ers, will  continue  to  squeeze  more  profits  out  of 
shrinking  sales. 


BUSINESS  SERVICES  The 

world  wants  American  services. 


Hildebrandt,  a  manageme 

consultant  to  law  fii-ms.  A 

e        ^    ^-  ■  ^  ^           i+-  ^        caiTnakers,  restaui-ateurs,  i 
from  advertisms  to  consultmg        ,  .,  i         u  • 
 ?  ~ —    tailers,  and  other  busmess 

SOFTWARE  With  the  Internet, 

the  software  industry  once  again 

reinvents  itself 


DEFENSE  Revenue  keeps 
shrinking,  but  the  sector  is  prof- 
iting from  consolidation 


catenng  to  consumers  w 
find  they're  dealing  wi 
wary  customers,  thanks 
debt  burdens  that  have  1 
a  record  19%  of  disposal 
income.  "Debt  is  putting 
lot  of  pressiu-e  on  househok 
paiticulai-ly  the  under-$50,0 
families"  who  are  the  core  of  the  mass  marki 
says  economist  Mark  M.  Zandi  of  forecaste 
Regional  Financial  Associates. 

But  even  careful  consumei-s  will  spend  enouj 
to  keep  the  economy  gi'owing.  Jobs  and  incor 
will  keep  rising,  and  inflation  will  stay  low,  wii 
consumer  prices  up  about  2.9%.  That  wall  he 
keep  long-teiTn  interest  rates  neai'  their  low  19 
levels,  with  yields  on  the  30-year  Tr-easuiy  Ixn 
averaging  6.3%  for  1996.  All  told,  business 
expects  the  economy  to  tiu-n  in  a  better  perf'c 
mance  in  1996  than  1995:  The  gr-oss  domest 
product  will  grow  about  2.3%,  after  inflatic 
from  the  fourth  quarter  of  1995  to  the  end  i 
1996.  That's  up  fi-om  the  2%  expected  when  tl 
books  ai"e  closed  on  1995  (charts,  pages  74,  74j-"  I 
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That  2.3%  growth  may  not  sound  like  much, 
t,  remember,  the  scale  for  measuring  the 
)nomy  is  changing.  The  Commerce  Dept.  is 
justing  the  way  it  calculates  gi-o\yth  in  gdp — 
particular,  how  much  of  gi'owth  represents  a 
il  increase  in  output  vs.  how  much  results 
im  inflation.  The  old  system  tended  to 
sremphasize  growth  in  surging  industries 
;h  falling  prices,  primarily  computers,  thus 
looning  the  economy's  overall  gi-ow1:h  rate. 
The  new  "chain- vveighted"  measures  will  re- 
it  price  changes  more  quickly,  resulting  in 
s  exaggeration  of  fast- 
iwing  sectors.  So  while  the 
scale  measured  GDP 
wing  at  a  respectable 
%  in  1995,  the  Commerce 
pt.  will  probably  report  a 
gain  by  the  new  mea- 
■es — forcing  business  and 
nomists  to  recalibrate  no- 
ns  of  what  constitutes  a 
3ak"  or  "strong"  economy. 
iiiNESS  WEEK  uses  the 
dn-weighted  system  in 
5  report. 

3WING  SEASON.  However 
I  measure  it,  the  1996 
nomy  will  feature  some 


LAGGARDS 

Basic  industries  and  others 
serving  strapped  consumers 
will  trudge  along 

AUTOS  Sales  may  rise  a  bit,  but 
affordability  remains  a  nagging 
problem 

INSURANCE  Look  for  more  mer- 
gers— and  more  competition  for 
household  savings 

RETAILING  Heavy  discounting 
will  squeeze  profits  as  the  weak 


trends,   such   as    ^^-^^P^^'"-   economies  like  that  within 


Futui'es  Group  Inc.,  strategic  planning  consul- 
tants. Only  18%  of  the  executives  siu-veyed  em- 
phasized belt-tightening. 

One  of  the  fastest  routes  to  gi'owth  is  acqui- 
sition. The  1995  merger  boom  will  keep  rolling — 
whether  it's  telephone  and  media  giants  scram- 
bling for  stronger  positions  in  explosive 
communications  markets  or  doctors  banding  to- 
gether for  clout  to  deal  with  insiu'ers.  Defense 
contractors,  electric  utilities,  drugmakers,  and 
banks  are  all  feeling  the  heat.  "People  realize 
they  need  scale  to  compete — and  it's  easier  to 
buy  than  to  build,"  says 
mergers  and  acquisitions  ex- 
pert Kim  Fennebresque,  man- 
aging du'ector  of  Union  Bank 
of  Switzerland.  "If  you  have 
scale,  you  can  reduce  costs." 

Take  Union  Pacific  Corp., 
awaiting  government  ap- 
proval foi"  its  $3.9  biUion  pur- 
chase of  Southem  Pacific  Rail 
Corp.  Ronald  J.  Burns,  ceo 
of  Union  Pacific  Raih-oad  Co., 
figures  the  combined  lines 
will  reap  nearly  $700  million 
a  year  in  cost  savings  and 
increased  revenues  wiien  the 
deal    is    digested.  With 


METALS  New  steelmaking  ca- 
pacity vdU  drag  prices  down 

FOOD  Supermarkets  will  lose 
"share  of  stomach"  to  take-out 
joints 


Hilar 

vnsizing.  Outplacement 
cialists  Challenger  Gray 
Christmas  Inc.  predict 
t  corporate  layoffs  will  to- 
420,000  in  1996,  matching 
5's  level.  Payroll-shedding 
I  be  most  common  in  in- 
;tries  where  the  government's  role,  either 
a  purchaser  or  a  regulator,  is  shrinking:  de- 
se,  aerospace,  telecommunications,  banking, 
!  utilities. 

>lash-and-bum  alone,  however,  will  no  longer 
ainate  strategy  sessions.  "Very  few  compa- 
3  have  created  sustainable  advantages 
ough  shrinking,"  says  Thomas  J.  Tierney, 
laging  director  of  consultants  Bain  &  Co. 
re  companies  say  they're  focusing  on  growth 
itegies  designed  to  increase  sales,  boost  mai- 
share,  and  expand  overseas.  In  a  September 
vey  of  senior  planning  executives  at  100 
je  U.S.  corporations,  73%  said  that  boosting 
enues  would  be  more  important  than  cutting 
s  over  the  next  three  years,  according  to  the 


reach,  Seciuities  Data  Co.  ex- 
pects 1996's  M&A  activity  to 
top  the  record  $442  billion  in 
1995  deals  reported  as  of 
Dec.  18. 

Internal  investment  will 
remain  heavy,  too.  For  some 
industries,  even  a  three-year  boom  in  capital 
spending  hasn't  satisfied  the  need  for  more  pro- 
duction capacity:  Semiconductor  makers  are 
scrambling  to  build  enough  clean  rooms  to  keep 
up  with  20%'-plus  gi'owth  in  chip  demand.  Even 
sectors  with  plenty  of  new  facilities  must  up- 
gi'ade  for  global  competition.  "When  you're  in  a 
harsh,  competitive  environment,  you  can't  stop 
modernizing,"  says  Roger  E.  Brinner,  dri  chief 
economist.  Pharmaceutical  fii-ms,  w'hich  boosted 
research  spending  by  a  relatively  low  8%  in 
1995,  plan  to  beef  up  budgets  in  seaix-h  of  block- 
buster drugs. 

Steel  is  an  example  of  the  modernization 
drive.  Despite  1995's  collapse  in  prices,  steel- 
makers are  rushing  to  build  minimills.  While 
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NTRODUCTION 


THE  1996 
ECONOMY 


The  U.S.  economy 
should  grow  2.3%, 
up  from  2%  in 
1995.  Low 
inflation  and 
interest  rates, 
coupled  with  gains 
in  exports,  will 
provide  the  power. 


BUSINESS  INVESTMENT 
WILL  SLOW... 

24 

PRODUCERS' 
DURABLE  EQUIPMENT 

INFLATION-ADJUSTED 


'91  '92  '93  '94  '95  '96 
A  PERCENT  CHANGE  EST-' 

..MU  DEBT  WILL 
SQUEEZE  CONSUMERS. 

22  - 

CONSUMER 
INSTALLMENT  CREDIT 

AS  A  PERCENT  OF 
DISPOSABLE  INCOME 


20 


'91  '92  '93  '94  '95  '96 
A  PERCENT  '"EST-' 

..AS  JOBS  GROW 
MORE  SLOWLY... 


4.5 


NONFARM  PAYROLLS 


'91  '92    93  '94  '95  '96 
A  PERCENT  CHANGE  '"ESI"' 
DATA  ORI/McGRAW-HILL 


each  new  minimill  wreaks  havoc  on 
existing  producers,  cheaper  produc- 
tion gives  steel  an  edge  over  other 
materials:  Builders,  for  example,  are 
using  more  steel  and  less  concrete. 
"People  say  steel  demand  is  inelas- 
tic," says  Nucor  Corj).  Chaimnan  F. 
Kenneth  Iverson.  "But  when  you 
drop  the  price,  you  expand  the 
market." 

Many  industries  will  be  looking 
abroad  to  expand  their  markets  in 
1996.  "We're  not  planning  on  the 
U.  S.  economy  to  cairy  us  in  1996," 
says  Daniel  J.  Meyer,  ceo  of  Cincin- 
nati Milacron  Inc.  Outfits  such  as  Mi- 
lacron  looking  to  expand  sales  abroad 
can  count  two  strong  pluses  in  1996: 

American  indu.stiT  is  now  ranked  the  With  dcpreSSingly  Stable  priceS,  hOW  dO  yOU 

rtitsrib^  SmS  e:„™2       a  buck  these  days  in  the  oil  patch?  Talk 

Forum.  And  America's  top  trading  rivals  llltO  teaming  Up  OH  pi'OductiOIl  (page  81 


pySMOOiES  TO. 


partners,  after  a  poor-to-disastrous 

1995,  see  better  economies  ahead. 

The  biggest  surprise  may  be  Japan.  After  a 
33%  surge  in  the  Nikkei  stock  index,  coupled 
with  the  Bank  of  Japan's  success  at  stabilizing 
the  yen  at  around  100  to  the  dollar,  Tokyo  pun- 
dits are  hopeful  that  economic  stagnation  will  fi- 
nally end  after  four  flat  years.  Forecasters  ex- 
pect Japan's  cdp  to  gi"ow  by  1.2%  or  more  in 

1996,  after  inflation. 

That  gi'owth  should  open  up  possibilities  for 
U.  S.  exporters.  American  brands  are  increas- 
ingly popular  in  Tokyo's  Ginza,  where  Gap  Inc. 
recently  opened  a  store  to  push  its  low-key  ap- 
parel. U.  S.  computer  makers  hold  about  30%  of 
Japan's  .$9  billion  PC  market,  wath  Compaq  Com- 
puter Corp.  and  IBM  expecting  to  reap  even 
more  sales  from  the  recent  rollout  of  a  Japanese 
version  of  Windows  95.  Even  American  car- 
makers are  pushing  at  the  gates  in  hopes  of 
capitalizing  on  last  summer's  U.  S.-Japan  trade 
deal:  Ford  Motor  Co.  and  Chrysler  Corp.  un- 
veiled right-hand-drive  models  of  the 
Tauins  and  Neon  at  this  fall's  Tokyo 
auto  show. 

RECOVERING  PESO.  The  Other  sick 
economy  of  199.5 — Mexico — will  also 
show  signs  of  health.  Following  last 
winter's  peso  crisis,  the  Mexican 
economy  has  shrunk  by  at  least  7%. 
U.  S.  exports  to  Mexico  fell  by  9%  in 
1995,  while  the  cheap  peso  powered  a 
sharp  30%  rise  in  Mexican  sales  to 
El  Norte.  Now,  Mexico  seems  set 
for  a  slow  recovery,  with  1.5%  to  2% 
growth  in  1996  followed  by  4%  or 
more  in  1997.  That  won't  ignite  a 
boom  in  U.  S.  export  sales,  but  pres- 
sure on  the  trade  imbalance  could 
ease  if  the  peso  gains  strength 
against  the  dollar. 

U.  S.  companies  account  for  the 
bulk  of  the  $6.3  bilhon  in  direct  in- 


vestments in  Mexico  pledged  for  1996.  at& 
MCI  Communications,  and  Bell  Atlantic  a 
spending  heavily  to  prepare  for  the  1997  ope 
ing  of  telecommunications.  Privatization  w 
spread  to  petrochemical  plants  and  railroads 
1996,  and  Mexico  is  encouraging  foreigners 
invest  in  natural-gas  distribution  and  pow 
plants.  U.  S.  corporations  increasingly  see  Me 
ico  as  an  attractive  production  base  for  sales 
the  rest  of  Latin  America.  "We  can  tie  togeth 
manufacturing  in  the  U.  S.  and  Mexico  and 
after  markets  in  South  America,"  says  Ke; 
neth  C.  Brown,  president  of  CE  de  Mexico. 

Forecasters  don't  expect  much  help  with  tl 
trade  balance  fi'om  Canada's  rebounding  econ' 
my,  which  the  Bank  of  Montreal  predicts  w. 
gi'ow  3.5%  in  1996.  With  the  weak  Canadif 
dollar  (trading  at  around  U.  S.  73(2)  and  wit 
shaky  Canadian  consumers  holding  on  to  the 
wallets,  Canada's  southbound  exports  may  gro 
faster  than  the  flow  of  goods  northward.  Thi 


Recoveries  in  Japan  and  Mexico  will  lift 
U.S.  exports  in  1996.  Asia  will  remain 
the  world  growth  leader. 


GROSS  DOMESTIC  PRODUCT 
ADJUSTED  FOR  INFLATION 

PERCENT  ANNUAL  RATES  OF  CHANGE,  1991-96 


LATIN 

WORLD       U.S.      EUROPE*    JAPAN     AMERICA  ASIA** 

'  EUROPE  INCLUDES  AUSTRIA,  BELGIUM,  BRITAIN,  DENMARK,  FINLAND.  FRANCE,  GERMANY,  GREECE, 

IRELAND,  ITALY,  NETHERLANDS,  NORWAY  PORTUGAL,  SPAIN,  SWEDEN,  SWITZERLAND,  TURKEY 
■  ASIA  INCLUDES  AUSTRALIA,  CHINA.  HONG  KONG.  INDONESIA,  INDIA,  KOREA,  MALAYSIA,  NEW  ZEALAND, 
PHILIPPINES,  SINGAPORE.  TAIWAN.  THAILAND.  DATA  DRI/McGRAW-HILL 
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HOPPERS  AND  WOOFEHS  (U  m 

you  can  sell  burgers  in  a  home-electronics 
ore,  why  not?  Here,  too,  the  name  of  the 
me  is  reduced  overhead  (page  105) 


lid  push  Canada's  merchandise  trade  suiplus 
'.h  the  U.  S.  to  a  record  $27  bilhon  in  1996, 
Sheny  Cooper,  chief  economist  at  Toronto 
)kerage  Nesbitt  Bui"ns. 
Europe  may  not  do  much  for  the  U.  S.  ti'ade 
ance  in  1996,  either.  While  members  of  the 
ropean  Union  recently  unveiled  their  pro- 
ved unified  currency,  the  Euro,  the  recent 
ench  strikes  to  protest  budget-cutting  in 
ris  highlight  the  difficulty  that  eh  members 
1  have  in  meeting  the  stringent  fiscal  re- 
irements  for  monetary  union.  French  fore- 
;ters  expect  gi-owth  of  only  1%  in  1996.  Ger- 
ny  is  healthiei",  but  business  there  is 
ugghng  to  remain  competitive  in  the  face  of 
;h  wages  and  taxes.  "Europe  still  has  the 
n  and  agony  of  downsizing  and  restnicturing 
?ad  of  it,"  says  Nariman  Behravesh,  dri's 
ef  international  economist,  who  predicts  2.3% 
)w1;h  for  the  EU  in  1996. 
For  fast  growth,  U.  S.  exporters  will  once 
lin  have  to  turn  to  Asia.  The  economies  of 
ina,  Hong  Kong,  Indonesia,  Malaysia,  Singa- 
•e,  Taiwan,  and  Thailand  will  grow  at  rates 


between  5%  and  9%  in  1996,  down 
just  sHghtly  from  1995.  Texas  In- 
struments Inc.,  for  instance,  has  an 
Asian  export  winner  in  its  high-end 
digital-signal  processing  chips,  made 
in  America  and  sold  for  use  in  in- 
teractive toys,  telecom  gear,  and 
video  devices.  Ti's  Asian  sales  rose 
50%  in  1996,  says  Victor  Koh,  man- 
aging director  for  Hong  Kong  and 
China,  in  part  because  Asians  are 
buying  more  electronics  for  then'  own 
use.  "We're  benefiting  fi'om  the  high- 
er affluence  in  Asia,"  he  says. 

Global  crosscuiTents  will  make  1996 
the  thii'd  strong  year  for  American 
exports,  which  should  gi'ow  a  ftuther 
9%  aftei'  adjustment  for  inflation.  At 
the  same  time,  subdued  U.  S.  con- 
sumers may  cut  down  on  then-  pm-- 
chases  of  goods  made  abi'oad.  So  while 
the  U.  S.  wiW  still  run  a  trade  deficit, 
the  improved  trade  balance  should 
add  some  $18  biUion  to  gdp  in  1996, 
says  Allen  Sinai,  cliief  economist  at 
Lehman  Brothers  Inc.,  marking  "the  fii'st  time 
this  decade  that  net  exports  have  been  a  plus  for 
U.  S.  gTowth  I'ather  than  a  drag." 
BETTER  THINGS  TO  DO.  Export  gains,  continued 
capital  spending,  low  inflation,  and  falling  in- 
terest rates — what  could  go  wrong  with  this 
picture?  The  biggest  threat  to  the  serene  econ- 
omy of  1996  may  lie  in  Washington.  In  their 
struggle  over  balancing  the  budget.  President 
Clinton  and  congressional  Republicans  have  al- 
ready shut  down  major  portions  of  the  federal 
government  twice  and  spooked  the  markets. 

Still,  neither  the  White  House  nor  Capitol 
Hill  has  much  to  gain  fi-om  a  budget  stalemate. 
For  both  sides,  the  best  course  is  to  strike  a 
deal  and  move  on  to  matters  closer  to  politi- 
cians' hearts — such  as  campaigning  for  Novem- 
ber's elections.  If  Washington's  dragons  and  sea 
serpents  will  just  get  out  of  the  way,  the  U.  S. 
economy  could  enjoy  fair  winds  in  1996. 

By  Mike  McNamee  in  Washington,  with 
Richard  A.  Melcher  in  Chicago,  Elisabeth 
Malkin  iyi  Mexico  City,  Wendy  Zellner  in 
Dallas,  and  bnremi  reports 
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JOHN  DEWEY.  MEET  PETER  DRUCKER 
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Your  revenues  are  rising,  but  not 
as  fast  as  the  cost  of  serving 
customers.  Labor  costs  are 
climbing,  but  antiquated  work  rules 
and  poor  morale  limit  your  flexibil- 
ity. Your  overseas  competitors  pay 
more,  spend  lavishly  on  training, 
and  get  far  better  results.  Your 
physical  plant  is  crum- 
bling. Computers  are 
scarce.  And  your  cus- 
tomers are  dissatisfied. 

Welcome  to  America's 
public  school  system.  Its 
problems  are  so  profound 
and  its  disorganization  so 
pervasive  that  it  would 
be  a  challenge  to  the 
savviest  of  America's 
business  managers.  Just 
for  starters:  There  is  no 
central  management — 
only  16,000  local  school 
districts  ran  by  amateur 
boards  pursuing  their 
own  agendas:  football, 
creationism,  condom  distribution. 

The  school-board  situation  isn't  go- 
ing to  change  anytime  soon,  since  lo- 
cal conti'ol  is  considered  an  inalien- 
able right  in  America.  But  some  help 
for  what  ails  the  schools  is  on  the 
way,  thanks  to  contemporary  man- 
agement theory.  Two  related  move- 
ments— toward  school  choice  and 
school  standards — have  far  more  to 
do  with  Peter  F.  Drucker  than  with 
John  Dewey. 

SURVIVAL  OF  THE  FITTEST.  School- 
choice  advocates  hope  to  foster  com- 
petition among  schools.  That  way, 
the  weakest  schools  will  lose  stu- 
dents and  either  improve  or  fold. 
The  strongest  schools  will  prosper 
and  expand.  One  plan  would  offer 
vouchers  for  purchasing  education 
ft'om  existing  private  and  public 
schools.  Vouchers  are  strongly  op- 
posed by  teachers'  unions  and  the 
Clinton  Administration.  They  argue 
that  some  kids  will  be  left  in  bad 
schools  and  some  schools  will  use  the 
wi"ong  lure-s — such  as  lavish  spending 
on  sports.  Still,  Republicans  will  give 
school  choice  a  boost  if  their  num- 
bers increase  in  state  legislatures 
this  year. 

Other  reformers  favor  charter 
schools  that  coi  tract  to  provide  edu- 
cation to  willing  public-school  stu- 


dents. Often  operating  out  of  store- 
fronts or  underased  public  buildings 
and  fi'ee  of  bureaucracy,  charter 
schools  are  generally  cost-effective. 
These  schools  must  demonstrate  re- 
sults or  lose  their  charters.  There 
are  some  245  of  them  in  19  states. 
"This  is  just  applying  America's  en- 


K-12  SPENDING  PER  PUPIL  KEEPS  RISING 


PUBLIC-SCHOOL  SPENDING  PER  PUPIL 


AFTER  ADJUSTMENT  FOR  INFLATION 
IN '91-'92  DOLLARS 
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■  First  you  decide  what 
students  should  learn. 
Then  you  hold  teachers 
and  administrators 
accountable 

trepreneurial  spirit  to  the  school," 
says  Joseph  Nathan,  director  of  the 
Center  for  School  Change,  a  research 
group  in  Minnesota  that  is  tracking 
the  trend. 

Curriculum  reform  based  on  set- 
ting universal  standards  of  knowl- 
edge is  progi'essing  much  faster.  It  is 
based  on  sound  business  principles: 
First  you  decide  what  students 
should  learn,  and  then  you  hold 
teachers  and  administrators  account- 
able. "In  states  where  they  take 
standards  seriously,  they  have 
seemed  to  make  a  difference,"  says 
Marc  Tucker,  president  of  the  Na- 
tional Center  on  Education  and  the 
Economy,  which  helps  schools  in  the 
standards  effort.  Clitics  complain 
that  teachers  will  concentrate  on 
drilling  students  to  pass  tests  instead 
of  pursuing  broader  educational  ob- 
jectives. Still,  parents  seem  to  like 


the  results.  In  their  second  year  of  a 
standards-based  curriculum,  Mary- 
land students  boosted  their  scores 
by  25%. 

Pressure  for  schools  to  become 
more  efficient  is  intense.  Immigi-atioi 
is  swelling  enrollments.  The  number 
of  students  with  limited  proficiency 
in  Enghsh  jumped  by 
26%  dming  the  1980s. 
And  children  who  requiri 
special  education  in- 
creased by  15%  over  the 
past  decade.  "We've  got 
a  wiiole  influx  of  kids 
who  have  been  exposed 
to  alcohol  and  drugs, 
hurt  by  environmental 
containinants,  or  diag- 
nosed with  learning  diffi- 
culties," says  Kathy 
Christie,  a  Denver-area 
school  board  member  anc 
an  analyst  at  the  Educa- 
tion Commission  of  the 
States. 

FALLING  BEHIND.  All  this  is  happen- 
ing as  an  unpaid  bill  for  neglect  of 
school  buildings  is  coming  due.  One- 
third  of  America's  schools,  serving 
some  14  million  students,  require 
extensive  repair  or  replacement,  ac- 
cording to  a  1995  report  by  the 
General  Accounting  Office.  A  quar- 
ter of  all  public  schools  lack  suffi- 
cient computers,  and  42%.  have 
inadequate  science  laboratories,  says 
the  GkO. 

That  is  a  lot  for  local  school 
boards  to  deal  with.  Without  a  clear 
focus  on  educational  goals,  they  tend 
to  "pay  too  much  attention  to  asbes- 
tos and  not  enough  to  training  teach- 
ers and  developing  cuniculum,"  says 
Bruce  Alberts,  president  of  the  Na- 
tional Academy  of  Sciences.  Ameri- 
can science  scholarship  in  grade 
school  is  falling  behind  because  much 
of  the  industrialized  woiid  pays 
"enormously  more  attention  to  teach 
er  refresher  courses  and  to  profes- 
sional development,"  says  Alberts. 

America's  management  gurus  may 
not  have  the  whole  solution.  But  the 
notion  that  schools  must  measure 
and  improve  their  output — gradu- 
ates who  can  read  and  do  math — 
can  only  help. 

By  Paul  Magnusson 
in  Washington 
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ntroducing  SkyTel  2-Way  Paging. 

he  only  paging  system  with  Guaranteed  Delivery';'  so 
ju're  always  sure  that  your  messages  arrive.  It  also 
its  you  reply  to  messages  directly  from  your  pager 
your  pager  can't  do  that,  call  1-800-801-2538, 


1996  SkyTel 


SkKTel  2-WaK 
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BUSINESS    WEEK/HARRIS    EXECUTIVE  POLL 


A  TOUGH  YEAR  TO  FOLLOW 


Executives  at  America's  largest  public  companies  see 
the  economy  cooling  a  bit  m  the  coming  year.  They're  a 
tad  less  optimistic  than  they  were  this  time  last  year. 
Fewer  expect  growth  in  gross  domestic  product  to  pick 
up  in  1996,  and  the  number  anticipating  rising  unem- 


ployment has  doubled.  But  managers  cheer  the  Fed: 
Their  inflation  fears  have  all  but  vanished,  and  few  worry 
about  rising  interest  rates.  A  remarkable  91%  give  Fed 
Chairman  Alan  Greenspan  high  marks,  compared  with 
the  26%  who  applaud  Clinton's  handling  of  the  economy. 


opnuisnc  VOICES 

Overall,  how  would  you  characterize  your  outlook  for  the  U.  S. 
economy  in  the  next  12  months — ^would  you  say  you  are  very 
optimistic,  somewhat  optimistic,  somewhat  pessimistic,  or  very 
pessimistic? 


1995 

Very  optimistic  8% 

Somewhat  optimistic  .  .  .  .78% 
Somewhat  pessimistic  .  .  .13% 

Very  pessimistic  0% 

Not  sure   1% 


1994 

.13% 
.76% 
.11% 
.  .0% 
.  .0% 


1993 

.  .3% 
.80% 
.15% 
.  .1% 
.  .0% 


GROWTH  FACTOR 

Compared  with  the  last  12  months,  do  you  think  the  rate  of 
growth  of  the  gross  domestic  product  will  go  up,  go  down,  or 
stay  the  same  over  the  next  12  months? 

1995  1994  1993 

Go  up   30%   38%   25% 

Go  down   25%   25%   9% 

Stay  the  same  45%  35%   55% 

Not  sure   0%   0%   1% 

WHAT  ABOUT  INFUTION? 

Compared  with  the  last  12  months,  do  you  think  the  rate  of 
inflation,  based  on  the  CPI,  wiU  go  up,  go  down,  or  stay  the 
same  over  the  next  12  months? 

1995  1994  1993 

Go  up   12%  53%   40% 

Go  down  15%   5%   5% 

Stay  the  same  73%.   40%   55% 

Not  sure   0%   1%   0% 

TRAGKlHe  TREASURIES 

Compared  with  where  it  is  right  now,  do  you  thirik  the  30-year 
Treasury  rate  will  go  up,  go  down,  or  stay  the  same  over  the 
next- 12  months? 

1995  1994  1993 

Go  up   24%   57%   57% 

Go  down   47%   18%   5% 

Stay  the  same  25%   24%   27% 

Not  sure   4%   1%   1% 


THE  JOBLESS  RATE 

Compared  with  the  last  12  months,  do  you  think  the 
unemployment  rate  will  go  up,  go  down,  or  stay  the  same  over 
the  next- 12  months? 

1995  1994  1993 

Go  up   35%   17%   21% 

Go  down  15%   33%   34% 

Stay  the  same  49%  50%   44% 

Not  sure  1%>  0%  1% 


THE  COMPANY  WAY 

And  now  some  questions  about  your  expectations  for  your 
company  over  the  next  12  months.  Please  give  your  best 
estimate.  Do  you  think  each  of  the  follovidng  will  increase  or 
decrease  between  now  and  December,  1996? 

INCREASE     DECREASE     SAME      NOT  SURE 

Sales   89%  4%....5%  2%> 

Wage  and  salary  rates  85%  3%. .10%  2% 

Investment  in  plant 

and  equipment  72%  12%. .13%  3% 

Health-care  costs  per 

employee  5  9  %  2  2  % . .  1 7  %.  2% 

Investment  m  research 

&  development  58%  1 4% . ,2 1  %.  ,7% 

Exports  54%  3%. .10%  33% 

Full-time  employees  45%  30%. .23%  2% 

Typical  prices  of  standard 

products  or  services   40%  21%. .37%  2% 

PROPNESIZINfi  PROFITS 

Do  you  thmk  your  company's  profitability  will  improve,  stay  the 
same,  or  get  worse  in  1996? 

Improve  79%      Get  worse  6% 

Stay  the  same  13%      Not  sure  2% 

CRAZY  FOR  ALAN... 

How  would  you  rate  the  job  Alan  Greenspan  and  the  Federal 
Reserve  are  doing  —  excellent,  pretty  good,  only  fair,  or  poor? 

1995  1994 

Excellent   40%  16% 

Pretty  good   51%  50% 

Only  fair   8%  29%> 

Poor  0%  5% 

Not  sure   1%  0%> 

...BUT  LESS  SO  FOR  BILL  ~ 

How  do  you  rate  President  Clinton's  handling  of  the  economy 
—  excellent,  pretty  good,  only  fair,  or  poor? 

Excellent  1%     Poor  18% 

Pretty  good  25%>     Not  sure  1% 

Only  fair  55% 

Edited  by  Mark  N.  Vamos 

Survey  of  401  senior  executives  drawn  from  the  business 
WEEK  1000.  Interviews  were  conducted  for  business  week 
Nov.  30-Dec.  15,  1995  by  Louis  Harris  &  Associates  Inc. 
Previous  surveys  cited  were  of  400  senior  executives  on 
Nov.  28-Dec.  5,  1994  and  of  402  senior  executives  Dec. 
10-20,  1993. 
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iiAGiNE  Attending 
HE  World's  First  (?? 
'MY  Global  MBA 

ihout  having  to  /vlocalc  or  slop  working,  /rare/ 
ind  the  world,  cotninunicate  through  leadiiig-e(lg( 
'nohgies  and  prepare  yourself  to  lead  a  global 
wratioii  into  the  2 1st  eenturv.  Duke  I  nirersity's 
iia  School  of  Business  introduces  the  (ilolxd 
cutive  MBA  program,  beginning  May  1996  — 
lique  educational  experience. 

ON  LINE  Interact  with  world-class  faculty  and  a  select 
group  of  students  from  Asia,  the  Americas  and  Europe.  Use 
the  World  Wide  Weh,  electronic  bulletin  hoards,  e-mail, 
uter-based  video  conferencing,  asynchronous  groupware,  decision 
rt  software,  CD-ROM,  multimedia  courseware  and  more. 

^  ON  SITE  Spend  1 1  weeks  in  residential  classes  at 
a  locations  around  the  world.  At  each  ot  live  program  sites, 
!j  study  developing  and  developed  nations  in  the  region, 
firsthand  how  to  succeed  in  a  truly  global  enterprise.  Begin 
orientation  at  the  Duke  campus  in  North  America.  Then  return 
ir  job  and  continue  interacting  and  learning  via  the  Internet, 
ivene  for  two-week  sessions  in  October  1996  in  Salzburg, 
1  1997  in  Shanghai  and  Hong  Kong,  and  July  1997  in  Sao  Pauk). 
n  to  Duke  for  the  final  module  ot  this  exciting  19-month  Global 
five  MBA  program. 

"I  ON  TARGET  Earn  your  MBA  in  the  first  and  only 
i)  j  program  to  fully  integrate  three  essential  elements  for 
-J  effective  global  management:  a  firm  grasp  of  core  business 
expertise  in  global  management  and  proficiency  in  the  latest 
ctive  communications  technologies.  In  1 5  courses,  cover  core 
;ss  functions  such  as  finance,  marketing  and  decision  sciences, 
1  as  the  current  realities  ot  global  business. 

a  ON  TIME  Prepare  yourself  for  leadership  in  a  global 

J!  corporation  of  the  21st  century.  Applications  close  March  1, 

/J  and  class  size  is  limited,  so  apply  now.  Contact  us  today: 

19-660-8011  or  800-372-3932  (U.S.) 
19-660-8044 

fuqua-gemba@mail.duke.edu 

re  http://www.fuqua.duke.edu/programs/gemha 

'uQUA  School  of  Business 

University 
^M,NC  27708-0116 


DUKE 


iELs  Office 

■■■  32  [2]  655-5857 

2  12]  655-5739 
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The  Medicine  Label... 
Your  Road  Map  to 
Good  Health  ■ 


'    .    t  . 


It  tells  you  everything 
you  need  to  know  about 
taking  medicine;  when, 
how  much  and  how 
often.  It  even  tells  you 
when  you  shouldn't  be 
taking  this  medicine. 


Just  as  you  wouldn't  drive  across  the  country  without  consuhing  a  road  map,  you  should 
never  take  medicine  without  first  reading  the  label — your  road  map  to  good  health. 


mm 


.     '  ;  -       A  message  from  the  Council  on  Family  Health 

For  the  Councils  free  brochure  on  reading  the  medicine  label,  send  a  self-addressed,  stamped  envelope  to: 
Council  on  Family  Health,  225"Park  Avenue  South,  Suite  1700,  New  York,  NY  10003 


WHITE  PAPER 
AVAILABLE 

March^  1996 

Reserve  your  copy  now. 


:)  meet  today's  business 
/ck's,  buyers  need  a 
lorter — yet  more 
Tective — teciinology 
k'aluation  and  implemen- 
tion  cycle.  The 
rossroads  A'  list  is  the 
lace  to  start:  a  short  list  of 
roven  solutic^ns  based  on 
istomer  references.  The 
rossroads  Conference 
lows  buyers  to  meet  with 
?ndors  of  proven 
oducts — and  their  refer- 
ice  customers — all  at 
le  venue. 


opics  Include: 

Application  development 
in  customer  service,  sales 
force  automation,  electronic 
niarl<eting/ commerce,  and 
otlier  areas  of  competitive 
advantage. 

Data  warehousing  and 
decision  support  tools  to 
lieip  sales  and  marketing 
professionals  target  new 
business  and  eniiance  tire 
profitability  of  existing 
customer  relationships. 

Collaborative  work  support 
tools  for  teaming  more 
productively  with  internal 
and  external  colleagues 
to  bring  product.s/services  to 
market  faster. 

Tlie  Web,  customer/supplier 
internets  and  other  new  par- 
adigms of  customer  contact. 

Virtual  office  support  ff;r 
prospecting  and  closing 
new  customers  in  a  global, 
mobile  environment. 

Exploiting  the  corporate 
intranet  by  linking  Web 
browsers  to  existing 
applications,  documents, 
and  databases. 

KU  Si  .h'ni^  .\.Kr.,is,  III,.  .  Hi  issROADS, 

.sRi  )\l)s       .ui.l  i1k-  ilLsi,L4n       sL-rvicf  m.irk.s 

^■n^v  skills       iM.rs,  In,  .\ll  ir.iilcni.irks  pmperry  of 


<^\HESS  Results 


Looking 
for  a 
shortcut? 


mess  Results  1 


Need  to  reduce  the  time  recjuired 
to  implement  large-scale  computer 
systems?  Don't  experiment  with 
unproven  technology.  Don't  bet 
your  business  on  a  low-end  "toy." 

Get  the  inside  track  on  newly 
proven  products  and  services  that 
can  help  you  bring  new  systems 
up  on  time  and  on  budget. 

Start  with  the  industry  short-hst 
of  proven  IT  solutions  for  the  enterprise 
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CROSS 
R^ADS 


February  25-28,  1996 
The  RiTZ  Carlton  Hotel 
Lagiina  Niguel,  CA 


BusinessWeek 


OPEN  SYSTEMS 
ADVISORS,  INC. 


LAN  TIMES 


lieviintl  Hcii's  Inte/h,iicntr 

For  confereuce  registnitkni  i>jfo  or  to  order  the  Crossroads  'A'  list  white  paper 
Call  Stephanie  VCyriiie  at  Open  Systems  Advisors  61 7-859-0859 
Open  Systems  Advisors,  Inc.  ♦  268  Newbury  Street  ♦  Boston,  MA  02116 
800-258-4151  ♦  617-859-0859  ♦  Fax  617-859-0853 


i   Introducing  the  Z-NOTE^GT, 
H  an  advanced  performance 
notebook  PC,  optimized  for 
multimedia.  With  endless  features 
and  the  power  of  Pentium®  processors, 
the  Z-NOTE  GT  gives  your  connpany  the 
tool  to  do  anything  you  can  imagine 
Sales  presentations  fly  with  hardware  MPEG  support  which  allows 
for  30  frames  per  second,  full-motion  video  playback  Graphs  and 
charts  pop  in  high-resolution  color  on  oversized  12  1"  SVGA  displays 
(select  models).  And  the  power  comes  from  where  you  need  it 
with  our  ingenious  SmartBay  which  lets  you  swap  CD-ROM  for 
FDD  for  optional  2nd  HDD  for  optional  2nd  battery  All  told,  the 


SmarlHay 

Suappubte  CO-ROM+H)U 
+2nd  HPD*2nd  Battery* 


Z-NOTE  GT  is  the  multimiedia  solution  for  your  company  Because 
you've  never  seen  a  notebook  computer  that  can  take  you  so  far 

Specifications  

75  or  90MHz  Pentium  processor  PCI  Bus  architecture, 
Video  graphics  accelerator  8-40MB  RAM,  8I0MB/I  3GB 
HDD,  Swappable  CD-ROM/FDD/optional  2nd  HDD/ 
optional  2nd  battery,  10.4",  1 1  3"  and  12  1"  TFT  SVGA 
and  1 1.3"  DSTN  SVGA  displays.  Extended  battery  life 
with  NiMH  or  Lithium  Ion,  Designed  for  Windows  95,  NTSC/PAL 
video  out  for  TV  connect,  1  TVpe  II  and  I  Type  111  PC  Card  slots. 
Optional  hardware  MPEG  support 


Now,  more  odvaated  with  a  12.1"  TfT  SVGA  display. 


Designed  for 


1-800-289-1272  Ext.  1 1 1 

http;//www.zds.com 


ZENITH 

DATA  SYSTEMS 
Make  The  Connection 


Microsoft* 
Windows^SS 


•inrt  HDD  inrl  2nd  baltetv  are  bolh  optional  Copyriiht  f)  im  Zeni*  Data  Systems  Coiporation  Zenitti  Data  Systems  is  a  Bull  Conipaijy  Z-NOTE  is  a  n*rered 


INDUSTRY    OUTLOOK  1996 


Basic  Industries 


AUTOS 

Detroit  could  hit  a  few- 
potholes.  New-car  prices 
are  too  high  for  many 
tii-e-kickers 
PAGE  82 

MACHINERY 

Sales  may  not  match  last 
years,  but  the  U.S.  market 
will  stay  healthy  and  those 
ovei"seas  look  even  better 
PAGE  84 

METALS 

The  industrj'  could  use  a 
couple  of  support  beams: 
Falling  steel  prices  and  labor 
issues  are  looming  large 
PAGE  85 

DEFENSE 

Companies  are  looking  at 
another  year  of  bulging 
profits,  as  the  consolidation 
craze  continues  unabated 
PAGE  86 

ENERGY 

Oil  and  natural  gas  may 
seem  "lackliLster  and  sort  of 
unexciting."  But  with  profits 
so  healthy,  who  cares? 
PAGE  87 


AGRICULTURE 

With  demand  growing  and 
fewer  farmland  set-asides,  it 
could  be  a  time  to  I'eap  global 
rewards 
PAGE  88 


FOREST  PRODUCTS 

Facing  slack  demand,  paper 
companies  wiU  keep  consoli- 
dating, while  lumber  mills 
wiU  be  beaten  to  pulp 
PAGE  89 


iULUSTRATlONS  BY 
EDMUND  GUY 


BASIC  INDUSTRIES 


AUTOS 


Cruise  Control? 

CAR  SALES  SHOULD  REMAIN  STRONG,  THOUGH  HIGH  STICKER  PRICES  ARE  WORRISOME 


PROGNOSIS  '96 


MOTOR 
VEHICLES 


PRODUCTIVITY 

THOUSANDS  Of  '95  DOLLARS 
PER  EMPLOYEE 


DATA  DRI/Mf,GRAW-HILL 

POSITIVES 

►  Lower  interest  rates 
make  auto  loan  and 
lease  payments  more 
affordable. 

►  A  flood  of  products — 
Ford's  Escort  and  new 
pickup  and  GM's  family 
sedans — should  whet 
consumer  appetites. 

NEGATIVES 

►  Cost-cutting  and  a 
weaker  yen  are  making 
the  Japanese  tougher 
competitors  than  ever. 

►  Price-conscious  con- 
sumers are  demanding 
deals. 


SPOTLIGHT 


CARS/LIGHT  TRUCKS 

16  —  U  S.  SALES- 
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A  MILLIONS  OF  UNITS  "KT- 
DATA:  AUTOMOTIVE  NEWS.  BW  EST 


Peter  Diiisamer  may  not  drive  home  a  new 
cai-  in  1996.  Dirisamer,  37,  an  Elmhurst 
(111.)  teclmical  writer,  wants  to  replace  his 
family's  1988  Plymouth  Horizon  subcom- 
pact.  But  with  average  new-car  prices  pushing 
$20,000,  he's  not  finding  much  he  can  afford. 
"Detroit  expects  me  to  pay  $20,000  for  the  aver- 
age four-door  sedan?"  he  sniffs.  "I  don't  think 
so."  Instead,  he  may  settle  for  a  used  car 

Consumers  such  as  Dirisamer  are  the  rea- 
son Detroit  is  cautious  about  its  pros- 
pects for  the  new  year.  "Price  is  the  is- 
sue with  customers,"  says  Lehman 
Brothers  Inc.  analyst  Joseph  Phillippi. 
And  with  a  flood  of  two-  and  three- 
year-old  cars  and  trucks  coming  back 
on  the  market  as  their  leases  expire — 
2.3  million  in  1996  alone,  according  to 
Art  Spinella  of  CNW  Marketing/Re- 
search in  Bandon,  Ore. — consumers 
are  finding  plenty  of  alternatives 
to  pricey  new  wheels. 

So  Detroit  is  prepared  to 
idle  along  at  about  the  same 
rate  as  the  overall  economy. 
Auto  executives  are  looking  for 
only  a  modest  improvement  of  less 
than  2%  over  1995's  U.  S.  sales  of 
14.8  million  cars  and  light  trucks. 
Says  General  Motors  Corp.  Chairman 
John  F.  Smith  Jr.:  "1996  looks  like  a  good 
year,  not  spectacular." 

Perhaps,  too,  Detroit  is  a  bit  cautious  about 
predicting  rosy  sales.  A  year  ago,  its  optimism 
had  reached  fever  pitch.  But  by  mid-Januaiy, 
consumers  began  to  cool  on  auto  buying  as  they 
felt  the  cumulative  effect  of  interest-rate  hikes 
by  the  Federal  Reserve.  Sales  revived  by  fits 
and  starts  through  1995,  ending  about  2.6%  be- 
hind 1994's  pace. 

GOOD  AS  IT  GETS?  Auto  sales  should  be  helped 
in  1996  by  low  interest  rates,  which  make  auto 
loans  and  lease  terms  more  attractive.  A  con- 
tinuing appetite  for  American-made  tracks,  in- 
eluding  minivans  and  sport  utilities,  also  is  in 
Detroit's  favor.  And  the  Big  Three  are  intro- 
ducing a  host  of  new  models,  notably  Ford's 
Escort  small  car  and  F-series  pickup,  gm's  new 
midsize  cars  and  minivans,  and  Chrysler's 
Dodge  Dakota  pickup. 

Still,  other  worries  loom.  Paine  Webber  Inc. 
analyst  Michael  Ward  frets  about  unsold  cars 
and  trucks  on  dealer  lots,  which  reached  a  75- 
day  average  supply  late  in  1995,  14%  above 
year-ago  levels.  Ward  predicts  little  change  in 
sales  for  1996:  "This  is  as  good  as  it's  going  to 
get  for  Detroit." 

While  most  on  Wall  Street  predict  slightly 


stronger  sales  ahead,  they  don't  expect  then''^ 
flow  straight  to  the  bottom  line.  Customers 
demanding  cash  rebates  and  sweet  lease  ten;, 
on  all  but  the  hottest-selling  tinicks.  Flemings 
(N.J.)  car  dealer  Steve  Kalafer,  who  o'v«/nst 
dealerships,  says  the  only  thing  seUing  th  i- 
days  is  bargains:  "In  a  world  full  of  wonde  li 
products,  the  consumer  is  buying  the  deal." 

That  squeezes  auto  makers'  profit  margs 
"The  industry's  margins  are  a  disaster  fori 


expansion,"  says  I^ 
Ballew,  chief  economist  for  j  ! 
Power  &  Associates  Inc.  Adding  to  the  unc 
tainty,  Detroit's  contracts  with  the  United  A 
Workers  expire  in  September  A  spirited 
bate  is  expected  about  the  auto  makers'  sliift. 
jobs  to  outside  suppliers  (box).  And  Japan 
competitors  ai"e  haixl  on  Detroit's  bumper:  iiil 
ducing  snazzy  new  vehicles  while  keeping  p! 
increases  small. 

Ford's  costs  of  launching  its  many  new  vi 
cles  will  continue  to  drag  down  profits  dui'; 
the  fii'st  half  of  the  year,  company  executis 
say.  Stockholders  remain  anxious  about  the  c(- 
pany's  sti'ategy  of  loatling  on  features  to  lure  .- 
port-loving  baby  boomers  at  a  time  when  c 
sumei's  shun  higher  sticker  prices.  Ford  aif' 
will  expand  its  ambitious  global  I'eorganizatioi- 
dubbed  Ford  2000— by  folding  South  Amer, 
New  Zealand,  Australia,  and  Taiwan  into  J 
combined  North  American  and  European  opet 
tions  in  1996.  J.  P.  Morgan  &  Co.  analyst  Dal 
Bradley  expects  Ford  to  earn  $3.6  billion,  ■ 
changed  from  1995,  on  sales  of  $123  biUion. 

General  Motors  Corp.,  which  sat  out  m' 
of  1995  without  new  models,  launches  a  series' 
important  vehicles  this  year.  After  bungl' 
several  car  launches  in  recent  years,  it  has  bd 
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irkinj?  on  debugging  ils  nianulkctuiing  pi'ocess 
prepare  for  the  launches.  GM  is  counting  on 
:'h  entries  as  the  new  Chevy  Ventiu'e  minivan, 
lick  Regal,  and  Pontiac  Grand  Prix  to  help  it 
rain  its  footing  in  crucial  market  segments, 
e  company  is  hoping  its  falling  market  share 
ally  has  bottomed.  Late  in  the  year,  its  share 
ged  above  34%,  up  from  lows  near  32%.  cm 
11  earn  $7  billion,  up  17%-,  on  $160  billion  of 
es,  Bradley  calculates. 

lEAL  SITUATION."  Chiysler  Corp.  management, 
lich  just  successfully  introduced  a  new  gener- 
on  of  its  bread-and-butter  minivans,  is  likely 
spend  plenty  of  time  planning  for  a  spring 
)wdown  with  billionaii'e  investor  Kirk  Kerkor- 
1.  If  Chrysler  balks  at  giving  Kerkorian  aide 
rome  B.  York  a  board  seat,  a  nasty  proxy 
:tle  wall  ensue.  Back  on  the  plant  floor,  Chi-ys- 
'  is  standardizing  manufacturing  processes 
i  modernizing  older  factories.  Bradley  esti- 
ites  1996  Chrysler  earnings  of  $3.1  billion, 
58%  from  the  depressed  1995  level,  on  sales 
$54  billion. 

Even  as  Detroit  rolls  out  spiffy  new  models, 
Japanese  rivals^  will  unveil  their  own  new 
dgns.  And  while  a  sky-high  yen  forced  them 
boost  sticker  prices,  putting  them  at  a 
000  to  $3,000  per-car  price  disadvantage, 
'.y've  been  slashing  costs.  The  1997  Toyota 
mry  midsize  sedan  is  expected  to  cost  as 
■ch  as  $1,000  less  than  the  current  car.  "The 
panese  manufacturers  have  not  gone  away," 
says  gm's  Sm.ith.  "They  are 
tough  competitors,  and  they 
will  continue  to  be." 
Japan  also  is  expanding  its 
lower-cost  U.  S.  production — and  even 
pping  up  shipments  of  American-built  cars 
Japan.  "We  are  importing,  not  only  to  Japan 
,  to  38  countries,  from  the  U.  S.,"  says  No- 
liko  Kawamoto,  Honda  Motor  Co.  president 


and  chief  executive.  "We  intend  to  reinforce 
this  plan."  Even  softening  in  the  yen  last  fall 
isn't  likely  to  cause  Japan  to  back  off  from 
cost-cutting.  Says  Ford  Chairman  Alexander  J. 
Trotman:  "I  doubt  very  much  that  they  will 
take  their  foot  off  the  pedal  just  because  the 
yen  has  slipped  back." 

There  is  a  silver  lining  to  the  slackening  of 
1994's  breakneck  pace.  Back  then,  factories  were 
i-unning  at  maximum  overtime,  some  key  parts 
ran  short,  and  demand  for  raw  materials  re- 
newed some  inflationary  pressures.  Says  Ken- 
neth L.  Way,  chaii-man  and  ceo  of  Lear  Seating 
Coip.  in  Southfield,  Mich.:  "I  think  it's  an  advan- 
tage not  to  have  deep  troughs  and  big  peaks." 

Instead,  the  industry  may  be  bumping  along 
on  a  plateau  of  14.5  million  to  15.5  million  unit 
sales  annually.  "It's  actually  an  ideal  situation," 
says  Chiysler  ChaiiTnan  Robert  J.  Eaton.  "It  al- 
lows you  to  get  yoiu'  plants  rimning  at  maximum 
efficiency,  get  your  material  flowing  nice  and 
evenly,  and  r-eally  focus  on  costs  and  quality." 

And  when  it  comes  to  expansion  opportu- 
nities, the  Big  Thr-ee  ar-e  casting  their  eyes  to- 
ward the  Asia-Pacific  region,  where  they  can 
still  turn  out  basic  cai-s  on  a  shoestiing.  "That  is 
where  most  of  our  growth  focus  will  be  in  the 
next  20  year's,"  says  Ford's  Tr-otman.  Chrysler, 
which  has  lagged  its  Detroit  peers  abr-oad,  is 
likely  to  make  some  major  international  moves 
this  year.  The  company  is  talking  with  a  half- 
dozen  potential  partner's  in  India,  South  Amer- 
ica, and  Southeast  Asia.  An  alliance  with  a  Eu- 
ropean auto  maker  could  also  be  in  the  car'ds. 

Over'seas  horizons  may  indeed  appear  the 
brightest  to  Detroit.  Especially  if  Amer'ican 
consumers,  such  as  Illinois  car  shopper  Diri- 
samer",  remain  convinced  that  new  cars  cost 
too  much. 

Bij  Kathleen  Kenvin  and  Keith  Naughton 
iv  Detroit 


■  Rebates, 
sweet  lease 
deals,  and  the 
cost  of  launch- 
ing new  models 
are  squeezing 
margins-and 
the  Japanese 
are  hard  on 
Detroit's 
bumper 


A  SHRINKING  SUPPLY  OF  SUPPLIERS 


American  auto  makers  will  rely 
on  fewer  parts  suppliers  in 
1996.  Ford  Motor  Co.,  for  exam- 
ple, has  reduced  its  stable  from 
10,000  to  2,300— and  aims  for  1,150 
by  decade's  end.  At  the  same  time, 
Detroit  has  suppliers  building  a 
arger  percentage  of  the  content  of 
:ts  cars  than  ever. 

What  gives?  The  consolidation  is 
iriven  by  auto  makers  who  lean  on 
suppliers  to  provide  entire  systems 
'or  vehicles — an  entire  dashboard,  for 
nstance,  instead  of  just  the  ashtray 
j  -hat  goes  into  it.  Detroit  is  handing 
I  )ff  more  development  responsibility 
I  -0  suppliers,  too.  This  favors  those 
.'ompanies  vdth  plentiful  capacity, 
;  :apital,  and  skills.  Smaller  players 
i  nust  mer-ge  or  lose  the  business. 
i  some  become  second-  or  third- 


tier  suppliers  to  the  remaining  giants. 

The  Big  Three  want  global  supply 
networks.  A  supplier  who  aspires  to 
U.  S.  business  in  1996  may  have  to 
be  able  to  deliver  the  same  parts  to 
factories  in  Germany  or  Brazil. 
Among  those  that  analysts  say  may 
gi"ow  by  acquisition  in  1996:  Borg- 
Warner  Automotive,  Dana,  and  Lear 
Seating.  Says  trw  Inc.  Chairman  Jo- 
seph T.  Gorman:  "There  will  contin- 
ue to  be  massive  [supplier]  consoli- 
dation as  markets  that  were  once 
national  or  regional  become  global." 

Big  suppliers  will  end  up  with 
some  extra  burdens.  "The  cost  pres- 
sures on  suppliers  are  still  tremen- 
dous," says  Kenneth  L.  Way,  chair- 
man of  Lear  Seating  Corp.  in 
Southfield,  Mich.  "You  have  to  share 
engineering  costs  and  design  costs  if 


you're  a  tier-one  [supplier]."  And 
auto  makers  keep  demanding  price 
reductions.  The  focus  of  supplier  ire 
for  1996  is  Ford  purchasing  chief 
Carlos  E.  Mazzorin,  who  wants 
suppliers  to  cut  their  prices  by  5% 
a  year. 

Even  so,  Morgan  Stanley  &  Co. 
analyst  Stephen  Volkmann  projects 
suppliers'  earnings  will  rise  15%  to 
20%  in  1996.  Price  increases  for  raw 
materials  have  eased  lately,  he 
notes.  Suppliers  of  car  parts  may 
suffer  spotty  slowdowns,  but  busi- 
ness in  truck  components  should  re- 
main robust.  And  Japanese  car  com- 
panies' expansion  in  the  U.  S. 
provides  new  market  opportunities 
for  the  best  U.  S.  suppliers. 

By  Kathleen  Kerwin  and  Bill 
Vlasic  in  Detroit 
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BASIC  INDUSTRIES 


MACHINERY 


They're  Having  a  Capital  Time 

SAVORING  SOLID  DEMAND  HERE,  MACHINE  MAKERS  ALSO  ARE  EXPANDING  ABROAD 


PROGNOSIS  '96 


MACHINERY 

EXCLUDES  COMPUTERS  & 
SEMICONDUCTORS 


OUTPUT 

BILLIONS  Of 
■95  DOLLARS 


EMPLOYMENT 

MILLIONS  OF  WORKERS 


PRODUCTIVITY 

THOUSANDS  OF  95  DOLLARS 
PER  EMPLOYEE 


■91  '96 

-£SI- 
DATA  DRI/M(  GRAW-HILL 

POSITIVES 

►  Outsourcing  by  big 
companies  means  job 
shops  will  be  buying 
equipment. 

►  With  manufacturers 
concerned  about  global 
competition,  they  will 
continue  placing  orders 
for  machinery. 

NEGATIVES 

►  There's  still  too  much 
worldwide  capacity  in 
sectors  such  as  pumps 
and  machine  tools,  keep- 
ing prices  down. 

►  Automotive  capital 
spending  will  flatten  out 
in  1996, 


SPOTLIGHT 


MACHINE  TOOLS 


NET  NEW  ORDERS 


■91   '92   '93   '94    95  '96 

a  billions  of  dollars  ~  ^si  - 
data  association  for  manufacturing 
techhology.  business  week  estimate 


Business  investment  has  powered  the  U.  S. 
economic  expansion,  and  that  has  made 
machinery  executives  a  bunch  of  happy 
campers.  Shipments  of  industrial  machinei'y  and 
equipment  were  up  12%  thi'ough  October,  1995, 
from  a  year  earlier,  according  to  the  U.  S.  Cen- 
sus, siu'ging  towai'd  a  likely  record.  Tlieu-  plimip 
backlogs  almost  guarantee  another  strong  year. 
Says  Jeffery  T.  Grade,  chairman  of  Milwaukee's 
Harnischfeger  Industries  Inc.,  which  makes 
equipment  for  papemiaking  and 
mining:  "1996,  when  all  is  said 
and  done,  will  be  a  very 
good  yeai'  for  most  indus- 
trial manufacturers." 

While    growth  and 
profits  won't  climb  much 
in  1996,  the  gains  come 
on  top  of  a  strong  base. 
That's  because  U.  S.  man- 
ufacturing is  itself  in 
good  shape — and  compa- 
nies are  convinced  that  they 
must  invest  to  stay  that  way. 
"All  in  all,  people  are  concemed 
about  pi'oductivity  and  being  com 
petitive  globally,"  says  Daniel  J.  Meyer, 
chaiiTnan  of  Cincinnati  Milacron  Inc. 

A  healthy  U.  S.  market  should  be  supple- 
mented by  faster  mai'ket  gi-ovi^th  abroad.  "Our 
biggest  opportunity  for  [profit]  leverage  is  the 
continued  accelerated  growth  overseas,"  says 
Thomas  F.  McBride,  chief  financial  officer  at 
Ingersoll-Rand  Co.  He's  especially  hopeful  for 
Asia  and  the  Pacific.  Ingersoll  is  looking  to  add 
thi'ee  joint  ventures  in  China  to  the  three  it  al- 
ready has  there,  including  one  that  makes  in- 
dustrial air  compressors  and  another  produc- 
ing rock  drills  for  mining  and  road-cleaiing.  ITT 
Industries  Inc.'s  Fluid  Transfer  Div.  is  putting  a 
warehouse  for  its  pumps  in  Santiago,  Chile. 
Milacron,  which  just  stalled  making  small  injec- 
tion-molding machines  in  a  joint  ventiu'e  with  an 
outfit  based  in  India,  hopes  to  be  producing 
600  there  annually  within  a  few  years. 
MASS  APPEAL.  More  machineiy  makers  are  re- 
alizing they  have  to  intensily  global  activities  to 
keep  theii-  U.  S.  customers  happy.  "When  a  Du- 
Pont  or  a  Dow  says,  'I'm  building  my  next 
plant  in  China— I  need  you  to  step  up  yoiu'  ca- 
pabilities,' you've  got  to  have  mass  to  cover 
the  world,"  says  William  M.  Jordan,  president  of 
Duriron  Co.,  a  Dayton  (Ohio)  pump  and  valve 
maker.  Partly  with  that  in  mind,  Duriron  re- 
cently bought  seal  maker  Durametallic  Corp. 

Also  fueling  mergers — including  IngersoU- 
Rand's  1995  takeover  of  Clai'k  Equipment  Co. — 
is  that  stronger  balance  sheets  have  left  more 


machinei-y  makers  in  a  position  to  make  p.- 
chases.  Indeed,  there  even  have  been  somea- 
itial  pubhc  offerings  in  the  once  beleague^ri 
machine-tool  business,  such  as  a  1995  iPOiy 
Hardinge  Brothers  Inc.,  a  fast-gi-owing  Ete 
(N.  Y.)  producer  of  lathes  and  machining  centt?. 

Such  has  been  the  strength  of  machine-t)l 
sales  that  the  average  age  of  U.S.  metal workg 
equipment  began  falling  in  1994  for  the  fiit 
time  in  14  years.  The  rejuvenation  should  ci- 
tinue  into  1996. 

Even  if  demand  dips  next  year  foa 
number  of  machineiy  makers,  exist? 
orders  will  provide  a  cushion.  Ir 
instance,  Alton  J.  Brann,  chr- 
i  man  and  ceo  of  Western  Ats 

I Inc.,  notes  that  an  "exci- 
tional  year"  of  bookiis 
jn^il^B^^^      means  a  good  outlci 


for  1996  sales  of  its  ■ 
dustrial  Automat' 
Group.  Its  backlog  ; 
machining  and  otl: 
systems  is  up  ab(t 
50%  ft-om  the  $415  n 
lion  of  a  year  ago. 
There  are  some  sti-e;> 
of  weakness  in  this  ros\'-lii  i 
picture.  The  same  globalization  that  has  U 
executives  rushing  to  expand  abroad  me;- 
they're  facing  more  competition.  And  the  .-^a: 
modeiTiization  that  makes  American  manufact 
ers  world-beaters  in  productivity  often  lia.'- 
to  increases  in  capacity  that  put  a  dam]ier 
prices. 

BUYING  MOOD.  What's  more,  there  are  sjioi 
signs  of  a  slowdown  in  demand.  Manufacti 
el's'  use  of  their  factory  capacity  fell  fi'om  So. 
a  year  ago  to  83.1%  in  November,  1995.  ( 
ders  for  forklift  ti-ucks,  industrial  air  coniijn 
sors,  and  large  plastic-molding  machines  h;i 
slowed  in  recent  months.  Demand  from  t 
auto  industry  may  taper  off,  and  1995's  sluuu' 
housing  mai'ket  will  probably  mean  at  best  a  I 
market  for  constioiction  equipment  this  year 
Still,  most  machineiy  customei's  ai-e  in  a  bi 
ing  mood.  Such  businesses  as  chemicals,  pap 
metals,  and  food  should  still  spend  smart 
Aerospace  demand  is  finally  rebounding.  A 
one  of  the  biggest  stars  is  likely  to  be  fai 
machinery.  "The  underlying  fundamentals  1^ 
farm  equipment  have  never  been  stronge 
says  Ted  French,  chief  financial  officer  of  Ca 
Corp.,  citing  strong  farm  income  and  the  low( 
carryover  of  grain  stocks  in  30  years.  For  n 
chineiy  makers,  the  wheels  are  turning  for 
solid  1996. 

By  Zachary  Schiller  in  Clevela. 
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Metals  Need  a  Few  Support  Beams 

FOR  STEELMAKERS,  FALLING  PRICES  AND  LABOR  ISSUES  LOOM  LARGE  IN  '96 


I  t  the  dawn  of  1995,  Matthew  Botsford, 
I  chaiiTnan  of  World  Chiss  Steel,  was  confi- 
Idently  raising  money  to  build  a  $450  million 
nimill  near  Pittsburgh.  If  anyone  epitomized 
nerica's  resurgence  in  the  steel  industry,  it 
.s  Botsford,  an  entrepreneur  who  had  built  a 
jcessful  $20  million  steel-finishing  business 
d  was  following  in  the  footsteps  of  Andrew 
raegie. 

These  days,  Botsford  is  an  ex-executive, 
■'s  suing  his  old  company — after  being  oust- 
during  a  November  board  meeting  and 
lisked  fi'om  the  building  by  a  secmity  guard. 
?  project  had  the  backing  of  banks,  suppliers, 
i  the  state  gov«^rnment.  But  Botsford  had 
'Uble  convincing  equity  investors — and  ulti- 
■tely  his  board — that  a  new  minimill  could 
ke  money  in  a  climate  of  falling  steel  prices, 
[n  the  end,  Botsford  fell  with  a  tumbling 
el  market.  In  1995,  as  demand  dropped  from 
[  million  to  110  milUon  tons,  prices  plummet- 
too:  Flat-rolled  steel  plunged  from  $440  to 
•5  per  ton.  Other  products,  such  as  sti"uctiu"al 
ims,  thrived.  But  because  flat-rolled  is  wide- 
used  in  cars,  ap- 
mces,  and  other 
)ducts,  it  ac- 
mts  for  half  of 
el  sales  and  de- 
3d  the  year. 
Tien  we  cut  flat- 
led  prices,  it  was 
page  Al  [of  the 
Der],"  laments 
cor  Corp.  Presi- 
it  John  D.  Cor- 
iti.  "When  we 
sed  prices  of  stmcturals,  it  was  on  C4." 
.0  CARD.  The  industry  could  wind  up  on 
je  one  again  this  year,  vrith  even  worse  news, 
ecutives  see  unchanging  demand  in  1996.  A 
'er  level  of  inventories  to  start  the  year  will 
P  avoid  a  replay  of  1995's  heavy  price-cutting, 
t  new  steelmaking  capacity  coming  onstream 
1  put  further  downward  pressure  on  prices, 
lecially  in  the  commodity  grades  of  steel, 
le  low  end  of  the  market  is  going  to  be 
gh  for  a  while,"  says  Roy  G.  Dorrence,  vice- 
sident  for  operations  at  U.  S.  Steel  Group, 
t'he  wild  card  this  year  is  overseas.  U.  S. 
'ducers  hope  strong  growth  in  China  will 
nslate  into  a  buying  binge  reminiscent  of 
'3.  But  the  key  factor  for  1996  will  be  Eu- 
e.  It  was  a  vital  prop  under  American  steel 
ing  the  fii'st  half  of  1995— but  then  buckled 
midyear.  If  a  weak  European  economy 
mpts  producers  there  to  step  up  exports, 
ap  European  steel  could  undercut  U.  S.  pro- 


ducers' prices  and  lead  to  ft-esh  trade  squabbles. 

The  biggest  problem  for  U.  S.  producers  is 
homegi'own,  however.  Before  last  year's  price 
drop,  a  minimill-building  boom  was  well  under 
way.  The  new  mills  could  add  12  million  tons  of 
low-cost  flat-rolled  steel  to  production  capacity  in 
1996  and  1997  combined.  That's  nearly  five  times 
the  capacity  added  in  1995.  If  flat-rolled  could 
crash  last  year  in  a  relatively  strong  economy, 
what  will  happen  to  the  market  in  a  downtiu'n, 
especially  when  new  mills  come  onstream? 
"That's  when  we'll  have  our  death  spiral,"  pre- 
dicts PaineWebber  Inc.'s  Peter  Marcus,  who 
expects  lower  profits  in  1996  and  an  even  great- 
er crash  later  this  decade. 
STRIKE  BAN.  As  if  economic  prospects  weren't 
intimidating  enough,  labor  questions  loom.  Most 
integi'ated  companies  face  mid-contract  wage- 
and-benefit  negotiations  in  1996.  Strikes  or  lock- 
outs are  prohibited.  But  concessions  gi-anted 
by  ai'bitrators  could  eat  into  eai'nings.  Job-seciu'- 
ity  clauses  in  these  contracts  limit  the  big  mills' 
power  to  cut  labor  costs. 
Instead,  the  producers  im- 
prove yields  by  tweaking 
the  technology.  In  the  past 
tliree  yeai"s,  they  have  add- 
ed 4  million  tons — the 
equivalent  of  Nucor's  en- 
tire flat-rolled  production — 
through  this  so-called  ca- 
i:)acity  creep.  Log  one  more 
factor  in  an  eventual  glut. 

With  a  world  oversup- 
ply,  steel  faces  a  dilemma 
just  like  the  one  U.  S.  alu- 
minum makers  wrestled 
with  early  in  the  decade.  But  aluminum  compa- 
nies, swamped  with  cheap  Russian  metal,  shut- 
tered 30%  of  production  and  negotiated  an 
OPEC-style  allotment  plan.  Prices  recovered 
smartly  in  1995,  as  massive  world  inventories 
shrank  by  75%.  U.  S.  demand  rose  5%,  with 
sales  rising  to  15.5  billion  pounds.  Aluminum 
looks  strong  again  in  1996,  led  by  a  recoveiy  in 
aerospace  demand.  But  can  prices  remain  fiiTn  if 
aluminum  makers  reopen  shuttered  smelters? 
For  now,  executives  don't  even  mention  the 
possibility,  for  fear  of  spooldng  the  market. 

In  the  face  of  such  difficult  mai'kets,  metal  in- 
dustries are  more  and  more  battling  to  take 
business  away  fi'om  one  another.  Auto  hoods, 
tailpipes,  and  even  beer  cans  are  among  the 
contentious  areas.  And  if  unexpectedly  slow 
gi'owth  in  China,  Europe,  or  the  U.  S.  brings 
about  a  steel  glut  ahead  of  schedule,  the  metal 
wars  could  grow  very  nasty. 

By  Stephen  Baker  in  Pittsburgh 


PROGNOSIS  '96 


PRIMARY 
METALS 


PRODUCTIVITY 

THOUSANDS  Of '%  DOLLARS 
PER  EMPLOYEE 


'91  '96 

-  EST  — 
DATA  DRI/M.  GRAW-HILL 

POSITIVES 

►  Demand  for  steel 
remains  hearty. 

►  World  inventories  of  alu- 
minum have  fallen  80% 
in  the  past  1/  years. 

►  China  may  return 
as  a  big  customer  of 
American  steel. 

NEGATIVES 

►  New  steel  capacity 
coming  onstream  is 
undermining  prices. 

►  With  higher  aluminum 
prices,  producers  may 
restart  idle  smelters. 

►  Labor  concessions  could 
hurt  steel  earnings. 


SPOTLIGMT 


FINISHED  STEEL 


'91  '92  '93  '94  '95  '96 
AMILUONSOFTONS  -EST- 
DATA:  I  P.  MORGAN  SECURITIES  INC 
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Ready-All  Join  Arms 

CASH-RICH  AND  EAGER  TO  MERGE,  DEFENSE  COMPANIES  ARE  THRIVING 


PROGNOSIS  '96 


PRODUCTIVITY 

THOUSANDS  OF  '95  DOLLARS 
PER  EMPLOYEE 

■96 

-EST- 
DATA  DRI/MiGRAW-HILL 


POSITIVES 

►  Consolidation  moves 
forward:  Look  for  at  least 
one  more  mega-merger 
and  contmued  capacity 
reduction. 

►  Modest  growth  in  the 
Pentagon's  procurement 
budget  is  likely,  while 
overseas  sales  could 
strengthen. 

NEGATIVES 

►  Profit  margins  will  be 
squeezed  as  stingier  con- 
tracts kick  in.  The  lucra- 
tive B-2  bomber  and 
F-22  fighter  programs 
may  be  stretched  or 
killed. 


SPOTLIGHT 


AIRCRAFT, 
MISSILES  &  PARTS - 


91    '92  ''ii 
A  PERCENT 
DATA:  AEROSPACE  INDUSTRIES  ASSN  , 
GOLDMAN,  SACHS  &  CD, 


Financially  speaking,  small  has  been  beautiful 
for  the  defense  industry.  For  two  years, 
defense  companies  have  produced  recoi'd 
profits  and  soaring  stock  prices  while  merging 
into  a  smaller,  more  efficient  industiy  with  few- 
er, biggei'  players.  Year  thi'ee  of  Operation  Con- 
solidation will  bring  even  more  mergers. 
"Everybody  is  talking  to  everybody,"  says 
C.  Michael  Armstrong,  chief  executive  of  GM 
Hughes  Electronics  Corp. 

Driving  the  consolidation  is  a  persistent 
scjueeze  by  the  Pentagon.  In  1996,  prociu-ement 
outlays  should  shrink  an  additional  9%,  to  $49.7 
billion — a  drop  of  nearly  50%  from  the  1987 
peak  spending  year.  And  despite  years  of  con- 
traction, the  industry  must  still  reduce  capacity 
by  as  much  as  40%  over  the  next  several  yeai's, 
according  to  Wolfgang  Demisch,  an  analyst  with 
BT  Securities  Corp.  Amns  exports  vrill  help,  as 
the  industi-y's  share  of  the  world  market,  now 
about  52%,  should  grow  modestly.  But  the 
biggest  gains  may  be  logged 
by  companies  pushing  for- 
ward in  promising  commer- 
cial ventures,  some  based  on 
defense  technology. 

Leading  the  consolidation 
charge  will  be  a  handful  of 
large  contractors.  Analysts 
predict  at  least  one  more 
merger  on  the  scale  of  last 
yeai's  Lockheed  Maitin  Coip. 
marriage,  which  created  a 
$23  billion  giant.  Companies 
have  built  cash  hoards  as  a 
result  of  cutting  costs  even 
faster  than  the  Pentagon  i-e- 
duced  spending,  leaving  gm  Hughes,  Litton,  Lo- 
ral, and  othei's  poised  to  buy. 
IVIARRIAGE-MINDED.  Makers  of  missiles,  electron- 
ics, and  aiiframes  are  in  demand.  Raytheon  Co. 
puixhased  the  fast-gi'owing  E -Systems  last  year 
for  $2.8  billion  and  could  easily  spend  an  addi- 
tional $1  billion  in  1996.  (m  Hughes,  with  some  $5 
billion  in  buying  powei;  could  swallow  the  defense 
portfolio  of  a  TKW  or  a  Rockwell  International, 
each  accounting  for  about  $8  billion  in  annual 
sales.  But  virtually  every  industry  sector  will 
attract  shoppers.  In  1995,  General  Dynamics 
Coip.  paid  just  $300  million  for  Bath  Iron  Wor-ks 
Corp.  and  its  .$2  billion  shipbuilding  backlog. 

One  megadeal,  sources  say,  could  combine 
Boeing  Co.  and  McDonnell  Douglas  Corp.  That 
would  be  a  potent  combination:  McDonnell's 
$10.1  billion  in  government  sales  with  Boeing's 
58%  stake  in  the  world  commercial  plane  mar- 
ket. It  would  solve  each  company's  perennial 
weakness:  Boeing  covets  military  orders,  such  as 


McDonnell's  recent  $18  billion  award  foi'  ( 
transport  planes.  And  McDonnell  needs  a  c 
mercial  partner  to  counter  Europe's  Airbus ; 
dustrie  and  a  likely  threat  ft-om  upstart  A;: 
competitors.  Neither  company  will  comni 
publicly. 

While  the  big  companies  attract  most  of  n 
attention,  the  mergers-and-acquisitions  mai* 
among  smaller  suppliers  is  hkely  to  be  no  s 
lively.  "The  action  is  moving  down  the  fi 
chain,"  says  Jon  Kutler.  principal  of  Lhe 
Angeles-based  Quarterdeck  Investments. 
HIGH  RESOLUTION.  Unfortunately  for  th 
sands  of  aerospace  and  defense  woj-kc 
mergers  will  mean  more  layoffs.  Even  ai3 
cutting  some  1.3  million  jobs  since  the  lt< 
1980s,  the  industry  will  shrink  its  workfcii 
by  an  additional  30%  over  the  next  sevta 
years,  says  Robert  D.  Paulson,  a  consultn 
with  Mckinsey  &  Co.  Most  of  the  lay.* 
will  come  as  second-tier  players  bail  ., 
or   get  bought, 
likely  candidates:  !  ' 
ed  Technologies  Cni 
Sikorsky  Aircraft 
Te.xtron'inc.'s  Bell  H! 
copter  unit. 

Conglomerates  ! 
take  advantage  ol'  1 : 
defense  prices  In  i 
load  businesses  to  m; 
in     new     direct  n 
Westinghouse  EK  i 
Corp.,  for  instan,-!  ,  i 
nounced  in  Decnii 
that  it  will  sell  nii 
defense  business!  - 
help  finance  its  i-<'< 
$5.4  billion  acqui-ii 
of  CBS  Inc. 
Enteilainment  and  communications  are  I2 
ing  the  defense  industry's  gi-eatest  cornmeiH 
success:  After  surpassing  1  million  subscriberii 
its  fli'st  year  of  operation,  Hughes'  Direcrv  1 
has  announced  plans  to  expand  its  satellild'' 
sei-vice  globally.  And  a  consortium  that  in'jii  c 
Lockheed  Martin  and  Raytheon  has  in\-(','?i 
more  than  $500  million  to  provide  high-i-csii 
tion  satellite  images  to  real  estate  agents  1 
farmers,  potentially  a  $2  billion-plus  mark 

Such  reassuring  signs,  together  with  tlie  -i 
solidation  craze,  have  Wall  Street  predicn 
another  year  of  bulging  profits.  BT  Secui'i 
Demisch  expects  defense  and  aerospace  pi  i 
to  rise  at  least  15%  in  1996,  to  about  $5  liil 
Downsizing  is  painful,  but  for  those  who  li 
on,  the  rewards  can  be  formidable. 

By  Eric  Schine  in  Los  Ani/ 
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'Unexciting  Might  Be  Good' 

FEW  SURPRISES  IN  THE  OIL  PATCH.  BUT  WITH  PROFITS  SO  HEALTHY,  WHO  CARES? 


■he  oil  patch  has  made  its  peace  with  low 
prices.  Relentless  restructuring  and  cost- 
cutting  are  delivering  strong  cash  flow  and 

her  profits  despite  anemic  pricing.  Even  in 

lay's  oil  market,  initial  public  offerings  and 

■ondary  stock  sales  are  letting  small  inde- 

idents  fund  new  production  and  property  ac- 

sitions  without  incumng  debt. 

Executives  are  prepared  for  more  of  the 

ne  in  1996.  "We  don't  see 

ny  things  out  there  that 

k  any  different  to  us  than 

•5,"  says  Timothy  C.  Head- 

;ton,  chief  executive  of 

adington  Oil  Co.  in  Dallas, 

,mall  crude-oil  producer 

it  has  been  steadily  ex- 

iding  with  cast-offs  from 

xon,  Texaco,  and  others. 

Most  important,  there's  lit- 
evidence  that  prices  will 

;e  a  spill.  Oil  averaged 

i.40  a  ban-el  in  1995,  and 

ny  forecasters  expect  it  to 

lain  there.  "I  see  no  rea- 
for  the  1996  numbers  to 

nge  by  more  than  25<2  a 

rel,"  insists  Robert  Gillon, 

iior  analyst  at  market 

:cher  John  S.  Herold  Inc. 

lat  little  encouragement  exists  is  in  U.  S. 

ural-gas  prices,  which  should  recover  to 

lut  $1.80  per  thousand  cubic  feet — up  from 

18  in  1995.  That  would  put  them  back  ai'oimd 

4  levels. 

JVDY  AS  SHE  GOES.  The  major  oil  companies 
uld  see  their  earnings  rise  a  modest  6%  in 
'6,  thanks  to  a  healthy  economy's  thirst  for 
re  oil,  says  Frederick  R  Leuffer,  senior  en- 
y  analyst  at  Bear,  Stearns  &  Co.  He  fore- 
s  demand  growing  next  year  by  about  2%. 
ile  hardly  as  robust  as  high  tech,  oils  look 
!  a  safe  haven.  "It's  lackluster  and  sort  of 
xciting  right  now,"  says  Leuffer.  "But  unex- 
ng  might  be  good"  were  the  Dow  to  re- 
se  course. 

^here  are  a  couple  of  iffy  assumptions  in 
1  steady-as-she-goes  outlook.  The  biggest  is 
t  OPEC,  which  has  suffered  a  steady  loss  of 
'Id  oil  market  share,  continues  to  accept  the 
fies.  Some  analysts  are  concerned  that  opec 
I  ntries  may  attempt  to  regain  share  by  boost- 
their  production.  Or  that  Iraq  may  return 
h  significant  new  supplies.  For  now,  neither 
ms  likely. 

•]ven  if  prices  were  to  drop,  restructuring 
new  technology  have  made  U.  S.  oil  compa- 

5  more  able  to  cope.  The  best  are  finding 


fresh  ways  of  exploring  and  managing.  A 
money-saving  technique  pioneered  by  Amoco 
Corp.  and  Royal  Dutch/Shell  Group:  pooling 
their  assets  in  low-profit  production  regions. 
The  two  ai-e  forming  a  joint  company  to  merge 
West  Texas  and  New  Mexico  operations — and 
slash  overlapping  costs. 

3-D  IMAGING.  Technology  continues  to  lower 
costs,  too  (chart).  Vastar  Resources  Inc.,  a 
1993  spin-off  of  Arco's  U.  S.  oil  and  gas 
operations,  says  its  exploratory  wells 
now  hit  pay  diit  60%  of  the  time — as  a 
result  of  technologies  such  as  three- 
dimensional  seismic  imag- 
ing— compared  with  only 
47%  of  the  time  using  older 
techniques.  What's  more, 
says  CEO  Michael  E.  Wiley, 
"I  think  there  will  be  some 
creative  ways  [cost-cutting] 
can  continue." 
With  expenses  falling,  prices  don't 
have  to  rise  much  for  production  in- 
creases to  flow  straight  to  the  bottom 
line.  Next  year's  outlook  is  for  a  solid 
7%  rise  in  crude-oil  production — with 
even  higher  increases  for  Texaco,  Amo- 
co, and  Shell.  Texaco,  which  hasn't 
boosted  production  for  nearly  a  decade, 
predicts  a  40%  production  rise  within 
five  years,  thanks  to  rich  prospects  in  the  North 
Sea,  Latin  America,  and  China. 

While  petrochemicals  were  the  big  contribu- 
tor to  last  year's  heady  profits  at  PMllips  Petro- 
leum Co.  and  Amoco,  prices  have  softened — as 
supply  has  caught  up  with  demand.  The  ques- 
tion now:  Will  China,  a  huge  buyer  that  with- 
drew fi'om  the  market  in  1995,  retiu-n  in  1996? 
Bob  Gower,  chief  executive  at  chemical  maker 
Lyondell  Petrochemical  Co.,  predicts  China's 
return  could  mean  a  second  leg  to  the  chemical 
boom.  "All  the  infomiation  we  have  suggests 
we're  not  at  the  end  of  the  cycle,  but  in  a  tran- 
sition period,"  he  says. 

Retailing  should  continue  to  deliver  profits, 
too.  Continued  reshuffling  of  gasoline  outlets — 
as  companies  concentrate  on  specific  markets — 
has  turned  the  cyclical  business  into  a  reliable 
profit  center.  "We're  seeing  retail  margins  better 
than  any  time  in  history,"  says  James  E. 
Acridge,  ceo  of  Giant  Industries  Inc.,  a  Scotts- 
dale  (Aiiz.)  refiner  and  South  west- area  retailer. 
For  yeai'S,  stock  analysts  urged  Giant  to  quit 
the  business.  No  longer.  "We're  smart  guys  all 
of  a  sudden,"  he  says.  Stable  prices  and  lower 
costs  are  making  a  lot  of  people  look  smart 
these  days. 

Bij  Gary  McWilliams  in  Houston 
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COAL,  CRUDE  OIL,  GAS, 
PETROLEUM  REFININO 


PRODUCTIVITY 

THOUSANDS  OF '95  DOLLARS 
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■96 

-EST- 


DATA  DRI/MiGRAW-HILL 

POSITIVES 

►  Firmer  gas  pricing  and 
savings  from  corporate 
restructurings  should 
produce  stable  profits. 

►  Advances  in  technolo- 
gy are  lowering  costs  for 
exploration  and  drilling. 

►  Gasoline  retailing 
profit  margins  are  at 
historic  tiighs. 

NEGATIVES 

►  Petrochemical  profits 
may  soften  further,  cut- 
ting refining  margins. 

►  OPEC  could  seek  to 
recoup  markets  from 
non-OPEC  suppliers. 


SPO'aiGHT 


OIL  AND  GAS 
6  0  EXPLORATION 


'95  96 
-ESI- 

▲  DOLLARS  PER  BARREL  OR  EQUIVALENT 
DATA  ARTHUR  ANDERSEN  «.  CO  .  BW  EST 
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A  Time  to  Reap  Global  Rewards 

WITH  DEMAND  AND  OUTPUT  GROWING,  THE  U.S.  COULD  AGAIN  DOMINATE  WORLD  MARKETS 


PROGNOSIS  '96 


AGRICULTURE 


EMPLOYMENT 

I        MILLIONS  OF  WORKERS  ! 


■91  '96 

-  EST- 
DATA:  DRI/MiGRAW-HILL 


POSITIVES 

►  With  world  gram  sup- 
plies at  record  lows 
and  a  farm  bill  that 
encourages  greater  pro- 
duction, U.S.  farmers 
will  plant  fence  post  to 
fence  post. 

►  Export  demand  for 
agricultural  products 
will  soar. 

NEGATIVES 

►  With  less  government 
protection,  farmers  will 
be  vulnerable  to  trade 
problems. 

►  Uncertainty  over  the 
Farm  Bill  could  compli- 
cate planting  plans. 
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U.S.  FARM  EXPORTS 
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Corn  and  soybean  farmer  Robert  Mullins 
doesn't  get  excited  too  easily.  But  from 
where  he  sits  on  an  1,800-acre  spread  in  in- 
ral  Shabbona,  111.,  the  export  outlook  is  cause  for 
celebration:  "Spectacular,"  he  says.  "It's  really 
coming  alive." 

The  next  year  could  biing  an  export  bonanza 
for  Mullins  and  other  farmers,  as  U.  S.  agi'icul- 
ture  begins  dominating  world  markets  again. 
The  U.  S.  shai*e  of  agiicultm-al 
trade  will  rise  to  about  21% 
in  1996  after  falling  as  low 
as  16.7%  in  1986.  The  val 
ue  of  U.  S.  exports  will 
push  up  to  nearly  $60 
billion  (chart),  thanks 
to  booming  demand,  re- 
duced global  trade  bar- 
riers, and  a  more  compet- 
itive U.  S.  Fai-m  Belt.  U.  S.  - 
faiTnei"s  have  long  considei'ed 
exports  the  missing  link  in 
their  pursuit  of  higher  prices: 
"If  Mother  Nature  cooperates, 
and  we  get  a  good  crop,  we  could 
have  the  full  package  for  a  change,' 
says  Mullins. 

In  1995,  Mother  Nature  had  other  ideas. 
Heavy  rains  delayed  spring  planting  through 
much  of  the  Midwest  gi'ain  belt.  Two  months 
later,  a  summer  heat  wave  baked  the  earth 
rock  hai'd.  Then  a  killing  fi-ost  in  late  September 
put  a  chill  on  the  autumn  harvest.  With  the 
crop  stunted  and  plagued  by  disease,  production 
of  corn  plunged  from  10  billion  bushels  in  1994 
to  7.3  billion  in  '95,  sending  U.  S.  com  stockpiles 
to  20-year  lows.  For  the  year,  com  fi.itm'es  pric- 
es had  soared  51%-  as  of  Dec.  14,  soybeans  31%, 
and  wheat  25%-.  Big  rewards  went  to  fanners 
who  produced  decent  crops  in  spite  of  the 
weather,  then  held  out  for  the  best  prices  late  in 
the  year.  But  predicting  such  explosive  rallies 
can  be  tricky:  "With  om*  resei"ves  of  feed  gi'ains 
at  histoi'ic  lows,  it  makes  the  markets  more 
volatile,"  says  Patrick  H.  Arbor,  chairman  of 
the  Chicago  Board  of  Ti-ade. 
SHRINKING  SET-ASIDES.  Still,  the  near-term 
ti-end  is  positive:  Supplies  have  tightened  at  a 
time  of  heavy  demand,  especially  from  Asia. 
S])ending  by  the  Japanese,  the  largest  import- 
ers of  U.  S.  agricultural  products,  will  reach 
$11.3  billion  in  1996,  up  from  $10.5  billion  in 
1995,  according  to  projections  from  the  U.  S. 
Agiicultiu'e  Dept.  South  Korea  and  China,  ben- 
efiting from  robust  economies,  will  increase 
imports  as  well.  U.  S.  red  meat,  fmit,  and  veg- 
etables, along  with  grain,  will  be  sought-after 
commodities.  "We  have  tremendous  export- 


market  potential,"  says  analyst  David  C.  ^^ 
son  of  Nat  West  Securities  Corp.  in  New  Yck 

U.S.  farmers  will  be  planting  fence  i)()st 
fence  post  this  year.  As  of  mid-Decembei-,  k 
government  appeai'ed  to  be  all  for  it:  Proj^o^d 
refomis  would  eliminate  annual  set-aside  p 
gi'ams  that  support  prices  by  idhng  crophi  ; 
Instead  of  paying  fanners  not  to  fann,  the  g; 
ernment  would  provide  fixed  payments,  shrii- 
ing  each  year,  based  on  how  much  they  recei--{' 
in  the  past.  With  this  change,  the  amount  i 
com,  wheat,  and  soybean  acreage  in  product! 
should  jump  by  about  10%  in  the  coming 
son,  analysts  estimate.  As  the  reforms  st  - 
at  the  end  of  '95,  they  would  have  li 
effect  on  cotton,  rice,  sugar,  pt  ai  : 
and  dairy  farmers,  who  wo. 
retain  key  subsidies. 

The  additional  land  r 
gi-ain  crops  will  be  a  mt 
est  plus  for  fertilizer  cd 
panies  such  as  iMc  d 
bal,  Freeport-McMdRi 
and  Potash.  But  u 
biggest  potential  x 
those  companies  h 
overseas.  In  China,  r 
example,  average  grn 
yields  run  about  50%  b<  h  ' 
those  of  the  U.S.  Yet  rapid  economic  gii>\i 
has  the  huge  Chinese  population  clamoring  ' 
a  better  diet.  The  simplest  way  to  boost  yie); 
more  fertilizer  The  less  developed  world  w  illf 
pouring  on  the  potash,  says  Wendell  F.  Bticc 
chief  executive  officer  of  IMC.  "There's  ni)tli; 
more  dangerous  than  hungry  people,  ^  nii- 
got  to  keep  your  population  well-fed,"  he  s;i 
Other  nations'  efforts  to  improve  fai  in 
techniques  won't  threaten  U.  S.  market  ^h; 
right  away.  Greater  use  of  fertihzer,  pestu  i 
and  hybrid  seed,  as  well  as  increased  met  li: 
zation,  could  level  the  playing  field  sonicd 
But  the  U.  S.  retains  a  big  advantage  in  k  • 
cost  production.  And  the  demand  is  huge.  C- 
na's  consumption  is  projected  to  gi'ow  even  ft- 
er  than  its  yields.  And  the  former  Sov! 
Union — a  potentially  huge  competitor — has  sr. 
its  output  crash  along  with  the  rest  of  its  ec- 
omy  over  the  past  five  yeai's,  with  no  comebUj 
in  sight.  I 

Even  if  the  U.  S.  produces  a  bumpei-  ci 
in  1996,  many  bins  will  remain  empty:  "We 
not  going  to  be  flush  with  supply  for  at  le  . 
several  gi'owing  seasons,"  predicts  Daniel  | 
Basse  of  the  AgResource  consultancy  in  Chi-j 
go.  For  the  rest  of  this  decade,  the  world  vlj 
be  depending  on  U.  S.  farmers. 

By  Greg  Bums  in  Chic( 
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BASIC  INDUSTRIES 


FOREST  PRODUCTS 


It's  a  Good  Year  to  Get  Hitched 

'96  COULD  BE  TOUGH,  SO  PAPERMAKERS  WILL  CONTINUE  TO  MERGE 


■or  a  few  crazy  months  ear'ly  in  1995,  making 
I  paper  was  akin  to  printing  money.  As  de- 
mand outran  supply,  prices  for  white  pa- 
•  took  their  most  di'amatic  leap  since  World 
ir  II.  The  jump  of  38%  per  ton  in  Dean  Wit- 
Reynolds  Inc.'s  paper  and  paperboard  com- 
;ite  index  ch'ove  up  profits  an  estimated  180% 
1995  at  the  19  largest  wood  and  paper  com- 
lies.  As  paper  executives  tell  it,  the  tempta- 
1  to  add  new  capacity  was  almost  unbearable, 
t  remembering  a  binge  that  turned  to  bust 
•lier  in  the  decade,  they  resisted.  "The  mem- 
es  are  still  fresh  of  what  it  feels  like  in  a 
vn  cycle  with  too  much  capacity,"  says  Lynn 
^haelis,  Weyerhaeuser  Co.'s  director  of  mar- 
ing  and  economic  research. 
jQod  thing.  Fearing  ever-higher  prices,  cus- 
lers  stockpiled  paper.  By  summer,  the  bloat- 
inventories  undermined  the  sky-high  prices, 
1  they  tumbled  an  average  of  11%.  Even 
hout  big  new  investments,  the  American 
'est  &  Paper  Assn.  expects  produc- 
1  capacity  for  pulp  and  paper  to  rise 
in  1996,  largely  because  of  efficien- 
improvements.  And  that  may  be 
ugh  to  push  prices  down,  says  Mer- 
Lynch  &  Co.  analyst  Sherman 
10.  Chao  predicts 
t  prices  of  pulp  and 
ler  could  decHne  as 
ch  as  19%  in  1996 
steady  volume.  This 
lis  lower  profits, 
ugh  nothing  resem- 
ig  the  industry's 
3  in  the  early  '90s. 
Vithout  any  hope 
booming  demand, 
ect  paper  and  pulp  companies  to  spend  1996 
ining  up  balance  sheets  or  plowing  ahead 
h  industiy  consohdation.  "In  our  business,  it 
lore  favorable  to  buy  assets  than  build  new 
its,"  says  John  A.  Georges,  International 
ler  Co.'s  chief  executive. 
CTION  YEAR.  Acquisitions  already  ai'e  rolling. 
iberly-Clark  Corp.  gobbled  up  Scott  Paper 
for  $9.4  billion  in  December.  Earlier  in  the 
r,  International  Paper  agreed  to  buy  Feder- 
*aper  Board  for  $3.5  biUion,  and  paid  $1.15 
on  for  a  controlling  stake  in  Carter  Holt 
•vey.  New  Zealand's  largest  timber-plantation 
ler.  Boise  Cascade  sold  its  Rainy  River  For- 
Products  unit  to  Canada's  Stone-Consoli- 
id  and  acquired  a  6.4%  interest  in  Stone. 
996,  look  for  plenty  more  deals,  as  the  pow- 
3uses  buy  shces  of  global  markets  and  ex- 
,  1  their  reach  over  raw  materials. 
lS  the  year  begins,  demand  for  white  paper 


is  lolling  at  7%  below  year-ago  levels.  Demand 
should  recover  smartly  in  1996,  especially  in 
coated  papers  used  in  glossy  advertising,  which 
should  be  bolstered  by  a  Presidential  election 
and  the  Atlanta  Olympics.  "The  coated  gi-ades 
are  holding  their  own,"  says  Paul  C.  Latta,  an 
analyst  at  Ragen  MacKenzie  in  Seattle.  News- 
print, though,  which  climbed  40%  in  price  from 
1994  to  1995,  could  be  headed  for  a  fall.  Inven- 
tories are  at  record  levels,  and  high  prices  are 
dampening  demand. 

Recycling  should  continue  to  attract  much 
of  the  growth  in  the  pulp  industries.  Mininiills, 
which  convert  old  cardboard  into  pulp,  are  pro- 
liferating as  such  companies  as  Weyerhaeuser 
and  Boise  Cascade  Corp.  expand.  Recycled  ma- 
terials should  jump  26%  in  1996,  while  produc- 
tion of  marketwood  puliD — the  product  of  vii-gin 
wood  chips — rises  just  0.3%,  according  to  the 
American  Forest  &  Paper  Assn.  The  extra  j3ulp 
will  go  into  producing  more  linerboard,  ki'aft 
paper,  and  coiTugated  pa- 
per, creating  a  plentiful 
supply  of  those  products 
and  damping  their  pric- 
es, says  Larry  Katz  of 
Pacific  Crest  Seciuities  in 
Portland,  Ore. 
HOUSEBOUND.  The  luni 
ber  industry,  meanwhile, 
is  stiTiggling  against  com- 
peting materials  and  a 
surge  of  imports.  Cana- 
dian lumber  now  ac- 
counts for  around  35%  of 
the  U.  S.  market,  up 
from  28%  in  1989.  At  the 
same  time,  gi'ovring  num- 
bers of  builders  are  substituting  steel  for  wood, 
with  steel-frame  housing  growing  from  500  to 
80,000  houses  in  the  past  four  years.  And  total 
housing  stalls  vrill  rise  only  modestly  in  1996,  to 
aromid  1.4  million.  AH  that  should  spell  a  contin- 
ued slump  in  lumber  prices. 

Meanwhile,  the  wood  industry  will  press 
ahead  with  such  promising  engineered  prod- 
ucts as  oriented  strand  board,  a  cheap  new 
kind  of  fiberboard.  By  1998,  there  should  be 
over  7  billion  feet  of  oriented  strand  board  ca- 
pacity, up  from  zero  in  1988,  estimates  L.  Pen- 
dleton Siegel,  CEO  of  Potlatch  Corp.,  based  in 
San  Francisco.  This  should  claim  fully  .50%  of 
the  fiberboard  capacity,  prompting  a  brawl. 
"There's  going  to  be  a  bloody  market  for  the 
next  two  years,"  says  Siegel.  So  don't  be  sur- 
prised to  see  a  few  of  the  losers  get  gobbled  up 
by  the  industry  giants. 

By  Seanna  Browder  in  Seattle 
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POSITIVES 

►  Demand  for  coated 
paper  used  in  advertising 
should  be  bolstered  by 
the  Presidential  election 
and  Olympic  Games. 

►  Producers  avoided 
bringing  on  fresh  capaci- 
ty when  prices  soared. 

NEGATIVES 

►  Mills  making  cheap,  new 
engineered  wood  products 
will  prompt  a  brawl  in  the 
fiberboard  market. 

►  The  lumber  industry 
faces  intense  competi- 
tion from  Canadian 
producers. 
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Want  To  Know  Where 
Brazil's  Economy  Is  Heade 
Ask  The  People  Who  Are 
Taking  It  There. 


Pedro  Malan  Ainbassadur  Dorothea  Werneck 

Minister  of  Finance  Luiz  Felipe  Lampreia  Minister  of  Industry', 

Minister  i>f  I'oreiKn  Relations        ( lonimeree  and  'Tourism 

Join  Business  Week  and  BiaziTs  business  and 
gcnernment  leaders  in  this  dynamic  face-ro-face  investment 
forum,  and  find  out  how  the  visions,  goals,  and  economic 
strategies  for  Brazil  can  affect  vour  business. 


Brazil  Today 

An  Executive  Conference 
presented  by  Business  Week 
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THE  GRAND  HYAH,  New  York,  NY 
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the  I'.S.  or  +1  (.^05)  ,s74-S.S5,S  outside  the  li.S.,  fax 
vour  response  to  (.^OS)  ,i72-.^4.Sy  or  mail  this  registra- 
tion forin  to:  Monark  Travel,  150  S.E.  2nd  Avenue, 
Suite  707,  Miami,  33131. 
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INDUSTRY    OUTLOOK  1996 


High  Technology 


SOFTWARE 

W^th  the  mai-ket  for  Web 
software  doubling  annually, 
the  big  playei-s  ai-e  racing  to 
retool  for  the  Net 
PAGE  92 


COMPUTERS 

For  veal's,  the  action  was  in 
jjersonal  comptitei-s.  Now,  the 
liottest  sector  is  sei-v^ei-s 
PAGE  94 


SEMICONDUCTORS 

A  remai-kable  fomth  yeai-  of 
20<^f-pliis  gi-owth  raises  the 
cjuestion:  Can  chipmakei-s 
tiu-n  'em  out  fast  enough? 
PAGE  95 


TELECOMMUNICATIONS 

With  deregulation,  local  and 
long-distance  caniei-s  will  go 
toe-to-toe — and  the  Baby 
Bells  will  be  even^where 
PAGE  96 

PHARMACEUTICALS 

Forget  the  dokhiims  of  the 
eaiiy  "905.  With  chugmakei-s 
flush,  the  main  challenge  may 
3e  not  getting  swallowed  up 
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SOFTWARE 


The  Web  Keeps  Spreading 

THE  NEW  MARKET  SHOULD  GROW  100%  AND  CREATE  EVEN  GREATER  OPPORTUNITIES 


PROGNOSIS  '96 


SOFTWARE  & 
DATA  PROCESSING 


PfiOOttCTIVITY 

THOUSANDS  OF  '95  DOLLARS 
PER  EMPLOYEE 
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POSITIVES 

►  Windows  95  will  spark 
demand  for  educational, 
entertainment,  and 
business  software. 

►  Businesses  are  rush- 
ing onto  the  Web, 
spawning  markets  such 
as  digital  commerce. 

NEGATIVES 

►  Diversity  in  desktop 
software  will  shrink  as 
Microsoft's  clout  grows 
and  Apple's  shrinks. 

►  Heavy  discounting  of 
software  suites — and 
growing  development 
costs — will  make  life 
harder  for  small  players. 


in>OTLfGHT 


WORLD  WIDE  WEB 
600   SOFTWARE -a 


'95_  ;96 
A  MILLIONS  OF  DOLLARS 
DATA  HAMBRECHT4QUISTINC 


Netscape  Navigator.  Java.  Yahoo.  These 
pioneeiing  products  and  sei-vices  foi'  using 
the  World  Wide  Web — and  their  cre- 
ators— stole  the  headlines  in  1995.  But 
Web  software  is  still  just  a  blip  on  the  software 
radar  screen.  In  1996,  Web-related  progi-ams — 
from  browsers  such  as  the  Navigator  to  "fii-e- 
walls"  that  protect  corporate  data — will  be 
woith  less  than  1%  of  the  $100  billion-plus  glob- 
al software  market,  says  Hambrecht  &  Quist 
Inc.  analyst  J.  Neil  Weintraut  (chart). 

What  the  numbers  don't  show,  however,  is 
the  subteiranean  shock 
wave  the  Web  has  sent 
aci'oss  the  software  in- 
dustry. Not  only  is  the 
potential  huge — with 
annual  gi'owth  of  100%, 
sales  of  Internet  pro- 
gi'ams  could  hit  $4  bil- 
lion in  2000,  Weintraut 
reckons — but  the  rush 
of  miUions  of  PC  users 
into  cyberspace  could 
change  eveiy  aspect  of 
the  software  business. 
The  race  to  cater  to 
cybernauts  has  un- 
leashed the  biggest 
epidemic  of  startup 
fever  seen  in  years. 
And  companies  such  as 
Microsoft,  IBM,  and  Or- 
acle are  now  scrambling  to  make  the  Internet 
part  of  their  core  strategies. 

Once  again,  the  software  industry  is  exuber- 
antly reinventing  itself.  Indeed,  the  Internet 
revolution  comes  as  growth  in  other  software 
categories  is  slowing.  Sales  of  mainft-ame  pro- 
gi-ams  have  been  bumping  along  at  single-digit 
growth  rates,  and  Anthony  Picardi,  a  group 
vice-president  at  International  Data  Corp.,  fig- 
ures the  .$19.3  billion  mainframe  software  mar- 
ket will  gi-ow  less  than  2%  over  the  next  four 
years,  to  $19.6  billion  in  1999. 
READY  TO  JUMP.  The  huge  market  for  personal 
computer  office  "suites" — collections  of  pro- 
grams that  include  spreadsheets,  word  process- 
ing, and  presentation  graphics  programs — is 
also  reaching  satui'ation.  But  sales  are  poised  for 
a  20%  cyclical  jump  in  1996,  as  millions  of  PC 
usere  upgi'ade  to  Windows  95,  predicts  Goldman, 
Sachs  &  Co.  analyst  Rick  G.  Sherlund.  The 
hottest  market  will  remain  software  for  so- 
called  client-server  computing — which  should 
grow  at  40%,  he  figures. 

All  told,  says  idc's  Picardi,  the  global  market 
for  packaged  software — about  75%  of  it  made  in 


America— will  gi-ow  10%.  in  1996,  to  $102  billi. 
The  number  would  be  bigger  if  not  for  ma 
frame  software,  which  makes  up  nearly  20%' 
worldwide  sales.  "Other  industries  would 
for  a  similar  gi'owth  rate,"  Picardi  says. 

And  what  about  the  new  "Webware"'?  ; 
1995,  businesses  set  up  Web  sites  like  periscop, 
to  see  what  was  going  on.  This  yeai;  as  they  t' 
with  the  idea  of  electronic  commerce  across  t' 
Net,  many  companies  will  start  using  interi 
Web  sites  as  windows  into  theii"  own  networks 
creating  "intranets."  Says  analyst  Rich  Edwai^ 
at  Robertson,  Stephe 
&  Co.  in  San  Franc 
^^mk  co:  "Every  softwa^ 
company  will  have  i 
participate." 

No  question,  i 
tranets  are  comir 
Corporate  comput- 
managers  increasing 
see  Web  pages  as 
means  to  inexpensivt 
publish  and  share  i 
formation  internal 
This  is  very  mu 
what  Lotus  Develo 
ment  Corp.  had 
mind  with  Notes, 


"groupware  progrf 
I  that  helps  teams 
employees  share  doc 
ments  or  business  a 
plications  simultaneously  over  a  network.  ( 
the  Net,  much  of  this  can  be  done  on  shar 
Web  "pages" — for  a  fraction  of  what  it  cos- 
to  buy,  install,  and  customize  Notes.  Lotus,  t 
quii'ed  by  IBM  for  $3  billion  last  summer,  is  i 
riously  rejiggering  Notes  for  the  Net. 

Meanwhile,  Web  software  startups — inclu 
ing  Netscape  Communications  Corp. — can  ca 
in.  Companies  such  as  Cambridge  (Mass.)-bas' 
VeiTneer  Technologies  Inc.  and  OpenMarket  Ii 
should  do  a  brisk  business  selling  software  th 
helps  companies  build  and  maintain  Web  site; 

The  Web  is  also  driving  demand  for  new  pj 
gramming  tools  such  as  object-oriented  so 
ware  languages.  Versant  Object  Technology 
Menlo  Park,  Calif.,  ParcPlace-Digitalk  in  Su 
nyvale,  Calif.,  and  Steven  P.  Jobs's  NexT  Coi 
puter  are  tailoring  their  progi'ams — which  1 
programmers  build  software  from  reusab 
chunks  of  code — to  run  across  the  Intern* 
The  upshot:  Sales  of  object-oriented  progi'ar 
should  double  from  this  year's  $300  million,  £ 
cording  to  IDC. 

This  explosion  of  Web  activity  has  forci 
most  software  giants  to  rethink  their  gar! 
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IS.  Microsoft  Corj).  is  building  Internet  links 
I  all  of  its  software  products,  from  office 
es  to  operating  systems,  and  the  software  gi- 

is  licensing  Sun  Microsystems  Inc.'s  Java 
jamming  language.  IBM  has  also  made  the 
imet  a  priority:  Big  Blue  has  created  an 
!met  software  unit.  Oracle  is  offering  a  fam- 
)f  Web  programs,  including  a  "browser"  and 
3  versions  of  its  database  software. 
)ne  reason  industry  executives  and  analysts 
h  over  cyberspace:  It  is  one  of  the  few  do- 
ns where  Microsoft  is  not  dominant.  A  quick 
;  at  the  packaged  software  market  explains 
'  that  matters.  Most  of  this  year's  grovrth  in 
;e  suites  will  go  directly  to  Microsoft,  which 
is  about  90%  of  the  $3  billion  market.  In 
ition,  a  large  portion  of  multimedia  cd-roms 
I  this  year  will  be  Microsoft  titles.  Gold- 
I's  Sherlund  figures  Microsoft's  net  will  hit 
:  billion  in  calendar  1996 — up  20%  over  last 
r— on  sales  of  $8.7  billion,  up  16%. 
IPED  UP.  Another  place  where  Microsoft  has 
been  able  to  dominate  is  chent-server  com- 
jig.  In  1996,  big  coi-porations  will  continue  to 
Tisize  theii'  computer  operations  ft"om  main- 
nes  to  networks  of  servers — usually  souped- 
pcs  or  Unix  workstations — and  PC  "chents." 
:he  process,  they'll  pump  billions  of  dollars 
I  client-server  databases  from  Sybase,  In- 
tiix,  and  industry  leader  Oracle,  whose  sales 

jump  40%  in  1996,  to  $4.9  billion,  predicts 
rlund. 

licrosoft  is  far  from  discouraged  in  client- 
ler  software.  A  server  version  of  Windows  NT 
eplacing  Unix  on  many  corporate  networks 
the  software  giant  expects  strong  sales  in 
B  fi'om  its  long-awaited  relational  database 
rade,  called  SQL  Server  6.0.  It  is  expected 
sell  for  a  fraction  of  the  price  of  Oracle, 
lase,  and  Informix  programs.  And,  Microsoft 
IS  to  package  SQL  Sei-ver  'Aath  other  sei-ver 


progi'ams,  such  as  systems  management  pack- 
ages, and  offer  the  bundles  at  steep  discounts. 

Mainframe  software  vendors  have  also 
hopped  on  the  client-ser-ver  bandwagon.  Take 
Computer  Associates  Inteniational  Inc.  The  Is- 
landia  (N.  Y.)  software  maker's  revenue  from 
client-server  software  grew  79%  in  the  first 
half  of  1995  from  a  year  earlier,  while  main- 
frame software  sales — still  70%  of  the  compa- 
ny— gi'ew  just  18%. 

Continued  corporate  downsizing  is  another 
boon  to  software  makers.  Having  already 
stripped  away  layers  of  middle  managers,  many 
large  companies  are  trying  to  squeeze  out  fur- 
ther efficiencies.  One  way  is  to  junk  disparate 
computer  systems  that  run  various  operating 
units.  "Integi'ated  enterprise  software,"  sup- 
plied by  the  likes  of  sap,  Baan,  and  Oracle, 
does  the  job  (box).  Another  way  to  boost  effi- 
ciency: automating  customer  support.  Newly 
public  companies  such  as  Vantive,  Clarify,  and 
Remedy  have  software  that  creates  electronic 
files,  or  "cases,"  from  each  customer  queiy  or 
complaint.  Later,  anyone  in  sales,  marketing, 
or  customer  support  can  call  up  the  entire  his- 
tory of  the  transaction.  Hambrecht  &  Quist's 
Weintraut  figures  sales  of  such  "customer  in- 
teraction systems,"  roughly  $400  million  in  1995, 
could  gi-ow  to  $3  billion  by  2000. 

Merger  mania  swept  through  software  in 
1995  and  is  likely  to  continue  in  1996.  Comput- 
er Associates  bought  Legent,  IBM  bought  Lotus 
and,  in  December,  SoftKey  International  Inc. 
pulled  off  a  hostile  deal  to  take  over  Learning 
Co.  On  Dec.  20,  Informix  Corp.  bid  for  Illustra 
Information  Technologies.  But,  with  the  Net 
spawning  new  startups  every  day,  for  every 
company  that  gets  merged  out  of  existence, 
two  new  ones  are  bound  to  appear. 

By  Neil  Gross,  with  Amy  Cortese, 
in  New  York 


■  Now,  as 
well-heeled 
corporations 
start  stitching 
the  Web  into 
their  networks, 
startups  can 
cash  in, and 
software  giants 
have  to  rethink 
their  plans 


YOUR  DATA  SHOULD  MEET  MY  DATA 


Hark  back  to  the  old  days  in  the 
computer  industry — about  two 
years  ago.  A  salesperson  at 
Digital  Equipment  Corp.  could  drill 
lown  in  a  company  database  to  fish 
5ut  technical  specs  for  a  customer. 
But  the  data  produced  might  not 
match  what  a  Digital  inventory 
manager  kept  separately  on  her 
desktop  computer,  resulting  in 
annoying  delays  while  users  cross- 
checked their  information. 

That's  why  Digital  and  dozens  of 
other  companies  are  hot  on  so-called 
"integrated  enterprise  software."  The 
idea  is  to  junk  all  the  old  "legacy" 
systems  that  separately  handle  a 
large  company's  customer  orders,  in- 
ventory, shipping,  and  logistical  infor- 
mation, and  replace  them  with  a  sin- 
gle set  of  programs  to  run  the 


company.  That  way,  all  the  data  look 
the  same,  regardless  of  who's  tapping 
in  or  where  they  work. 

Large  multinationals  already  have 
installed  bilhons  of  dollars'  worth  of 
these  systems.  This  has  flooded  the 
coffers  of  industry  leaders  SAP  in 
Gemiany  and  Baan  in  Holland. 
Americans  missed  the  fii'st  wave,  but 
now  Oracle  Corp.,  Microsoft  Corp., 
and  others  are  plunging  in.  The  sec- 
tor is  poised  to  gi-ow  14%  worldwide, 
to  $11.1  billion  in  1996,  according  to 
International  Data  Corp. 

The  market  for  related  services  is 
a  gold  mine,  too.  Deloitte  &  Touche's 
consulting  arm  rakes  in  $200  million 
a  year  advising  sap  customers.  It's 
"a  phenomenal  success,"  says  Darvis 
Cormier,  a  d&t  international  director. 

Such  services  don't  come  cheap:  A 


switchover  can  cost  a  large  manufac- 
turer $100  million,  making  it  "the 
most  expensive  systems  decision  a 
company  has  ever  made,"  says  Dick 
J.  Fishburn,  chief  information  officer 
of  Digital,  which  is  installing  sap 
software. 

And  if  your  company  buys  such  a 
system,  your  integi'ation  problems 
aren't  instantly  solved,  warns  Vinnie 
Mirchandani,  an  analyst  with  Gartner 
Group,  based  in  Stamford,  Conn.  He 
calls  enterprise  systems  "a  40%  solu- 
tion masquerading  as  a  100%  solu- 
tion." Still,  a  40%  solution  is  better 
than  none.  And  that  should  put  plen- 
ty of  wind  underneath  the  wings  of 
software  and  sei"vices  companies  in 
this  hot  niche. 

By  Neil  Gross  in  New  York,  with 
Gail  Edmondsoti  in  Paris 
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This  Year,  Servers  Will  Be  King 

PCs  ARE  EVERYWHERE.  NOW  THE  SPOTLIGHT  IS  ON  MACHINES  THAT  CAN  LINK  THEM 
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POSITIVES 

►  As  computers  get 
cheaper,  they  will 
become  even  more 
central  to  the  economy. 

►  Electronic  commerce  is 
fueling  demand  for  high- 
capacity  Web  servers. 

NEGATIVES 

►  Standardized  parts 
and  designs  w/ill  gnaw 
at  the  profitability  of 
midrange  and  large 
computers. 

►  Personal-computer 
makers  will  feel  more 
pressure  from  Intel's 
gradual  entry  into  PC 
manufacturing. 


SPOTLIGHT 


PERSONAL  COMPUTERS 

25- 
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A  MILLIONS  -LSI- 
DATA:  DATAQUEST  INC, 


For  more  than  a  decade  now,  the  computer 
industry  has  been  driven  by  a  vision  of  giv- 
ing everyone  his  or  her  own  computer. 
Large  organizations  have  nished  to  put  a  PC 
onto  eveiy  desktop  and  stopped  expanding  then- 
budgets  for  mainframes.  Engineers  switched  in 
droves  fi'om  sharing  minicomputers  to  nmning 
their  own  workstations.  Famihes  have  scooped 
up  millions  of  PCs,  too,  for  use  in  home  offices 
and  to  entertain  the  kids. 

Now,  with  personal  computers  seemingly 
everywhere,  the  spotlight  is  shifting  back  to 
larger  computers — the  kind  that  can  do  work 
for  many  different  people  at  once.  Collectively 
known  as  network  servers — everything  from 
souped-up  PCS  selling  for  $10,000  to  main- 
frames and  supercomputer-class  systems  cost- 
ing millions — big  iron  will  be  in  for  the  most 
technical  change  and  competitive  action  during 
1996  and  the  following  few  years.  "Servers 
are  regaining  their  place  as  the  fulcrum  of 
business  computing,"  says  Gregory  Garry,  an- 
alyst at  Dataquest  Inc.  "They're  the  center- 
piece of  the  network." 

Servers  also  remain  the  sweet  spot  of  the 
computer  market,  offering  gross  margins  of  30% 
to  50%,  vs.  the  15%'  or  less  seen  in  pes.  "Serv- 
ers are  clearly  the  healthi- 
est seginent  of  the  comput- 
er industry,"  says  Laura 
Conigliaro,  computer  ana- 
lyst at  PiTidential  Seciuities 
Inc.  In  corporations,  small 
sei-vers  store  files  and  move 
E-mail  for  departments.  Gi- 
ant servers  can  act  as  data 
wai'ehouses — massive  librar- 
ies of  detailed  pi'oduct, 
sales,  and  financial  inform;i- 
tion  gathered  from  across 
an  organization's  many  oth- 
er computers.  The  World 
Wide  Web,  with  close  to 
100,000  ser-vers  in  place  and 
hundreds  more  being  attached  every  week,  i.- 
also  a  major  contributor  to  sei-ver  demand. 
PRICE-CUTTING.  All  told,  International  Data 
Corp.  (IDC)  estimates  that  shipments  of  sei-vers 
based  on  PCs — machines  using  Intel  chips  or 
souped-up  versions  of  Apple's  Macintosh — 'will 
gi-ow  85%.,  to  1.05  million  units,  fi-om  777,000  in 
1995.  Shipments  of  server's  based  on  proprietaiy 
hardwai'e  designs,  fi'om  companies  such  as  Hew- 
lett-Packard Co.  and  Sun  Microsystems  Inc., 
will  increase  about  15%  in  1996. 

At  the  same  time,  pc  sales  will  remain 
strong.  Datacjuest  estimates  that  U.  S.  consump- 
tion of  PCs  in  1996  will  hit  25.6  milHon  units,  up 


16%  fi'om  1995  (chart).  Worldwide  consump 
will  grow  by  19%,  to  68.7  million  units.  Pi|i 
cutting  will  stunt  gi'owth  in  dollar  terms:  ■ 
reckons  total  U.S.  spending  on  PCs  will  1)( 
only  12.6%.  over  1995. 

The  news  in  other  categories  is  mixed.  W  h 
station  shipments  are  projected  to  gi'ow  I  - 
847,000  units  in  1995  to  982,500  units  ir,  1 
Sales  of  IBM-compatible  mainfi-ames  will  fall.  1 
$7.5  billion  in  1995  to  $7.1  billion  in  1996,  a.s  a 
of  cheaper  machines  based  on  microprocf  -:' 
gi'ows  more  popular. 

THE  PREFAB  FOUR.  Although  booming,  thv 
er  market  may  be  in  for  some  janing  chai 
in  1996,  thanks  to  Intel  Corp.  Along  with 
new  top-of-the-line  P6,  or  Pentium  Pro,  mi 
processor,  Intel  has  launched  a  complete  : 
cuit  board  containing  four  P6  chips.  This 
P6  board  is  designed  specifically  as  a  buili  i 
block  for  low-cost  sei"vers.  Like  the  prefalu  i 
ed  motherboai'ds  fi'om  Intel  that  helped  relal ' 
ly  small  Packard  Bell  and  Gateway  2000  I , 
IBM  and  Compaq  to  market  with  the  fii-st  ] 
tium-based  PCs,  the  Quad  P6  board  could 
lots  of  new  players  into  the  server  busii . 
overnight  and  change  the  market's  econnn 
Bottom  line:  Margins  will  begin  to  rescii; 

those  of  the  cookie-t  iit 
desktop-PC  market. 

Intel's  Quad  P6  \v( 
just  affect  the  low  vv\i 
the  server  business.  <  1 1 
l.)anies   such  as  Se(|u 
Computer,  Chen  Sy.-tc 
and  Data  General  ]jlaii 
gang  as  many  as  a  dozeui 
the  boai'ds  together  to  j> 
duce  systems  that  can  (fr 
pei'form  traditional  m;v 
frame    computers   for  a 
fraction  of  the  cost.  Paiv 
Webber  Inc.  computer  al- 
ly st  Stephen  K.  Smith  ;■ 
ures  that  P6-based  seiT'S 
\\  ill  sell  lur  less  than  half  the  piiee  of  pi'oir" 
tary  servers  at  the  same  performance  le'i 
It's  "one  of  the  most  significant  hardwaiv  de  • 
opments  to  impact  the  computer  industry  si  - 
Compaq  cloned  the  IBM  PC,"  he  says. 

Luckily  for  HP,  Sun,  and  other  compars 
making  non-Intel-based  sei"vers.  Quad  P(i-lia 
machines  won't  start  shipping  in  volume  iii 
late  1996,  and  there  will  be  a  lag  before  sc 
ware  can  be  readied  to  take  advantagef 
them.  But  the  warning  shots  have  been  fi:J 
for  another  major  battle  in  an  industry  1 1 
seems  to  thrive  on  turmoil. 

By  John  W.  Verity  in  New  Yn 
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Silicon  Goes  from  Peak  to  Peak 

IN  A  BOOM  THAT  COULD  LAST  A  DECADE,  TURNING  OUT  ENOUGH  CHIPS  IS  THE  BIG  PROBLEM 


or  the  companies  that  plant  those  teensy 
transistors  on  the  silicon  chips  from  which 
personal  computers  and  other  electronic 
?ets  sprout,  1996  shapes  up  as  the  fourth 
ecutive  year  of  20%-plus  gi-owth — 26%,  ac- 
ling  to  the  Semiconductor  Industry  Assn. 
t's  remarkable.  Chipmaking  has  long  gy- 
:d  through  boom-and-bust  cycles  every 
e  years  or  so.  And  while  growth  in  1996 
't  match  1995's  spectacular  40%  sales  jump, 
ysts  still  look  for  chipmakers  to  post  per- 
•e  earnings  gains  aver- 
g  29%. 

he  outlook  is  for  steady 
vth  until  2000,  and  per- 
!  beyond.  "There's  go- 
to be  a  black  hole  for 
puting  power  for  at 
t  a  decade,"  says  Gor- 
A.  Campbell,  chau'man 
;artup  3Dfx  Interactive 
,  which  makes  chips 
accelerate  onscreen 
ihics  for  multimedia  PCs. 

optimism  isn't  limited 
Silicon  Valley  entrepre- 
rs.  Vladi  Catto,  chief 
lomist  at  Texas  Instioi- 
ts  Inc.,  says  the  industry  might  expand  by 

a  year  for  the  next  two  decades.  By  corn- 
son,  since  Ti  made  the  world's  first  mi- 
hip  36  years  ago,  the  industry  has  aver- 
1  15%-  annual  gains. 

THE  ROLLER  COASTER?  To  be  sure,  not 
•y  sector  is  booming.  The  gi'owth  rate  for 
imedia  PCs  seems  to  be  slowing,  for  exam- 
No  matter.  Most  chipmakers  won't  be  able 
atisfy  demand  anyhow  unless  the  whole  PC 
ness  falters.  "The  rate  at  which  semicon- 
ors  are  going  into  [a  widening  profusion  of 
lucts]  has  just  skyi'ocketed,"  says  G.  Dan 
cheson,  president  of  chip  watcher  VLSi  Re- 
'ch  Inc.  This  ever-expanding  base  of  cus- 
ers  means  producers  are  becoming  less  vul- 
ible  to  a  hiccup  in  any  one  market,  adds 
i-Philippe  Dauvin,  chief  economist  at  Eu- 
^an  chipmaker  SGS-Thomson  Microelectronics, 
t's  a  key  reason  why  the  industry  believes 
•oiler-coaster  cycles  are  a  thing  of  the  past, 
'e  chipmakers  can't  escape  broad  economic 
igs,  these  ups  and  downs  will  be  a  meny- 
ound  ride  by  comparison, 
ecause  PCs  remain  the  main  engine  boosting 
on's  rocket  for  now,  the  immediate  benefi- 
ies  will  be  the  makers  of  dynamic  random- 
•ss  memory  (dram)  chips  and,  of  com-se,  In- 
I!orp.  New  PCs  gobble  two  to  foui'  times  as 
h  memory  as  older  models,  so  dram  ship- 


ments could  soar  40%  this  year.  As  for  Intel, 
look  for  the  microprocessor  king  to  sell  25% 
more  "brain"  chips  this  year  than  in  1995. 

Despite  fatter  sales,  Intel  cautions  that  its 
incredible  55%-  gi-oss  mai-gins  could  shinnk,  be- 
cause of  its  rapidly  gi-owing  business  in  PC  moth- 
erboards and  plug-in  boards.  On  the  other  hand, 
some  analysts  say  Intel's  profits  could  actually 
improve.  Its  chip  sales  are  shifting  di-amatically 
from  486  microprocessors  to  higher-priced  Pen- 
tium models  (chart),  and  Intel  may  pare  prices 
less  aggi'essively.  That's  be- 
cause up-and-coming  micro- 
processor rivals  such  as 
Cyiix  and  NexGen — soon  to 
become  a  division  of  Ad- 
vanced Micro  Devices — 
aren't  cranking  out  enough 
chips  to  cramp  Intel's  style. 
Advanced  Micro  Devices 
Inc.  recently  said  its  fourth- 
quarter  profits  would  fall 
short  because  it  isn't  grab- 
bing as  much  486  business 
from  Intel  as  it  hoped. 

NexGen  Inc.  and  Cyi"ix 
Corp.  are  hardly  the  only 
companies  facing  a  capacity 
scjueeze.  In  fact,  lack  of  capacity  will  rob  the 
chip  industry  of  several  percentage  points  of  po- 
tential gi'owth  this  year.  "Everybody's  straining 
just  to  get  enough  fabs  out,"  says  Ray  Stata, 
chairman  of  Analog  Devices  Inc.  "Fab"  is  chip- 
speak  for  wafer-fabrication  plant,  the  squeaky- 
clean  factories  that  make  semiconductors. 

Scarce  capacity  means  continuing  pain  for 
the  fabless  companies  that  often  design  the 
industry's  leapfrog  chips.  To  guarantee  pro- 
duction of  their  next  wonder  circuits,  several 
fabless  companies  are  buying  into  chip  pro- 
ducers. Cirrus  Logic  Inc.,  the  biggest  fabless 
company,  plans  to  spend  $2  billion  over  the 
next  five  years.  Part  of  the  money  will  go  for  a 
15%  stake  in  United  Silicon,  a  new  chip  facto- 
ry in  Taiwan. 

Wafer  fabs  now  cost  as  much  as  $1.3  billion 
each,  and  the  industry  will  need  to  pour  the 
foundation  for  a  new  one  every  week,  figures 
Ti's  Catto,  if  chips  are  to  reach  the  $331  billion 
level  pr-edicted  for  2000  by  market  researcher 
Dataquest  Inc.  However-,  until  investor-s  share 
the  industry's  newfound  confidence  that  chips 
have  outgr-own  their-  boom-and-bust  days,  the 
stock  mar-ket  could  gum  up  Dataquest's  long- 
r-ange  timetable.  Absent  that,  the  silicon  hor-izon 
has  a  br-ight  golden  glow. 

By  Robert  D.  Hof  in  San  Francisco  and  Otis 
Port  in  New  York 
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POSITIVES 

►  PCs  continue  to  boom, 
driving  sales  of  memory 
chips  and  Intel's  Pen- 
tium microprocessors. 

►  Use  of  chips  in  a  grow- 
ing variety  of  products 
will  smooth  the  tradition- 
al boom-and-bust  cycles. 

NEGATIVES 

►  Capacity  shortages 
could  hurt  producers  of 
memory  chips  and  chip- 
makers  that  contract  out. 

►  Investor  jitters  about 
possible  market  slow- 
downs could  sink  stocks 
and  limit  chipmakers' 
investing  in  new  plants. 


SPOTLIGHT 


MICROPROCESSORS 


SALES  BY  INTEL  AND 
MAKERS  OF  COMPATIBLE  , 
45  CHIPS  ■ 
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A  MILLIONS  OF  UNITS  -EST- 
DATA:  INTERNATIONAL  DATA  CORR, 
SEMICO  RESEARCH  CORR 
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HIGH  TECHNOLOGY 


TELECOMMUNICATIONS 


■A 


The  Not-So-Calm  Before  the  Storm 

ALL  HELL  WILL  BREAK  LOOSE  WHEN  DEREGULATION  HITS.  FOR  NOW,  BUSINESS  IS  STRONG 


PROGNOSIS  '96 


TELECOMMUNICATIONS 

INCLUDES  CABLES  OTHER 
COMMUNICATIONS  SERVICES 


OUTPUT 

BILLIONS  OF 
'95  DOLLARS 


EMPLOYMENT 

MILLIONS  OF  WORKERS 


PRODUCTIVITY 

THOUSANDS  OF '96  DOLLARS 
PER  EMPLOYEE 


I 


'96 


-EST- 
DATA  DRI/M.GRAW-HILL 

POSITIVES 

►  Deregulation  will 
unleash  a  wave  of  invest- 
ment and  creativity. 

►  Demand  is  booming. 
Long-distance  usage 
keeps  rising,  and  house- 
holds are  adding  second 
lines  in  record  numbers. 

NEGATIVES 

►  While  deregulation  is  in 
sight,  state  and  federal 
agencies  must  work  out 
hundreds  of  details  first. 

►  Carriers  will  have  to 
spend  billions  of  dollars 
to  get  into  one  another's 
markets. 


SPOTLIGHT 


LONG  DISTANCE 


'91  92  '93  '94 
A  BILLIONS  OF  DOLLARS 

DATA:  FCC.  J  P  MORGAN 
SECURITIES  INC  ESTIMATES 


ESI- 


The  telecommunications  industry  is  setting 
off  on  a  gi-eat  adventiu-e  in  1996:  The  forces 
of  competition  are  being  unleashed  in  all 
parts  of  the  business  for  the  first  time.  How- 
ever, most  of  the  year  will  be  a  profit-boosting 
calm  before  the  storm — "the  last  good  year  be- 
fore competition  starts  in  earnest,"  says  Simon 
W.  Flannery,  an  analyst  at  J.  P.  Morgan  Secu- 
rities Inc.  "The  cable  companies  rolling  out 
telephones,  the  Bells  getting  into  cable,  PCS 
[wireless]  systems  being  switched  on — all  the 
things  we're  just  guessing  at  at  the  moment 
will  start  coming  into  focus  in  '96." 

Congi'ess  had  tried  for  two  decades  to  pass 
legislation  that  would  overhaul  the  1934  rales 
i-egulating  telecommunica- 
tions. Finally,  at  the  tail 
end  of  1995,  Congi-ess  was 
able  to  write  a  sweeping 
telecom-deregulation  bill 
that  allows  long-distance 
carriers,  local  phone  com- 
panies, and  cable-TV  oper- 
ators to  enter  one  anoth- 
er's markets.  And  even 
without  Congress,  about 
half  the  states  are  ft-eeing 
up  local  phone  markets. 
By  next  January,  competi- 
tion should  be  busting  out 
all  over. 

The  telecom  legislation 
allows  long-distance  and  cable-TV  operators 
into  the  local  phone  market  immediately.  Local 
monopoUes  can  offei'  long  distance  and  cable  TV 
outside  their  regions  at  once,  and  in-region  as 
soon  as  competition  is  established.  If  there  are 
no  hitches,  Bell  Atlantic  Corp.  Vice-Chairman 
James  G.  Cullen  predicts  that  consumers  in 
some  parts  of  the  country  will  be  able  to 
choose  a  local  phone  company  by  the  end 
of  199(i. 

GRAB  A  PARTNER.  As  all  the  industry's  players 
scramble  to  ready  themselves  for  this  brave 
new  world,  expect  to  see  a  flurry  of  alliances, 
partnerships,  and  outright  acquisitions.  Bell 
Atlantic  Corp.  and  Nynex  Corp.,  which  have 
teamed  up  in  three  wireless  and  entertainment 
partnerships  already,  are  likely  to  offer  long- 
distance together  as  well.  Analysts  say  other 
such  paiiings  are  probable.  Ancl  look  for  buy- 
outs of  small  long-distance  and  alternative-ac- 
cess companies  such  as  WorldCom  and  MFS 
Communications. 

In  the  meantime,  business  is  booming.  De- 
mand for  Internet  access,  the  growth  of 
telecommuting,  the  huge  popularity  of  cellular 
phones,  and  a  surge  in  data  transmission  all 


make  telephony  a  gi'owth  business.  LongfiJ 
tance  calling  traffic  accelerated  by  8%  in  pj 
and  is  expected  to  gi-ow  another  8%  this 
Local  phone  companies  should  add  access 
at  a  i-ate  of  3%  this  year,  compared  with  1 
2%  earlier  in  the  decade. 

The  result:  Phone  companies  are  bringir 
money  like  never  before.  Steven  R.  Yan 
Oppenheimer  &  Co.  expects  revenues  f'ui 
three  biggest  long-distance  caniers — ATi  'i 
Communications,  and  Sprint — to  gi-ow  by  : 
in  1996,  to  $118  bilhon,  while  the  seven  h 
Bells  should  see  3.2%  growth  in  revenue 
$96  billion. 

Once  competition  starts,  price  wars  , 
bi-eak  out  and  margi  n  - 
be  under  pressure  I 
the  phone  companit  -  1 
to  start  getting  ready 
competition  now,  an  e.\ 
sive    task.  Market 
searcher  Forreste!' 
search  Inc.  in  Camln  i 
.Mass.,  predicts  that  tin 
local  and  long-distance  : 
I'iers  will  need  to  s|  ■ 
$30  billion  over  the  r 
three  years  to  ban! 
their  competitive  str 
gies.  J.  P.  Morgan  estim  ' 
that  capital  spending  i.-' 
pected  to  increase  to 
per  phone  line,  from  $120  per  line  in  I!)!*") 
The  local  phone  monopolies  in  particular  1 1 
develop  a  competitive  mindset.  "They  vt  [ 
need  to  get  much  more  focused  on  cusloe 
sei-vice,"  says  Lany  R.  Levitan,  managing  ]A 
ner  for  Andersen  Consulting's  communic;it  i 
gi'oup.  For  proof,  just  look  at  a  new  stu(l\  I 
Deloitte  &  Touche:  Nearly  40%  of  coi'ihii 
telecom  managers  say  they  would  be  likel ; 
switch  from  their  traditional  local-serci 
pi'ovider  if  given  a  choice  of  comparable  (Hi; 
That's  why  industry  analysts  think  phoiii'  i 
panies  with  large  rural  territories  and  few  .' 
porate  customers,  such  as  SBC  Communicata 
Inc.  and  LI  S  West  Inc.,  are  best  positioned:! 
the  deregulated  world,  since  they  are  tlie  |.^ 
likely  to  face  competition. 

With  the  Bells  freed  to  enter  new  marlCi 
such  as  long  distance  and  cable,  deregula  H 
should  be  a  "win-win"  for  everyone  in  the  lif 
run,  says  Yanis.  "I  truly  believe  that  comj;: 
tion  will  increase  the  size  of  the  whole  mar  t 
This  will  not  be  a  zero-sum  game.  It's  a  pi 
tive-sum  game."  And  the  starting  gim  is  atil 
to  go  off. 

By  Catherine  Anist  in  Neir  )  ' 
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Toshiba  Multimedia 


This  new 

technology  applies 
to  a  home  entertainment 

product  as  well  as  a 

computer  storage 
device. 


shown  here.  Actual  product  available  second  half  of  1996.  TIMM  mu 


s  currently  available. 


The  future.  It's  not  about  fear. 


DVD  technology  will  create  interactive  programming  for  business, 


It  will  be  about  a  rebirth  of  ideas  and  information. 


education  and  entertainment,  allowing  for  about  seven  times  more  data  on 

Immediate.  Faster.  And  in  a  smaller  package. 

one  side  than  your  present  CD  or  CD-ROM.  Toshiba,  a  leader  in  DVD  technology, 

Digital  compression  will  be  the  new  globalspeak. 

has  defined  the  future.  Prepare  for  the  highest-quality,  uninterrupted, 

And  like  a  child  in  the  back  seat,  you  keep  asking,  Are  we  there  yet? 

real-time  full-motion  video  experience.  Silicon  Valley  and  Hollywood,  here  we  come. 


In  Touch  with  Tomorrow 

TOSHIBA 

http://vwvw.toshiba.com 


HIGH  TECHNOLOGY 


PHARMACEUTICALS 


Robust  and  Ready  to  Brawl 

DRUGMAKERS  ARE  FLUSH,  SO  MORE  MERGERS— EVEN  HOSTiLE  OMES— MAY  BE  ON  THE  HORiZOI| 


With  stock  pnces  setting  records  and  earn- 
ings climbing  at  double-digit  rates  again, 
pharmaceutical  executives  are  heading 
for  maybe  their  best  year  since  the  roaring 
'80s.  More  unit  sales,  more  freedom  to  raise 
pnces,  and  savings  fi'om  restructurings  are  hy- 
percharging  gi'owth.  "We're  not  in  the  doldixims 
of  the  early  '90s  anymore,"  says  Robert  L.  An- 
drevi's,  a  Deloitte  &  Touche  managing  director 
Heavy  margin  pressui-e,  shal^)  staff  cuts,  and 
deep  discounting  are  fading  as  fast  as  memories 
of  President  Clinton's  election-year  attacks  on 
dnigmaker  price-gouging.  For  10  leading  U.  S. 
and  Eiu'opean  diiigmakers,  net  income  this  year 
may  rise  as  much  as  12%,  to  $18.6  billion,  while 
sales  cHmb  8%,  to  $106.2  billion,  estimates 
Cowen  &  Co.  analyst  Stephen  Scala.  The  health- 


iest  companies  could  repeat 
1995's  20%  earnings  gains. 

Yet  execs  can't  afford  to 
be  complacent.  Merger.^ 
have  reshaped  the  industry, 
and  more  may  be  on  the 
way.  The  biggest  companies 
gain  an  edge  in  funding  re- 
search and  development, 
bargaining  with  managed- 
care  buyers,  and  competing 
globally.  By  mid-December, 
the  industry  had  tallied 
$41.2  billion  in  deals,  up 
fi-om  1994's  record  $36.1  bil- 
Hon,  according  to  Wind- 
hover's directory,  1995 
Health  Care  Strategist. 

TWISTED  ARMS.  Foreign  buyers  set  the  pace 
in  1995,  led  by  (  jlaxo  Holdings'  record-breaking 
$14  billion  purchase  of  Burroughs  Wellcome, 
Hoech.st's  $7.1  billion  acquisition  of  Maiion  Mei-- 
I'ell  Dow,  and  the  stock-for-stock  merger  of  Ui> 
john  and  Pharmacia,  valued  at  $7  billion.  Hostile 
deals,  such  as  Johnson  &  Johnson's  $1.8  billion 
takeover'  of  Cordis,  a  maker  of  cardiology  de- 
vices, could  bring  an  unwilling  partner'  or-  two  to 
the  altar  this  year*.  Says  Br-own  Br-other-s  Har-- 
riman  &  Co.  analyst  Neil  B.  Sweig:  "The  white 
gloves  ar'e  off." 

Who's  next?  Industry  titans  Bristol-Myers 
Squibb  Co.  and  Eli  Lilly  &  Co.  figure  pr'omi- 
nently  in  Wall  Street  sjjeculation  as  potential  ac- 
quir-ers  of  the  midsize  likes  of  Monsanto  Co.'s 
Searle  &  Co.  unit  or  perennial  merger  target 
Warner-Lamber-t  Co.  Well-heeled  Swiss  drug- 
maker-s  Ciba-Geigy  Ltd.  and  Sandoz  Ltd.  also 
make  likely  buyer  lists.  Japanese  drugmakers, 
whose  stockholder's  are  wrestling  with  tough 
times  geni^r-ally,  could  be  alluiing  to  global  buyer's. 

Acquisitions  aren't  always  the  right  tonic. 


Merck,  SmithKline  Beecham,  and  Lilly  are  still 
chasing  a  payoff  from  pharmacy-benefit  man- 
ager's, the  distribution  operations  for'  which  they 
together'  have  paid  $13  billion  since  1993.  At  the 
same  time,  Rite  Aid  Corp.  and  other  drugstore 
chains  ai'e  building  competing  units.  After 
shelling  out  $6.6  billion  in  1993  for  Medco  Con- 
tainment Services  Inc.,  a  big  benefit  manager, 
Merck  &  Co.  has  turned  cool  toward  all  kinds  of 
mer'gei's.  Says  ceo  Raymond  V.  Gilmartin:  "Ma- 
jor acquisitions  would  be  a  diversion  for  us." 
STICKER  SHOCK.  Acquisition  fever  may  be  tem- 
per'ed,  too,  by  slightly  more  pricing  fr-eedom. 
"Companies  ar-e  less  inclined  to  give  discounts 
and  r'educe  prices,"  says  Wayne  P.  Yetter,  chief 
executive  of  Astra  Merck  Inc.  Indeed,  some 
prices — chiefly  to  retail  drugstore  buyers 
not  covered  by  insurance 
plans — have  been  climbing 
faster  than  inflation. 

The  industry's  financial 
health  conceals  a  shortfall 
of  novel  blockbuster's.  While 
drugmaker's  squeeze  ever 
more  sales  out  of  big  pro- 
ducers such  as  cholester'ol- 
fighters  and  antidepres- 
sants, few  have  offered 
truly  new  potential  $1  bil- 
lion sellers  recently.  One 
likely  exception:  the  osteo- 
))orosis  treatment  Fosamax, 
a  dr'ug  fr-om  Italy's  Istituto 
Gentili  being  marketed  by 
Merck  in  the  U.  S.  Another  potential  big  winner- 
is  J&j's  Risperdal,  a  schizophr-enia  tr'eatment. 

Drugmakers  ar'en't  helping  their  cause  by 
limiting  r&d.  The  Pharmaceutical  Research  & 
Manufacturers  of  Aiuerica  says  the  8%.  gi'owt-h 
in  industry  R&D  spending  in  1995  was  the  lowest 
in  mor'e  than  two  decades.  "I  worry  that  by 
r-educing  the  rate  of  increase  in  research,  we  are 
going  to  reduce  the  oppor'tunities"  for  new 
dr-ugs,  says  Schering-Plough  ceo  Richar'd  J.  Ko- 
gan.  He  says  his  company  will  outpace  its  peers 
in  1996,  boosting  its  $650  miUion  in  R&i)  spend- 
ing by  mor'e  than  10%-. 

R&D  cannot  be  neglected.  Pfizer  Inc.  cr-edits 
new  dr'ugs  for  boosting  its  net  income  an  esti- 
mated 20%  last  year,  to  about  $1.6  billion,  on  a 
23%  rise  in  sales,  to  $10.2  billion.  This  year,  an- 
alysts expect  Pfizer  to  nearly  match  that 
gi'owth.  Luckily  for  Pfizer's  competitors,  this 
won't  be  the  year  they'll  have  to  pay  for 
underinvestment.  There's  enough  right  with 
the  dr'ug  business  that  ther-e  will  be  plenty  of 
gains  to  go  ar'ound. 

By  Joseph  Weber  in  Philadelphia 


PROGNOSIS  '96 


PHARMACEUTICAL 


PRODUCTIVITY 

THOUSANDS  OF  '95  DOLLARS 
PER  EMPLOYEE 


-ESI 

DATA  DRI/McGRAW-HILL 

POSITIVES 

►  More  providers  are  u 
ing  medicine  instead  c 
surgery  or  psychothera 

►  Pressure  against  pric 
hikes  is  easing,  helpin 
broaden  profit  margins 

►  Wider  uses  are  beinj 
found  for  big  sellers  si 
as  cholesterol-reducer; 

NEGATIVES 

►  With  few  new  block- 
busters, drugmakers 
will  battle  to  sell  more 
of  what's  already  in  th 
medicine  cabinet. 

►  Merging  companies 
jeopardizing  their  futu 
by  cutting  R&D. 


DRUG  PROFITS 

AVERAGE  NET  MARGII 
FOR  10  LEAOINI 
■  ORUGMAKER! 


Ql— I  1  1  1- 

•91  '92  '93  '94  '95 
A  PERCENT 

DATA:  COWEN  4  CO, 
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INDUSTRY    OUTLOOK  1996 


Services 


MEDIA  /ENTERTAINMENT 

The  buying  frenzy  isn't  over 
yet — and  here  comes  telecom 
deregulation,  hiu-Ung  hungi-y 
new  players  into  the  ai'ena 
PAGE  100 

HEALTH  CARE 

Despite  the  apparent  stability, 
the  industiy  is  still  unwieldy, 
fragmented,  and  ripe  for  a 
restnictming 
PAGE  102 

RETAILING 

Not  much  relief  for  appai'el 
chains  or  discounters.  But 
sales  may  pick  up  for  catalogs 
and  depaitment  stores 
PAGE  103 

TRANSPORTATION 

The  woret  is  over  for  airlines, 
and  raib'oads  ai-e  steaming 
along.  For  tinickers,  gathering 
speed  won't  be  such  a  snap 
PAGE  104 

FOOD 

Consumers  want  it  quick  and 
easy,  filling  up  family  eateries 
and  heating  up  the  market 
for  convenience  foods 
PAGE  105 

UTILITIES 

High-cost  power  plants  have 
long  dreaded  deregulation, 
and  this  is  the  year  their 
woi-st  fears  may  be  realized 
PAGE  106 

BUSINESS  SERVICES 

Around  the  globe,  there's  a 
coriDorate  cry  for  outside  help 
— and  firms  will  be  working 
overtime  to  fill  the  need 
PAGE  107 


ILLUSTRATIONS  BY 
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SERVICES 


MEDIA/ENTERTAINMENT 


The  Media  Circus  Is  Still  in  Town 

THRILLS  AND  CHILLS  AS  GLOBAL  DEMAND  KEEPS  THE  BUYING  FRENZY  GOING 


PROGNOSIS  '96 


MEDIA/ 
ENTERTAINMENT 

INCLUDES  NEWSPAPERS,  MAGAZINES, 
BOOKS,  BROADCASTING, 
.MOVIES 


DATA  DRI/MfGRAW-HILL 

POSITIVES 

►  The  Olympics,  the 
election,  and  a  revived 
economy  should  increase 
TV  ad  revenue  by  about 
8%. 

►  Telecom  deregulation 
will  spur  a  burst  of 
investment  by  phone 
companies  in  cable  TV. 

►  Foreign  demand  for 
U.S.  entertainment 
remains  strong. 

NEGATIVES 

►  Technology  disappoint- 
ments will  slow  adoption 
of  interactive  TV. 

►  Smaller  players  may  be 
shunted  aside. 


SPidTLIGHT 


MEDIA  SPENDING 


'91  '92  '93  '94  '95  '96 
A  DOLLARS 

DATA  VERONIS,  SUHLER  «  ASSOCIATES 


It  has  been  more  than  a  decade  since  televi- 
sion host  Monty  Hall  looked  behind  that  cur- 
tain for  the  last  time.  But  in  the  frenzied 
media  world,  every  day  seems  to  be  a  rerun  of 
Lets  Make  a  Deal.  Walt  Disney  Co.  plunked 
down  $19  billion  in  stock  and  cash  to  buy  Cap- 
ital Cities/ABC  Inc.  Westinghouse  Electric  Corp. 
bought  CBS  Inc.  News  Corp.  Chaimnan  Rupert 
Murdoch  jumped  on  the  Internet,  launched  a 
sports  channel  to  rival  ESPN,  and  then 
made  plans  to  beam  TV  signals  to  Latin 
America.  And  in  cable?  Last  year,  a 
staggering  $25  billion  in  deals  were  V 
stiojck,  as  nearly  one  in  five  subscribers 
saw  theu-  cable  companies  change  hands. 

In  1996,  the  media  dealmaking  won't  be 
confined  to  the  TV  and  movie  businesses. 
USA  Today  publisher  Gannett  Co.  is  still  on 
the  prowl  after  completing  its  $L7  bil- 
lion purchase  of  Multimedia  Inc.  Other 
publishing  deals  may  be  in  the  offing. 
Spurring  on  the  activity  is  an  unquench- 
able worldvdde  thirst  for  American-made 
movies  and  TV  programs — and  a  sur- 
prising rebound  in  Amei'icans'  appetite 
for  the  printed  word. 

Programming  and  distribution  en- 
tities will  keep  getting  married  in 
1996 — progTammers  to  ensure  an  out- 
let for  their  works,  distributors  to  fill 
their  pipelines.  General  Electric  Co. 
is  likely  to  go  shopping  for  part- 
ners again  this  year,  after  failing 
in  1995  to  persuade  Disney  to  buy 
a  half-interest  in  its  NBC  Inc.  unit. 
Possible  candidates:  Seagi'am's  MCA 
subsidiary,  which  includes  Univer- 
sal Pictures,  or  Sony's  Holly- 
wood-based studios.  Microsoft 
Corp.,  a  partner  with  nbc  in 
an  on-line  news  channel,  could 
also  be  a  bidder.  After  buying 
CBS,  Westinghouse  is  still  look- 
ing to  bolster  its  progi'amming 
and  could  strike  an  alliance 
with  a  Hollywood  studio  as 
well.  "The  idea  is  to  protect 
yourself  from  being  shut  out 
as  the  big  get  bigger,"  says 
Mei'rill  Lynch  &  Co.  analyst  Jessica  Reif. 
NET  GAINS.  Propelling  the  movement  toward 
bigness  in  1996  is  the  e.xpected  passage  of  the 
long-awaited  federal  telecommunications  bill. 
Among  other  things,  the  legislation  would  im- 
mediately allow  cable  and  telephone  companies 
to  compete  in  one  another's  markets  and  grad- 
ually raise  ceilings  on  the  number  of  radio  and 
TV  stations  a  company  can  own.  That  should 


prompt  a  new  wave  of  acquisitions,  says  (-r 
F.  Jankowski,  managing  director  at  Vent 
Suhler  &  Associates  Inc.,  a  New  York  im^ 
ment  bank.  Among  those  nimored  ready  toi 
is  biUionaire  Ronald  0.  Perelman,  whose  / 
World  Enteitainment  Inc.  broadcast  and 
duction  company  is  loaded  with  debt. 
;        Media  companies  will  benefit  in  19'.><1  i 
a  robust  advertising  market  that  I'l  n' . 
third  year  running  should  nut 
form  the  overall  economy,  hnut 
by  the  Olympic  Games  in  Atlanta  i 
U.S.  political  campaigns,  domestic; 
vertising  in  all  media  should  gi'^v 
7.8%,  to  $174  billion,  predicts  Ruhe 
Coen,  a  senior  vice-president  at  ad 
McCann-Erickson  Worldwide.  Tli*' 
major  broadcast  networks  vriU  be  ar 
the  biggest  winners,  with  a  pinje 
12.5%  increase,  to  $13  billion. 
NEW  SYSTEMS.  The  ad  increase  isn'i 
only  good  news  for  network  tele\  i 
After  losing  audiences  to  cable  and 
dicated  progi'amming  for  yeai's, 
number  of  sets  tuned  into  the 
woi'ks  will  stabilize  in  1996  at  m 
ly  04%  of  those  viewing  TV,  ]ire 
Veronis  Suhler  But  not  ever\'  ; 
work  will  sui-vive.  Time  Wan  h  i 
stniggling  Warner  Bros,  i  h  -i  ^  f 
will  likely  seek  a  merge  i- 
startup  upn,  a  joint  vent  in 
United  Broadcasting  and  \  i: 
Inc.'s  Paramount  PictiU'es  ( '< 
Cable  television,  meanw  . 
will  seek  gi'owth  by  adding 
vices  rather  than  subscn 
After  adding  9  millim) 
-■f-      scribers  over  the  previmb' 
years,  the  industry's  ciistri 
base  will  grow  by  rougl 
million  in  1996,  accordiii 
Veronis  Suhler.  To  niair;i 
the  cash-flow  growth,  iy 
companies  will  need  to  l' 
systems  to  battle  the  t( 
and  many  cable  comi);y; 
will  introduce  modem  sei-c 
for  high-speed  data  transfei'ai 
er  in  1996.  Other  companies,  such  as  Teie-(« 
munications  Inc.,  will  move  aggressively  ifi 
seas  into  markets  with  gi-eater  potential  UMii 
subscribers. 

Foreign  companies — which  have  sat  ori 
sidelines  since  the  disastrous  foray  of  J;ai 
ese  companies  in  Hollywood — will  also  rcen  '"? 
on  the  American  media  scene.  The  sale  of  u) 
ner  Broadcasting  System  Inc.  to  Time  W;  .e 
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ed  many  of  them  to  the  dwincOing  number 
ompanies  available  to  fill  the  Information 
3rhighway  with  films  and  TV  shows.  Dutch 
Tonics  giant  F'hilips'  PolyGram  entertain- 
t  unit  will  aggressively  seek  an  acquisition, 
night  German  media  powerhouse  Bertels- 
n,  which  recently  opened  a  flashy  Los  An- 
i  headquarters.  One  likely  target  is  mgm/ha, 
h  is  rising  fi'om  the  ashes  with  such  films  as 
lenEije  and  Get  ShoHy.  The  studio's  owner, 
ich  bank  Credit  Lyonnais,  recently  hired 
stment  bankers  Lazard  Freres  &  Co.  to 
off  the  studio. 

at  PROFITS.  Other  bidding  wars  will  featiu'e 
r  Corp.'s  Los  Angeles  film  unit  and  Thorn 
;  record  division.  Murdoch  is  a  possible  bid- 
for  EMI.  So  is  Disney,  which  has  a  small 
rd  company  with  few  stars.  The  biggest 
ing  war,  however,  could  center  on  Sony, 
r  parting  ways  with  U.  S.  ceo  Michael  P. 
ilhof,  Sony  is  likely  to  try  imloading  a  piece 
?  film  company.  Sony  insiders  say  Murdoch 
3xpressed  interest.  Investment  bankers  say 
;  eager  to  line  up  more  content  for  broad- 
ng.  And,  despite  his  frequent  denials,  Mi- 
3ft  Chairman  William  H.  Gates  III  may 
be  interested. 

oUywood  production  wiW  increase  in  1996  to 
fy  the  booming  foreign  market  and  domes- 
able  operators.  The  year  will  feature  more 
the  usual  numbers  of  retreaded  oldies, 
■ersal  Pictures,  with  fresh  capital  fi"om  new 
jr  Seagram,  vAW  chum  out  films  based  on 
rv  shows  McHale's  Navy,  Flipper,  and 
eant  Bilko.  Tom  Cruise  will  headUne  a  film 
ion  of  Mission:  Impossible  from  Viacom's 
mount  Pictures  unit. 

le  newspaper  business  lacks  Hollywood's 
but  had  a  marquee  year  in  1995,  with 
ings  gains  of  14.8%  at  11  big  newspaper 
ishing  companies,  according  to  Donaldson, 
in  &  Jenrette  (dl.j)  Securities  Corp.  Mc- 


Cann-Erickson's  Coen  says  that  in  1996,  adver- 
tising revenue  will  increase  by  a  modest  5.5%, 
to  $4.25  billion,  down  from  an  11%-  rise  through 
the  first  nine  months  of  1995.  That  will  dampen 
industry  earnings  gi'owth  to  an  average  of  6.5% 
in  1996,  DLJ  says. 

Those  kinds  of  returns  don't  satisfy  many 
newspaper  publishers,  who  say  they  need  to 
make  drastic  cost  reductions  to  ensure  their 
long-term  health.  "We're  starting  to  see  a  little 
breathing  room,  but  not  an  awful  lot,"  says 
Mark  H.  Willes,  Times  MiiTor  Co.'s  new  ceo.  In 
1995,  Willes  cut  hundreds  of  jobs  at  the  flagship 
Los  Angeles  Times  and  closed  the  New  York 
City  edition  of  Long  Island-based  Newsday. 

Still,  newspaper  companies  are  hardly  tiu-ning 
their  backs  on  their  printing  presses — high  pa- 
per prices  and  the  Info  Highway  notwithstand- 
ing. Evidence  of  that  is  Gannett 's  purchase  of 
Multimedia.  Also,  in  1996,  The  New  York  Times 
will  launch  a  Northeastern  edition,  while  the 
Los  Angeles  Times  will  revive  plans  to  distrib- 
ute its  paper  in  Washington,  D.  C. 

Why  the  newfound  optimism?  For  one  thing, 
readership  of  newspapers  is  up  as  the  number 
of  Americans  35  and  over  expands.  Those 
demogi'aphics  will  also  help  book  and  magazine 
publishers.  In  1996,  a  slew  of  new  specialty 
magazines  will  likely  hit  the  newsstands.  Cen- 
tury 21  Real  Estate  Corp.,  for  instance,  will 
launch  a  new  home  magazine  with  Hachette 
Filipacchi  Magazines  Inc.  Book  publishers  intend 
to  expand  their  lines  to  fill  the  shelves  of  book 
superstores  and  discount  chains.  Hearst  Corp. 
will  soon  launch  its  first  hardcover  line  for 
adults.  Even  mtv  will  have  its  own  book  line, 
geared  to  the  undei-35  crowd. 

Which  media  companies  will  strike  the  audi- 
ence's fancy  in  1996?  That's  hard  to  say.  But 
these  days,  if  you  can't  produce  a  hit  you  can  al- 
ways buy  the  hitmaker. 

By  Ronald  Graver  in  Los  Angeles 


■  Coming 
attractions 
may  include  a 
juicy  bidding 
war  over  Sony's 
Hollywood 
studios.  Could 
Jack  Welch 
and  Rupert 
Murdoch  play 
starring  roles? 


THE  BABY  BELLS  TAKE  THEIR  FIRST  STEPS  IN  TINSELTOWN 


is  he  stood  before  his  sharehold- 
ers at  Ameritech  Corp.'s  annual 
meeting,  chatting  via  a  video 
3okup  with  Mickey  Mouse,  Chief 
xecutive  Richard  C.  Notebaert 
•ft  little  doubt  that  the  telephone 
)mpanies'  pin-striped  world  had 
efinitely  gone  Hollywood.  In  1996, 
I  a  wide  swath  of  head-to-head 
mfrontations  from  San  Diego  to 
hicago,  the  Baby  Bells  intend 
nally  to  launch  their  attack  on  the 
>ble-television  industry. 
The  sweeping  telecommunications 
ill  in  Congi'ess  would  allow  phone 
)rnpanies  to  challenge  cable  opera- 
)rs  outside  their  home  markets  im- 
lediately,  and  within  their  regions 
nee  they  prove  their  phone  busi- 
ess  faces  competition.  At  first, 
hone-company  offerings  won't  look 


all  that  different  from  what  TV  view- 
ers get  now  by  handing  over  $40  to 
$50  each  month  to  their  local  cable 
companies.  Down  the  road,  however, 
the  phone  companies  hope  to  beat 
the  cable  companies  to  the  interac- 
tive market  with  such  features  as 
home  shopping  and  games.  "The  idea 
is  to  outdo  the  cable  companies,  not 
just  match  them,"  says  Howard 
Stringer,  chaii'man  of  the  Tele-TV 
venture  that  includes  three  of  the 
seven  Baby  Bells. 

First  off,  the  telcos  plan  to  offer 
more  channels.  In  Glendale  Heights, 
111.,  Ameritech's  network  of  optical 
fiber  and  copper  cable  will  offer  90 
channels,  compared  with  the  local  ca- 
ble operator's  current  60.  In  River- 
side, Calif.,  where  the  90  channels 
will  be  delivered  over  the  air 


thi-ough  a  system  called  wireless  ca- 
ble, the  reception  is  expected  to  be 
sharper.  With  only  15%  of  Riverside 
County  receiving  cable.  Pacific  Tele- 
sis  Group  expects  to  make  inroads 
by  stuffing  marketing  literature  into 
the  weekly  phone  bills  it  sends  in 
the  area. 

The  telcos  won't  lack  progi'amming 
firepower,  either.  Walt  Disney  Co.,  a 
partner  with  thi-ee  of  the  Baby  Bells 
and  GTE  CoiiJ.  in  another  joint  ven- 
ture, has  assigned  top  animators  to 
work  on  tailor-made  programming, 
including  a  souped-up  on-screen 
guide.  As  for  Tele-TV,  Stringer  says 
it  has  a  production  facility  ready  for 
action.  For  phone  companies,  Holly- 
wood will  be  quite  a  change  from 
selling  call-waiting  sei^vice. 

By  Ronald  Graver  in  Las  Angeles 
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SERVICES 


HEALTH  CARE 


The  Patient  Is  Stable-for  Now 

HEALTH-CARE  COSTS  ARE  IN  CHECK,  BUT  THE  INDUSTRY'S  UPHEAVAL  iSNT  OVER 


PROGNOSIS  '96 


HEALTH-CARE 
SERVICES 


OUTPUT 

BILLIONS  OF 
'94  DOLLARS 


PRODUCTIVITY 

THOUSANDS  OF  '94  DOLLARS 
PER  EMPLOYEE 

I        I        I  I 


'96 


DATA  DRI/M.  GRAW-HILL 


POSITIVES 

►  For-profit  hospitals 
should  continue  to  gam 
market  share  and  see 
admissions  rise  modestly. 

►  Well-managed 
nursing  homes  will  pick 
up  business  as  hospital 
stays  continue  to  shrink. 

NEGATIVES 

►  Rising  cost  pressure 
from  managed  care,  plus 
lower  Medicare  and 
Medicaid  rates,  will  keep 
a  squeeze  on  margins. 

►  Health-care  reform 
hasn't  addressed 

the  uninsured,  who  will 
put  an  even  greater 
strain  on  the  system. 


SPOTUGHT 


HEALTH-CARE  SPENDING 

145- 


13.0- 


U.S.  EXPENDilURES 
AS  PERCENTAGE  0F_ 
GROSS  DOMESTIC 
PRODUC 


-L. 


'91    '92    '93    '94  '9_5^„^'% 

DATA:  HEALTH  CARE  FINANCIMG 
ADMINISTRATION 


A deceptive  peace  has  descended  on  the  na- 
tion's $750  billion  health-care  industry. 
Thei'e  has  been  no  -word  of  a  major  health- 
maintenance  organization  merger  for  months. 
Hospital  giant  Coliimbia/H('A  appears  too  occu- 
pied digesting  the  accjuisitions  of  years  past  to 
indulge  its  mii'elenting  appetite.  And  once  again, 
reform  sits  deadlocked  on  Capitol  Hill. 

But  just  wait:  Beneath  the  suiface,  a  revolu- 
tion rages  on.  "The  i)ace  of  change  is  stunning," 
says  Dr.  W.  Allen  Schaffer,  head  of  managed 
care  at  cigna  Healthcare  Inc.  "We  have  to 
reevaluate  our  strategic  assumptions  every  six 
months."  Managed-care  plans  snatched  some  5 
million  Americans  from  their  traditional  health 
insurers  in  1995,  bringing  total  enrollment  in 
HMOs  to  56  million.  Those  are  poweiful  numbers, 
and  managed  care  now  calls  the  shots.  This 
year,  it  likely  vdll  force  more  consolida- 
tion than  ever. 

The  industry,  still  fragmented  and  un- 
wieldy,  remains  eminently  I'ipe  for  re- 
structuring. Even  though  health-care 
inflation  has  slowed,  spending  con 
tinues  to  edge  upward  as  a  share 
of  the  nation's  economy  (chart) 
Massive  overhead  associated 
with  excess  capacity  re- 
mains, and  "the  only  way  to 
slow  gi'owth  in  health-cai'e  spend 
ing  is  to  debloat  the  system,"  says 
John  F.  Hindelong,  an  analyst  at 
Donaldson,  Lufkin  &  Jenrette  Se- 
curities Corp. 

That  process  is  under  way.  In- 
deed, employers  saw  their 
health-care  costs  drop  in  1994 
and  remain  flat  in  1995  as  mil- 
lions of  workers  moved  into 
cheaper  managed-care  plans. 
Employers'  costs  will  probably 
rise  slightly  on  average  in  1996  as 
fewer  additional  employees  s^witch  to 
managed  care,  according  to  Foster  &  Hig- 
gins  consultant  John  Erb. 
TEAMING  UP.  The  cost  squeeze  means  more  up- 
heaval for  doctors  and  hospitals.  "The  market 
works,  but  it  is  veiy  painflil,"  says  Robert  L. 
Montgomeiy,  chief  executive  at  Alta  Bates  Health 
System  in  Berkeley,  Calif.  Alta  Bates,  forced  to 
hold  managed-care  charges  flat  for  a  third 
straight  yeai;  has  joined  a  hospital  consortium  to 
amass  a  total  of  600,000  managed-cai'e  patients — 
the  better  to  negotiate  -with  ever-lai"ger  hm(js. 
Even  big,  for-profit  chains  are  looking  at  admis- 
sions increases  of  only  1%  to  3%  in  1996,  says 
DLj's  Hindelong,  though  consolidation  will  help  the 
sector  lift  earnings  by  15%  to  20%  next  year. 


The  motivation  is  hresistible:  As  of  Dec. 
1995,  the  industiy  had  seen  a  record  433  me 
ers  and  acquisitions,  according  to  Securil 
Data  Co.  Increasingly,  those  mergers  are  en 
ing  industry  boundaries — producing  new  "ii 
grated  delivery  systems"  that  put  hospit 
doctors,  nursing  homes,  and  others  under  I 
same  corpoi-ate  roof.  The  object:  one-stop  sh 
ping  for  managed-cai'e  companies,  who  reqil 
access  to  a  broad  array  of  services,  says  Co 
ers  &  Lybrand  consultant  Glenn  A.  Shively 
CRAWLING  REFORM.  At  the  same  time,  hi 
are  themselves  driving  for  size,  market  p( 
tration,  and  efficiency.  Growlh  certainly  W( 
come  fi'om  rate  liikes:  Even  the  better  hmos 
win  premium  increases  of  just  1%  to  2% 
year,  says  analyst  Kenneth  Abramowitz  of  S 
ford  C.  Bernstein  &  Co.  Rather,  the  hmos  n 
new  bodies.  Many  will  see  big  reve 
gains  this  year  as  more  Medicai'e  recipiff 
move  into  managed-care  plans — a  s| 
that  would  accelerate  if  health-care] 
form  succeeds. 

And  what  of  reform?  Repul 
cans  and  Democrats  alike  wl 
to  cut  back  on  payments! 
Medicare  service  providj 
And  doctore  and  hospitals 
an  enormous  hit  from  a 
posed  provision  requiting  paynj 
ecluctions  if  total  Medicare  sp(f 
ing  exceeds  budget.  The  outlookj 
Medicaid  is  particularly  cloudy- 
reason  many  insurers  are  staj 
away  fi'om  the  business. 

In  any  case,  governmeli 
change  will  prove,  as  alwaysB! 
less  powerful  than  the  mars- 
driven  charge  for  critical  nS 
and  market  muscle.  The  resulif 
shakeout  will  be  dramatic.  Ink 
tiy  executives  suspect  that  Aetna  1 
&  Casualty  and  CIGNA,  both  on  * 
verge  of  shedding  hunks  of  theii"  propef 
and-casualty  businesses,  could  spend  10 
sums  to  turn  their  middling  health  businep 
into  national  hmos.  | 
Such  new  players,  if  well-conceived  and  i 
quately  fimded,  could  ti-ansfonn  a  compartrll 
talized  industry  that  until  now  has  fough® 
battles  largely  within  cities  or  regions.  "By! 
end  of  the  decade,  we  will  begin  to  seejS 
endgame  appear,"  says  Gennaro  J.  Vasiljl 
longtime  hospital  executive  who  recently^J 
came  head  of  Gemini  Consulting  Inc.'s 
American  health-care  practice.  And  somej 
hints  should  come  even  sooner.  , 
By  Keith  H.  Hammoyids  in  New  W 
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SERVICES 


RETAILING 


Gloomy  Days  Are  Here  Again 

EPARTMENT  STORES  SHOW  PROMISE,  BUT  SLUGGISH  SALES  COULD  SINK  MANY  MERCHANTS 


onsumer  confidence  is  up,  and  the  stock 
market  is  at  record  highs.  But  instead  of 
preparing  for  a  stampede  to  the  malls, 
Hants  expect  a  Darwinian  shakeout  in  1996. 

strong  are  getting  stronger.  The  weak 
lisappearing  or  consolidating,"  says  Ailhur 
[artinez,  chainnan  and  chief  executive  of 
3,  Roebuck  &  Co. 

iny  retailers  have  reason  to  be  / 
ny.  Retail  sales  rose  only  .sl?^^-^"^:^ 


jnf  Of*  '  <i 


during  1995,  far  be- 

the    7%  annual 
th  common  during  ^ 
roaring     1980s.  - 
're  expected  to  rise 
le  same  4.5%  in  1996, 
?  profits  will  remain  re- 
ned  by  heavy  discounting. 
)Ughly  15,000  retail  compa- 
sought  protection  ft'om  cred- 
in  bankruptcy  court  by  late 

pushing  Chapter  11  filings 
)%  fi'om  1994.  Retail  econo- 
5  expect  even  more  in  1996 
t).  That's  because  this  latest 
d  of  financial  troubles  isn't 
rom  taking  on  too  much  debt. 
;oncentrated  among  regional 
lers  with  outdated  computer 
ms,  yesterday's  merchandise, 
aging  stores.  For  many,  liquidation  may 
le  only  answer,  says  Carl  E.  Steidtmann, 

economist  of  Management  Horizons,  a 
ilting  unit  of  Price  Waterhouse  based  in 
nbufi,  Ohio. 

e  trouble  is,  consumers  just  aren't  spend- 
luch.  Incomes  are  fairly  stagnant,  and  con- 
rs'  non-morigage  debt-to-income  ratio  hit 
1-time  high  of  19%  in  late  1995.  What's 
,  baby  boomers  are  paying  more  for  ser- 
,  from  child-  to  elder-care,  leaving  them 
br  shopping.  And  consumers  have  discov- 
that  they  can  get  hefty  discounts  by  wait- 
er sales.  "Now  that  we've  taught  them  to 
lat,  we  shouldn't  sit  around  and  wonder 
'  says  John  Ronzetti,  vice-president  of  the 
)nal  Retail  Federation. 
ITS  CONTRACTION.  Discounters  are  feel- 
lot  of  pain.  A  raft  of  regional  chains,  in- 
ig  Bradlees  Inc.  and  Caldor  Coi-p.,  sought 
ter  11  protection  in  1995  as  competition 
fast-growing  Wal-Mart  Stores  Inc.  and 
Bt  Stores  intensified.  The  shakeout  may 
claim  Kmart  Corp.,  the  nation's  third- 
st  retailer,  retail  experts  say.  Kmart  ceo 
i  Hall,  who  replaced  the  ousted  Joseph  E. 
nini  in  June,  says  he  will  close  70  stores  in 
cut  $300  miUion  in  costs,  and  continue  to 


unload  inventory.  "The  best  answer  to  Chapter 
11  [talk]  is  to  have  a  solid  performance  under 
our  belt,"  he  says. 

Easier  said  than  done.  Just  ask  specialty  re- 
tailers, who  are  expecting  another  drab  year 
for  apparel  sales.  Clothing  sales  are  expected  to 
gi'ow  only  3.5%  in  1996  after  a  2.5%  increase  in 
1995.  St.  Louis-based  Edison  Brothers  Stores 
Inc.  filed  for  Chapter  11  in  November 
and  plans  to  close  500  of  its 
:•  l^i^J'"  "/ss  2,700  mall-based  shops.  Ann- 
\  Taylor  Stores  Corp.  is 
heading  for  a  makeover  af- 
ter suffering  a  double-digit 

r^fjB'*  tumble  in  same-store  sales 
in  1995 — the  result  of  fashion 
and  pricing  miscues  in  an  unfor- 
giving market,  says  retail  consul- 
tant Alan  Millstein,  who  publishes 
the  New  York-based  Fashion  Net- 
work Repoii. 

HITTING  THE  GAS.  For  belea- 
guered catalog  companies,  1996 
may  spell  a  bit  of  relief.  Hit  by 
higher  paper  and  postage  costs, 
catalogers  saw  their  bottom  lines 
take  a  beating  in  1995;  Lands' 
End  Inc.  profits  through  October 
dropped  61%.  A  survey  of  U. S. 
catalogers  by  consultant  A.  T. 
Kearney  Inc.  found  62%  expect  sales  to  in- 
crease in  1996. 

Department  stores  should  continue  to  slowly 
regain  market  share  fi-om  outlet  stores  and  off- 
price  retailers.  Lower  prices — and  thinner  mar- 
gins— are  the  key.  "We've  had  to  get  our  costs 
down  to  offer  fashion  that's  also  a  value,"  says 
Allan  Questrom,  ceo  of  Cincinnati-based  Fed- 
erated Depaitment  Stores  Inc.,  pai'ent  of  Mac^s 
and  Bloomingdale's. 

Consumer-electronics  stores  are  expected  to 
have  another  hot  year,  as  shoppers  snap  up 
computers  and  related  items.  That  means  strong 
revenue  growth  for  category  killers — high- 
volume  specialty  chains  such  as  Best  Buy  Co. 
and  Cii-cuit  City  Stores  Inc.  But  they,  too,  must 
settle  for  the  slimmest  of  margins. 

Sears  seems  to  be  getting  the  formula  right. 
It's  one  of  the  last  department  stores  with  a 
broad  array  of  hard  goods,  such  as  appliances 
and  computers.  With  these  products  going  gang- 
busters  and  its  apparel  share  expanding.  Sears 
is  winning  market  share.  Says  ceo  Martinez: 
"Wlien  that  happens,  you  push  the  accelerator  a 
little  harder."  But  in  what  looks  like  a  treach- 
erous 1996,  many  other  retailers  vrill  be  satisfied 
just  to  stay  on  the  road. 

By  Susan  Chandler  in  Chicago 


PROGNOSIS  '96 


RETAILING 

EXCLUDES  EATING  &  DRINKING 
PLACES.  FOOD  STORES 


EMPLOYMENT 

I        MILLIONS  OF  WORKERS  I 


PRODUCTIVITY 

THOUSANDS  OF  95  DOLLARS 
PER  EMPLOYEE 


■91  '96 

-  EST- 
DATA  DRI/McGRAW-HILL 

POSITIVES 

►  Housing  purchases 
should  continue  to  help 
sales  of  home-related 
goods. 

►  Consumer  confidence 
is  rising,  and  that  bodes 
well  for  sales  of  big-tick- 
et items  such  as  home 
computers. 

NEGATIVES 

►  Apparel  sales  will  con- 
tinue to  be  slow  as  con- 
sumers focus  on  home- 
related  purchases. 

►  Retail  bankruptcies 
will  increase  as  the 
shakeout  among  dis- 
counters and  off-price 
retailers  continues. 


SPOTLIGHT 


TROUBLED  RETAILERS 


21- 


BANKRUPTCY 
FILINGS 
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SERVICES 


TRANSPORTATION' 


Picking  Up  Speed 

AIRLINES  ARE  FINALLY  IN  THE  CLEAR— AND  RAILROADS  MAY  LINK  UP 


PROGNOSIS  '96 


TRANSPORTATION 
SERVICES 


OUTPUT 

BILLIONS  Of 

•95  DOLLARS 


PRODUCTIVITY 

THOUSANDS  Of '%  DOLLARS 
PfR  EMPLOYEE 


■96 


DATA  ORI/MiGRAW-HILL 


POSITIVES 

►  Airline  capacity  should 
grow  more  slowly  than 
traffic,  meaning  fuller 
planes  and  tiigher  fares. 

►  Railroads  are  boosting 
productivity  with  com- 
puterization and  faster 
locomotives. 

NEGATIVES 

►  Airlines  will  be  hard- 
pressed  to  win  cost  re- 
ductions from  labor  when 
profits  are  soaring. 

►  The  trucking  industry  is 
suffering  from  excess 
capacity. 

►  Railroads  have  yet  to 
sign  contracts  with  about 
a  dozen  unions. 


SPOTLIGm* 


U.S.  AIRLINES 


-8- 


•94 


•91    92  ?3 
A  PERCENT 
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Transportation  services  expect  modest 
gTowth  in  1996,  with  airlines  and  railroads 
faring  best  and  truckers  bringing  up  the 
rear.  All  tlu-ee  sectoi-s  ai'e  focusing  on  improving 
productivity — and  keeping  a  close  eye  on  the 
merger  scene. 

Airline  executives  are  happiest:  Aftei'  five 
years  of  losses  and  retrenchment,  the  industry 
has  finally  recovered.  Net  profits  in  1995 
totaled  about  $2  billion,  vs.  a  $279  million 
loss  in  1994.  In  a  sentiment  widely  echoed 
by  his  peers,  Continental  Au-lines  Chief  Ex- 
ecutive Gordon  M.  Bethune  says: 
"It's  a  pretty  rosy-looking  '96." 

With  traffic  expected  to  gi'ow 
only  about  S%  in  1996,  airline 
profits  will  Mnge  on  keeping  costs 
in  check  and  capacity  usage  up.  That  won't 
be  easy.  Unit  costs  will  rise  1.5%  to  2% 
for  the  major  carriers,  after  holding 
steady  in  1995,  says  analyst  Samuel  But 
trick  of  PaineWebber  Inc.  "We've  picked 
the  low-hanging  fi-uit,"  agi'ees  Del 
ta  Ail-  Lines  Inc.  ceo  Ronald  W. 
Allen.  "It's  going  to  get  tougher 
from  here  on  out." 

The  good  news  for  airlines  is 
that  capacity  should  gi'ow  more  slowly  than 
traffic,  meaning  fuller  planes  and  higher 
fai'es.  Systemwide  capacity  for  U.S.  au'- 
lines  gi"ew  about  2.5%  last  year,  and 
it's  likely  to  show  a  similar  increase  in 
'96,  estimates  David  A.  Swierenga,  chief 
economist  for  the  Air  Ti-ans- 
port  Assn.  That  bodes  well  for 
fares.  True,  the  rapid  expansion  of 
such  low-cost  earners  as  South 
west  Airhnes  Co.  and  ValuJet 
Airlines  Inc.  will  help  to  hold  fares  dowTi. 
But  Edward  P.  Gilligan,  executive  vice- 
president  for  Ameiican  Express  Co.'s 
Travel  Management  Services,  predicts  that  air- 
fares will  rise  an  average  of  3%  to  4%.  this 
year,  with  only  limited  and  carefully  targeted 
discounting. 

BOLD  COMBINATIONS.  The  ailiines'  discipline  is 
expected  to  translate  into  liigher  profits.  A  bull- 
ish Steve  Lewins  uf  Gnmtal  &  Co.  figiu-es  major 
aii'lines'  earnings  will  soai"  56%-  from  1995's  mod- 
est level.  Tlie  rising  profits  complicate  caniei-s'  ef- 
forts to  WTest  major  concessions  fi'om  theii-  pilots 
so  they  can  better  compete  with  lower-cost  car- 
riei-s.  StiU,  pilots  at  American  and  Delta  have  re- 
cently announced  a  willingness  to  consider  wage 
and  woi'k-mle  changes  on  short-haul  routes  that 
aiiiines  have  been  fanning  out  to  other  earners. 

There's  still  one  unsettling  question  as  the  in- 
dustry reaches  cruising  altitude:  Will  airline 


mergers  mar  the  flight  plan'?  A  new  roujil' 
dealmaking  could  disti-act  execs  from  rebuiii 
balance  sheets  and  improving  service.  I'i" 
Airlines  Inc.  decided  last  year  not  to  piii  i 
maniage  with  USAir  Inc.  And  American  s; 
won't  strike  fii'st.  Still,  no  one  rules  out  la 
wave  of  merger  mania  in  1996. 

Railroads,  in  contrast,  are  already  puiT 
bold  combinations.  Union  Pacific  Cui 
eeking  government  approval  for  it.-^ 
billion  acquisition  of  Southern  I' 
Rail  Corp.  Its  deal  come-  i 
sponse  to  Burhngton  N' 
ern  Inc.'s  $4  billion  [mri 
last  year  of  Santa  Fv  P 
Corp.,  creating,  at  leas 
now,  the  nation's  largest  railroad/*, 
takeover  rumors   continue   to  \ 
around  companies  such  as  Conrailli 
Meanwiiile,  U.S.  raih'oads  are  expected  *• 
bidders  this  year  in  the  privatizatic 
Mexico's  railroads. 

Even  without  such  deal- 
vestors  have  much  to  ce 
about.  Menill  Lynch  &  C(  i 
alyst  Michael  h"  Lloyd  ex^ 
modest  revenue  gains  of  4 
5%  this  year  for  the  major  raih-oiu^  ' 
operating  profits  should  grow  at  di 
that  pace,  thanks  to  productivity  itu  ri 
and  cost-cutting.  The  new  Biuiingtoii  X 
ern  Santa  Fe  Corp.,  for  examjile.h 
already  slashed  jobs  and  has  also  i(  n 
fied  almost  $1  billion  in 
ating  cost  savings  oveit 
next  few  years. 

Labor  remains  a  wild  ? 
as  the  railroad  industry  bar;'.! 
with  about  a  dozen  unions  to  reach  m 
contracts.  But  bargaining  is  off  to  a  sto 
start  with  a  tentative  accord  with  the  Ut 
Tr-ansportation  Union,  representing  25'i 
workers.  ' 

Tinckers  are  hoping  simply  to  bounce  S 
from  a  bleak  1995.  The  industry  has  been  '. 
mered  by  a  slowing  of  U.  S.  economic  gi-nw 
downtuiTi  in  exports  to  Mexico,  and  exre- 
pacity.  After  a  banner  1994,  bulhsh  ti-m. 
companies  rapidly  expanded  their  fleets 
bigger  trucks.  Now,  with  softer  demand  ^ 
lackluster  earnings,  analysts  expect  a  -1  ^ 
out.  Swift  Transportation  Co.,  for  one,  is  In 
to  benefit:  The  company  has  made  foui-  ac< 
tions  since  1991  and  is  prowiing  for  nr 
Truckers  will  have  to  satisfy  themselves  i 
such  hardscrabbUng  wiule  railroads  and  aim 
enjoy  a  relatively  smooth  ride. 

By  Wendy  Zellner  in  D<h 


iL  Together  Now:  'Make  That  to  Go' 

SATIABLE  DEMAND  FOR  CONVENIENT,  READY-TO-EAT  MEALS  HAS  THE  FOOD  BIZ  SCRAMBLING 


)Ston  Chicken  Inc.  didn't  expect  much 
vhen  it  tested  ready-made  hohday  meals 
his  past  Thanksgiving.  But  customers 
;d  in,  gobbhng  down  hundreds  of  roast 
ys  witli  all  the  fixin's.  Why?  "People  don't 
have  time  to  cook  Thanksgiving  turkey 
■r,"  says  Saad  J.  Nadhii-.  co-chairman  of 
ike-out  chain. 

19%,  the  nation's  $900  billion  food  industry 
)e  at  the  mercy  of  customers  who  don't 
time.  Shoppers  who  can  barely  steal  a 
loments  to  shojj — let  alone  whip  up  home- 
d  feasts — will  set  the  pace  of  gi'owth  for 
processors,  retailers,  and  food-service 
s.  The  edge  will  go  to  big,  dominant  com- 
s  that  can  use  marketing  clout  to  expand 
e  of  stomach"  at  the  expense  of  weaker 
Btitors.  Other  winners  will  be  innovators  of 
;es  that  find  new  ways  to  ease  the  hunger 
;  of  a  haiTied  populace. 
?vitably,  the  time  squeeze  on  shoppers  will 
5  losers,  too,  especially  among  traditional 
le  supeiTnai'kets.  Theii"  strong 
tows  give  them  enviable 
ig  power,  so  an  imme- 
shakeout  is  unlikely, 
rosion  will  continue 
3er-mai'kets  face  off 
St  up-and-comers  ^-^y 
IS  Nadhir,  who  es- 
es  that  half  the  customers  at 
st-growing  Boston  Chicken 
would  otheinvise  have 
d  at  home.  "You  have 
lany  retailers  compet- 
)r  too  few  food  dollar.- 
ppealing  to  consumers 
lave  less  time  to  deal 
it,"  says  consultant 
5.  Stem  of  Chicago's 
llan  &  Doolittle. 
OVENS.  Food  processors 
•estaurant  chains  will  see 
0  6%  revenue  growth  in 
Stern  estimates.  Supermarkets 
ke  out  2%  to  3%  gi'owth,  barely  even  with 
ion.  As  U.  S.  households  prepare  fewer 
at  home,  the  percentage  of  food  dollars 
at  food  retail  stores — as  opposed  to 
irants,  cafeterias,  convenience  stores,  and 
ke— will  dip  to  48%  in  '96  from  55%  a 
e  ago  (chart).  "It's  a  great  threat  to  su- 
irkets,"  warns  John  H.  Bi-yan,  chief  exec- 
officer  for  Sara  Lee  Corp. 
nsumers  clamoring  for  ready-to-eat  meals 
made  deli  sales  the  one  supermarket 
t  spot.  Supermarket  chains  such  as  Byer- 
Edina,  Minn.,  and  Dominick's  Finer  Foods 


in  Northlake,  111,  have  pioneered  new  in-store 
formats.  In  '96,  expanded  deli  departments  will 
attract  at  least  8?  of  each  food  dollar,  up  from 
4?  in  1986.  And  watch  for  more  supeiTnai'kets  to 
inti'oduce  maU-style  food  coiuts  featuiing  proven 
operators  such  as  McDonald's  Corp.,  which  is 
testing  outlets  at  a  Farmer  Jacks  supermarket 
in  Michigan  and  a  Ki'oger  in  Tennessee.  Food 
processors  will  join  in,  too:  Sara  Lee  has  17 
sandwich  shops  serving  its  premium  deli  meats 
inside  Ki-oger  supermarkets  in  Texas  and  Ohio. 

Among  restaurant  chains,  cost  control  will 
be  crucial.  McDonald's  has  cut  the  cost  of  open- 
ing a  new  restaurant  by  30%  over  the  past  five 
years  through  standardization  and  more  re- 
hance  on  drive-thi'u  layouts.  That  has  helped 
McDonald's  step  up  its  U.  S.  growth  fivefold, 
including  joint  ventures  that  have  put  Golden 
Arches  in  Wal-Mart  Stores,  Home  Depots,  In- 
credible Universe  home-electronics  stores,  and 
Amoco  gas  stations. 

FAR  AND  AWAY.  With  so  many  more  outlets  at 
hand,  busy  shoppers  visit  more  often,  leaving 
less  on  the  plate  for  the  competition.  Says 
McDonald's  Vice-Chairman  Jack  M.  Greenberg: 
"If  you  can  dominate  a  trading  area,  it's  much 
more  difficult  and  expensive  for  competitors 
to  take  customers  away  from  you." 

Dominance  matters  to  food  proces- 
sors, too.  They're  sti'ugghng  to  in- 
crease scale  and  efficiency  to  satis- 
fy the  likes  of  supercenters,  which 
combine  cut-rate  supei-markets 
and  discount  stores  under  one 
roof.  Food  processor  also  hope 
to  give  their  ho-hum  LI.  S.  re- 
sults a  boost  by  piu'suing  fast- 
growth  markets  overseas. 
And  shai'p  operators  such  as 
H.J.  Heinz,  cpc  International, 
Campbell  Soup,  and  others  will 
be  trying  to  lock  in  relation- 
ships with  fast-growing  food- 
service  operators.  "Everybody 
has  the  same  three  strategies — lower  do- 
mestic costs,  gi'ow  internationally,  and  push  into 
food  service,"  says  analyst  John  M.  McMillin  at 
Prudential  Securities  Inc. 

With  all  hands  reaching  for  the  same  brass 
ring,  the  strongest  brands  loile.  As  in  1995,  in- 
dustry players  will  sell  off  weak  units  to  more 
dominant  competitors  and  buy  businesses  that 
enhance  existing  strengths.  The  goal?  Be  No.  1. 
"I'm  not  even  sure  being  No.  2  is  enough  any- 
more," McMillin  says.  For  investors,  the  mes- 
sage is  clear:  In  the  scrap  over  "share  of  stom- 
ach," bet  on  the  top  dogs. 

By  Greg  Burns  in  Chicago 


PROGNOSIS  '96 


FOOD 
MANUFACTURING, 
RESTAURANTS,  & 
FOOD  STORES 


PRODUCTIVITY 

THOUSANDS  OF  95  DOLLARS 
PER  EMPLOYEE 


'96 

-EST- 
DATA  DRI/MiGRAW-HILL 


POSITIVES 

►  With  more  consumers 
eatmg  on  the  run, 
companies  emphasizmg 
convenience  will  find 
eager  customers. 

►  Food-service  operators 
w/ill  grow/  by  opening 
outlets  in  stores, 
supermarkets,  and  gas 
stations. 

NEGATIVES 

►  Value-conscious 
shoppers  will  resist 
price  increases. 

►  Supermarkets  will 
continue  to  lose  "share 
of  stomach"  to  sharper 
food-service  operators, 
such  as  Boston  Chicken. 


SPQtLICHT 


EATING  OUT 


FOOD  DOLLARS  SPEliT 

49  ON  FOOD  OUTSIDE  — 

THE  HOME 
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SERVICES 


UTILITIES 


Mighty  Morphin  Power  Rearrangerj 

DEREGULATION  WILL  TRANSFORM  THE  INDUSTRY— AND  CONTINUE  TO  PINCH  PROFITS 


PROGNOSIS  '9B 


UTILITIES 


OUTPUT 

BILLIONS  OF 
■95  DOLLARS 


EMPLOYMENT 

MILLIONS  OF 


PRODUCTIVITY 

THOUSANDS  OF  95  DOLLARS  ! 

PER  EMPLOYEE  i 
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-ES"- 
DATA  ORI/)^:GRAV/-HILL 


POSITIVES 

►  Low  interest  rates  have 
lightened  debt  loads. 

►  Delay  in  deregulation 
IS  allowing  utilities  more 
time  to  prepare. 

►  Demand  for  power  is 
rising,  and  capacity 

IS  ample,  so  there's  no 
need  for  costly 
construction. 

NEGATIVES 

►  Demands  by  big 
customers  for  lower 
prices  are  hurting 
margins. 

►  High-cost  utilities 
face  a  bleak  future  in 
a  deregulated  world. 


SPOTUBifT 


UTILITY  PROFITS 
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-lST— 
"ALL  INVESTOR-OWNED  UTILITIES 
DATA;  BEAR. STEARNS*  CO. 


'E 


l.xciting,  intense,  and  fun":  That's  how  a 
prominent  electric-utility  executive  de- 
scribes his  job  these  days.  Surprised?  If 
you  thought  electiicity  was  about  as  thinlling  as 
dentistiT,  look  again.  A  three-year-old  drive  to- 
ward deregulation  is  causing  new  upheavals, 
from  cut-rate  pricing  to  an  unprecedented  sui-ge 
in  mergers. 

On  the  regulatory  front,  the  ac-  .  -iliis 
tion  in  1996  is  likely  to  get  a  jump  *}*'c?o/  '^^ 
start  from  an  innovative  plan  ap-  ''^^ff;.S'''.iii\,''„ 
proved  by  California's  Public 


Utilities  Commission  at  the  /ib"'''" 


end  of  1995.  The  plan,  sub- 

ject  to  change,  would  let  some  *-^?*,i,^'^%rRH!,-^.i^?^  ^ 
customers  shop  for  electricity  ""^'nno 
from  rival  suppliers  starting  in  1998.  The 
long-awaited  decision  is  another  sign  that  the 
economic  and  political  forces  pro- 
pelling deregulation  are  too  pow 
erful  to  halt.  Even  American 
Electric  Power  Co.,  the  na- 
tion's second-largest  investor- 
owned  utility — and  at  one 
time  a  staunch  opponent  of 
competition — proposed  its 
owTi  fai'-reaching  deregulation 
plan  in  1995.  Rather  than 
fight  the  tide,  says  Charles 
A.  Falcone,  an  aep  senior 
vice-president,  "we  have  de- 
cided we  want  to  help  shape  the  industry's 
new  structure." 

SMOOTH  SHIFT.  AEP  and  Other  utilities  had  little 
choice.  Profits  will  be  boosted  or  ravaged  for 
years  depending  on  how  the  industry  and  reg- 
ulators resolve  some  vexing  questions.  One  big 
one  is  how  far  competition  should  go.  The  most 
radical  approach  would  let  customers  choose 
an  electricity  supplier  just  as  they  choose  a 
long-distance  phone  carrier,  with  power  flowing 
over  still  regulated  fines  maintained  by  the  lo- 
cal utifity.  A  more  moderate  approach  would  re- 
tain today's  basic  structure  but  require  utiUties 
to  set  rates  based  on  prices  in  a  wholesale 
power  pool,  which  proponents  say  would  cut 
dowTi  on  confusion.  Mudd\ing  the  waters,  Cal- 
ifornia regulators  decided  to  let  both  ap- 
proaches coexist. 

Then  there's  the  issue  of  the  billions  of  dollars 
in  uneconomical  power  plants  and  long-term 
power  contracts  on  the  books  of  many  utilities. 
These  will  become  millstones  in  a  world  where 
the  cheapest  powder  suppliers  will  prevail.  Big 
customers  and  some  low-cost  utilities  contend 
that  overly  expensive  power  plants  and  con- 
tracts should  be  written  off,  forcing  shareholders 
to  bear  the  brunt  of  utifities'  past  poor  decisions. 


But  most  utilities  argue  that  their  costs 
largely  a  legacy  of  poor  regulations,  so 
tomers  should  continue  to  foot  the  bill  ft 
period.  Allowing  customers  to  disregard  t 
obfigations  "is  fike  asking  your  bank  to  let 
walk  away  fi'om  half  your  mortgage  just 
cause  you  want  a  new  house,"  ai'gues  Thorru 
May,  CEO  of  Boston  Edison  Co. 
READY  TO  BID.  More  states  will  grapple  ^ 
these  and  other  contentious  issuei 
1996,  starting  with  Massachusetts 
New  Hampshire.  Meanwhile,  i 
-  ^"o^i'^Zf  ^  ties  are  shedding  costs  and  t 
monopolistic  mind-sets.  Boi 
Edison  dumped  one-fifth  of 
managers  in  1995  and  triec 
spur  new  thinking  by  reass 
ing  most  of  those  remainini 
new  jobs.  WTL  Holdings  Im 
low-cost  Wisconsin  utility, 
offered  to  show-  rivals' 
customers  how  much  t 
could  save  by  switching 
WTL.  It  can't  wTest  away 
customers  now,  but  it  he 
to  have  the  chance  soon, 
body  owns  customers,"  s 
Erroll  B.  Davis  .Jr.,  wpl's 
gressive  ceo. 

Despite  cost-cutting,  pi 
margins  aren't  likely  to 
prove  much  after  a  five-year  slide.  Why' 
stop  defections,  many  utilities  are  cut 
prices  to  big  customers  10%  to  40%  in  rein 
for  long-term  commitments.  Average  afte: 
profit  margins  declined  to  17.2%  in  1995, 
18.9%  in  1991,  says  Daniel  Scotto,  an  an 
with  Bear,  Steams  &  Co. 

Moreover,  some  high-cost  utilities  arc  '-a  ' 
ing  artificial  assets  on  their  books,  such  ;t~ 
ments  due  from  customers  over  the  next  2'. 
30  years.  If  deregulation  proceeds  far  eiio 
utilities  may  have  to  switch  to  industrial 
counting  standards  that  don't  recognize 
assets.  The  resulting  megawTite-offs  "coiildt 
very  ugly,"  says  analyst  Scotto,  who  cite>  < 
terior  Energ\'  Cor]3.  as  a  prime  candidatf-. 
utilities  could  be  forced  into  a  restructurin 
even  bankruptcy. 

Also  on  tap  for  1996  are  more  dividend 
by  an  industrv'  where  dividends  once  [U'lVr 
almost  the  only  investment  appeal.  And  m. 
ers,  which  reached  a  record  .$11.9  billio 
1995,  are  hkely  to  keep  surging,  especial 
stock  prices  start  to  plummet  as  com]jet, 
takes  hold.  No  question  about  it:  The  elec  ■ 
utility  industry  isn't  boring  anymore. 

By  Mark  Maremont  in  Bo' 
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SERVICES 


BUSINESS  SERVICES 


^HO  Says  You  Can't  Find  Good  Help? 

BUSINESS-SERVICE  FIRMS  BOOM  AS  COMPANIES  AROUND  THE  GLOBE  RETOOL 


1  some  recent  continent-hopping  business 
,rips,  Geoi'ge  T.  Shaheen,  managing  partner 
"or  Andersen  Consulting,  became  thor- 
ly  convinced  that  change  knows  no  bound- 
,  The  rage  in  China  was  all  about  resti'uc- 
y  and  developing  new  mai'kets.  A  Brazilian 
)mpany  was  worried  about  how  to  com- 
in  foreign  countries.  "It  doesn't  matter 
e  you're  doing  business,"  says  Shaheen, 
yone  is  going  thi'ough  a  massive  retooling." 
?  that  may  be  wi-enching  to  many,  for  An- 
n  and  other  providers  of  business  sei-vices, 
ival  is  a  boon. 

siness  services — a  new  category  in  BUSi- 
week's  Industiy  Outlook — encompasses  le- 
ervices,  advertising,  personnel  supply,  I'e- 
h  and  consulting,  accounting,  engineering, 
:ecture,  and  miscellaneous  others,  such  as 
ment  rental  and  leasing.  While  theii-  growth 
vaiy,  all  of  these  industries  to  some  degree 
in  on  the  continuing  global  trend  toward 
ig  outside  help.  In  1996,  predicts  dri/Mc- 
-Hill,  business  services  will  grow  3.5%  after 
on,  to  $806  billion  in  1995  dollars, 
nsultants  such  as  $4  billion  Andersen 
\  do  far  better  than  that.  Andersen,  which 
ilizes  in  providing  advice  on  systems  and 
led  change  management,  expects  business 
;e  20%  for  a  second  year  and  to  add  as 

as  8,000  people  to  its  "workforce  of  37,000. 
time,  Bain  &  Co.  figiu'es  its  business  will 

30%  this  year  on  the  back  of  its  "gi'owth" 


Iting,  which  advises  once  shrinking  clients 
;o  grab  market  share  and  find  new  cus- 
•s  overseas. 

FEVER.  Business-service  providers  will 
on  jobs  of  increasing  sophistication.  Cor- 
3  layoffs  will  remain  in  the  I'ange  of  last 
;  420,000  or  so,  figin-es  outplacement  fii-m 
anger,  Gray  &  Christmas,  so  companies 
antinue  to  off-load  everything  from  public 
ons  to  computer  services.  That  will  en- 
a  fourth  year  of  strong  growth  for  the 
)rary-help  sector,  which  the  National  As- 
ion  of  Temporary  &  Staffing  Services  es- 


timates has  annual  revenues  of  $40  billion 
(chai't).  "Temporary  help  used  to  be  for  emer- 
gency needs,"  says  Manpower  International  Inc. 
Chaiaman  Mitchell  S.  Fromstein.  "Now,  it's  part 
of  a  company's  ongoing  workforce  strategy." 
Fromstein  e.xpects  Manpower  revenues  to  be  up 
some  15% — even  higher  than  the  industry's 
healthy  9%  rise. 

At  Manpower,  as  at  scores  of  other  compa- 
nies, growth  is  being  fueled  by  demands  for 
special  skills.  Today,  Manpower  is  supplying 
computer  programmers  and  systems  integra- 
tors as  well  as  clerical  workers.  Industrial- 
design  specialists  such  as  Boston's  Design  Con- 
tinuum Inc.  are  working  with  clients  from  re- 
search to  final  production.  In  advertising,  ef- 
forts to  commercialize  the  Internet  are 
providing  golden  opportunities  for  nimble  up- 
starts. "The  Internet  will  pose  a  major  chal- 
lenge for  the  big  agencies,"  says  analyst  James 
D.  Dougherty  of  Dean  Witter  Reynolds  Inc. 
WORK,  WORK.  Generally,  though,  size  seems  to 
be  an  advantage.  As  industries  consolidate,  com- 
panies tuin  to  providers  that  can  handle  busi- 
ness globally.  In  the  advertising  business,  where 
growth  is  expected  to  be  nearly  8%  thanks  to 
election  and  Olympics  spending,  "it's  increas- 
ingly difficult  for  midsize  [advertising]  agencies 
to  compete,"  says  RocheUe  Lazains,  ceo  of  giant 
Ogilvy  &  Mather  Worldwide  Inc. 

So  look  for  the  fi'agniented  business-seivices 
sector  to  spawn  plenty  of  mergers.  Last  yeai; 
EDS  Corp.  purchased  A.  T.  Kearney  for  $600 
million,  mairying  computer  systems  and  engi- 
neering Ivnowhow.  This  year,  law  firms 
are  ripe  for  combination,  says  con- 
sultant Bradford  W.  Hildebrandt. 
While  law  fu'ms  are  recovering  ft-om 
the  depressed  early  '90s,  Hildebrandt 
expects  revenues  to  rise  10%  in  1996, 
so  regional,  national,  and  even  interna- 
tional mergers  should  be  on  the  uptick.  "We'll 
see  global  consolidation  like  we  began  seeing  in 
accounting  10  years  ago,"  predicts  Hildebrandt. 

Other  forces  driving  the  mergers:  difficulty 
in  finding  top  professionals  and  pricing  pressm'e 
fi'om  customers.  More  and  moi'e  companies  are 
demanding  fixed  fees  fi'om  law  firms.  The  out- 
placement industry  has  seen  commissions  on 
large  conti-acts  ch'op  fi'om  as  much  as  17%  per  in- 
dividual to  about  10%,  according  to  John  A. 
Challenger.  Yet  across  most  of  the  gi'owing  ser- 
vices sector,  "the  No.  1  risk  and  temptation"  is  to 
take  on  more  work  than  finns  have  the  ability  to 
handle,  say  Bain's  worldwide  managing  dii-ector, 
Thomas  J.  Tiemey.  For  now,  that's  a  hurdle  most 
service  providers  are  eager  to  attempt. 

By  Richard  A.  Melcher  in  Chicago 


PROGNOSIS  "se 


BUSINESS  SERVICES 

INCLUDES 'lEGAL"E?'ICES. 
ADVERTISING,  PERSONNEL  SUPPLY 
SERVICES,  CONSULTING 


PRODUCTIVITY 

THOUSANDS  Of  %  BOLlARS 
PER  EMPLOYEE 


DATA  DRI/MfGRAW-HILL 

POSITIVES 

►  Continued  industry 
restructuring  favcrs  a 
variety  of  services,  from 
temporary  help  to  con- 
sulting and  engineering. 

►  Booming  economies  in 
Asia  and  other  markets 
offer  new  work  to  U.S. 
architects,  engineers, 
and  advertisers. 

NEGATIVES 

►  A  shortage  of  quality 
staff  looms  as  businesses 
demand  more  sophisti- 
cated services. 

►  Consolidation  among 
clients  adds  price  pres- 
sures and  kills  smaller  or 
less  specialized  firms. 


SPOTLIGHT 


TEMPORARY  HELP 


■91  92  '93  '94  '95  '96 
A  BILLIONS  OF  DOLLARS  -KT- 
DATA;  NATSS,  MANPOWER  INC.  ESTIMATES 
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BUSINESS  WEEK  IS  MORE  PLUGGED  IN  THAN  EVER. 


(  Steve  gillmor,  technology  columm'sF^ 


"BusinessWeek  Online  is  nothing  less  than  the  most  advanced 
use  of  interactive  technology  on  the  three  major  services." 


(^jeff  yablon,  computer  press  associatiori_j 

^'Congratulations  on  what  is  without  any  doubt  whatsoever  the 
finest  venture  of  its  kind  yet  unveiled. ..Finally,  someone  has 
gotten  it  right." 


mguffy@aoLcom 


**As  a  grizzled  online  veteran  of  eleven  years,  I  must  say  your  new 
online  edition  on  America  Online  knocked  me  off  my  chair.  Wow!" 

(  jyeef[yer@aoLcom 

"Love  the  online  search  capabilities  on  America  Online.  It's  GREAT!!!" 


bobscliner@aol.com 


"Although  I  am  riot  a  subscriber  to  your  magazine,  I  am,  as  of  now, 
a  faithful  reader  of  your  online  service.  Fantastic!" 

(T4AES0N@aoLcorn~ 

"Congratulations  on  a  masterful  adaptation  of  your  magazine  to 
America  Online.  Clearly  the  best  interactive  segment  online." 

To  plug  into  BusinessWeek  Online,  call  1-800-641-4848  for  a  trial  diskette, 
including  10  free  hours  on  AOL.  For  more  information  or  for  advertising  opportunities, 
contact  Cydney  Harris,  Product  Manager,  at  212-51 2-3  1 58  or  at  CydBW@aol.com. 


Bevofid  iieirs.  l)ilelliveiice. 
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Finance 


BANKING 

A  few  blots  on  the  ledger — 
including  heavy  consiimer- 
loan  biu'dens  and  dubious 
coiporate-debt  quality — 
should  temper  an  othei-wise 
bully  year 
PAGE  110 

SECURITIES 

The  good  times  will  keep 
rolling  on  Wall  Street: 
Interest  rates  ai'e  staying  in 
the  cellar  and  the  m&a 
locomotive  shows  no  sign  of 
slowing  down 
PAGE  111 

REAL  ESTATE/ 
CONSTRUCTION 

Continued  strength  in  the 
housing  market  and  high-rise 
expectations  in  the  ofiSce 
sector  should  help  bolster  the 
slow  peifonnance  in  retail 
construction 
PAGE  112 

INSURANCE 

Core  weaknesses  in  property- 
casualty  and  life  insiu'ance, 
along  with  "too  many  players 
competing  for  too  little 
retiuTi,"  mean  the  watchword 
for  '96  will  be  consolidation 
PAGE  114 
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FINANCE 


BANKING 


A  Few  New  Blots  on  the  Ledger 

DELINQUENT  CONSUMER  LOANS  AND  SKINNY  MARGINS  MAY  TEMPER  AN  OTHERWISE  BULLY  YE 


PROGNOSIS  '96 


BANKING 


OUTPUT 

BILLIONS  OF 
'95  DOLLARS 


EMPLOYMENT 

MILLIONS  OF  WORKERS 


PRODUCTIVITY 

THOUSANDS  OF  95  DOLLARS 
PER  EMPLOYEE 


'91  '96 
-ESI- 
DATA  DRI/MiGRAW-HiLL 


POSITIVES 

►  The  financial  condition 
of  banks  is  excellent  and 
leaves  them  well  pre- 
pared to  weather  any  ec- 
onomic slowdown. 

►  Managed  properly,  the 
ongoing  consolidation  in 
the  industry  will  make  it 
more  efficient. 

NEGATIVES 

►  Consumers  have  been 
loading  up  on  debt,  and 
consumer  loan  delin- 
quencies are  rising. 

►  Profit  margins  on  con- 
sumer and  corporate 
loans  could  decline, 
hurting  bank  earnings. 


91  92  93  -94  '95  96 
A  BILLIONS  OF  DOLLARS 

DATA.  MERRILL  LYNCH  «  CO 


It  was  beginning  to  look  as  if  the  good  times 
would  never  end  for  U.  S.  banks.  Since  1991, 
profits  have  set  record  after  record,  asset 
ciuality  has  sharply  improved,  and  bank  stocks 
have  seemed  headed  for  the  moon.  But  now,  a 
few  clouds  are  dotting  the  hoiizon.  Consumers 
are  beginning  to  have  trouble  with  heavy  debt 
burdens.  And  the  narrow  gap  between  short- 
and  long-term  rates  bodes  ill  for  banks'  profit 
margins  on  loans  and  investments.  Although 
Merrill  Lynch  &  Co.  predicts  that  profits  for  56 
top  banks  should  grow  9.8%  in  1996  (chart), 
pan  in  for  a  closeup  and  the  picture  is  murkier 

The  biggest  potential  prob- 
lem is  related  to  the  ongoing 
growth  in  lending.  Consumer 
installment  credit  grew  I'ough- 
ly  14%  in  1995,  according  to 
DRi/McGraw-Hill.  Wliile  banks 
profit  initially  by  providing 
that  credit,  heavy  consumer 
debt  burdens  mean  more  loan 
delincjuencies  down  the  road. 
Indeed,  the  American  Bank- 
ers Assn.  says  that  late  jjay- 
ments  on  bank-caixl  accounts 
have  risen  for  four  quailers 
in  a  row  and  are  currently  at 
their  second-highest  level  in 
10  years.  "Consumer  credit 
quality  is,  I  think,  a  very  big 
short-term  issue,  potentially  a  big  minefield," 
says  Judah  Ki-aushaar,  a  banking  analyst  at 
Mei'rill  Lynch. 

HARD  TO  FUDGE.  Coi-porate  lending  is  also  ex- 
panding rapidly,  raising  additional  concerns 
about  loan  quality  in  1996.  James  B.  Lee,  vice- 
chaii-man  at  Chemical  Banking  Corp.,  the  top 
bank  in  loan  s>Tidications,  says  coiporate  lending 
will  increase  through  1996,  but  "certain  [indus- 
try] sectors  will  continue  to  deteriorate."  That 
will  prompt  some  borrowers  to  fall  behind  on 
payments  or  default.  Lee  says  lending  stan- 
dards are  far  higher  than  they  were  in  the  late 
1980s.  However,  the  intense  competition  to 
make  many  loans  suggests  that  some  banks  are 
willing  to  offer  loan  temis  that  leave  little  room 
for  error. 

Then  there  is  the  problem  of  profit  margins. 
Today,  there's  less  than  one  percentage  point 
between  the  short-term  rates  at  which  banks 
ooiTow  and  the  longer-tenn  rates  at  which  they 
.  ijically  lend.  That  means  room  for  profits  is 
si  vce.  A  1995  study  by  Menill  Lynch  shows 
thi  bank  stocks  have  been  poor  performers 
neai  'y  every  year  following  periods  when  short- 
and  I  !ig-tenn  interest  rates  are  close  together 
"This  I.;  a  hard  yield  curve  to  work  with,"  says 


Jefft'ey  C.  Keil,  i)resident  of  Republic  New  | 
Corp.  I 
Luckily,  banks  still  have  plenty  of  win' 
their  backs.  Wliile  loan  delinquencies  are  rii 
they  ai'e  still  relatively  scai'ce,  and  banks  ne( 
use  only  small  portions  of  their  earnings  a 
sei-ves  for  bad  credits.  Moreover,  new  busin( 
are  expanding  for  some  of  the  biggest  b; 
At  J.  P.  Morgan  &  Co.,  Thomas  B.  Ketcl 
head  of  investment  banking  for  the  America.- 
pects  corporate-finance  fees  for  sei-vices  su( 
advising  on  mergers  to  increase  40%  in  19! 
Expect  many  banks  to  be  intensely  cost 
scious  in  the  coming  ; 
Banli  mergers  will  likely 
tinue  at  gale  force:  Gv 
Smith,  managing  direct i 
the    financial  institui 
gi'oup  of  UBS  Securities 
predicts  that  by  2000.  th( 
50  banks  will  control  80 
the  assets  in  the  U.  S.  1 
ing  industry,  up  hvm  56' 
day.  And  many  deals  wi 
predicated  on  massive  ( 
savings.  ' 
REFORM  DELAY.  Spen  liii 
technology  will  gTow  in 
Most  bankers,  eager  ti 
their  customers  reduce 
use  of  high-cost  branches 
step  up  use  of  electronic  banking  outlets 
placing  large  bets  on  systems  for  bankin 
phone  or  personal  computer  Edw'ard  E.  Ci'  ' 
field  Jr.,  chauTnan  and  ceo  of  Fii'st  LInion  ( 
and  one  of  the  countiy's  most  acquisitive  k 
ers,  plans  to  stop  buying  banks  for  five  } 
wiiile  he  invests  in  electronic  retail  ban) 
"As  soon  as  we  really  do  have  a  choice  foi 
customer  to  make  that's  realistic,  then  he 
move  away  from  branches,"  he  says. 

Changes  will  be  harder  to  come  by  or 
i-egulatory  front.  Banks  have  been  stymie' 
the  big  revisions  they  sought  in  1995,  such  : 
end  to  the  barriers  between  commercial  l' 
inve.stment  banking,  and  they  could  we  I 
frustrated  again.  Banks  and  insurance  ai' 
need  to  agi'ee  on  provisions  to  limit  the  fi 
of  banks  into  the  insm-ance  business  before 
banking  law  reform  can  move  forward. 

Having  waited  this  long  for  deregula 
bank  executives  aren't  holding  their  hn 
However,  for  those  who  keep  a  sharj)  eye  o: 
erations,  pay  close  attention  to  the  creditwc 
ness  of  borrowers,  and  plan  for  electronic  I 
ing,  1996  could  be  a  very  good  year  indee< 

By  Kelleij  Holland  in  New  York,  ivith 
Barrett  in  Wasfmigton 
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Will  Wall  Street  Hit  a  Wall? 

IT  WILL  BE  TOUGH  TO  MATCH  '95,  BUT  LOW  RATES  COULD  KEEP  THE  MARKET  ROBUST 


fall  Street  should  get  another  gift  from 
I  the  Federal  Reserve  in  1996:  continued 
'  low  interest  rates.  DRi/TVIcGraw-Hill  pi'e- 
that  30-year  Treasury  bonds  will  end  the 
at  (x'ZG^'c,  up  just  a  tad  fi'om  6%  at  yearend 

Rock-bottom  rates  mean  another  super 
for  the  securities  industry,  since  investors 
:eep  deserting  bank  certificates  of  deposits 
ek  higher  returns  in  the  stock  market, 
ing  the  market  and  Wall  Street  commis- 

"From  evei-jlhing  we  see,  it's  going  to  be 
er  good  yeai;"  declai'es  John  J.  Mack,  pres- 

of  Morgan  Stanley  &  Co. 

ter  a  slow'  start,  1995  

amed  into  a  very  good 
for  the  securities  indus- 
New  York  Stock  Ex- 
^e  fii'ms  reaped  an  esti- 
i  $6.5  bilhon  in  pretax 
s.  That's  the  second-best 
ever  after  1993's  .$8.6  bil- 
ilow-out.  Fueling  the  in- 
y  was  record  stock-mar- 
volume,  thanks  to  a 
lard  &  Poor's  500-stock 
:  that  soared  37%  and 
g  underwTiting  and  mu- 
und  sales. 

r  1996,  the  business 
profit  estimate  is  just 
)illion,  though.  That's  because  it  would  be 
I  for  rates  to  decline  in  1996  as  much  as 
did  in  1995,  when  they  fell  from  8%  to 
:  6%.  Declining  rates  are  Wall  Street's 
1  environment,  since  they  boost  corporate 
ncing  as  well  as  the  stock  market. 
9VER  RUMORS.  The  new  year  is  starting 
ith  lots  of  momentum.  Mergers  and  ac- 
ions  were  red-hot  in  1995,  racking  up  .$450 
1  in  deals,  topping  the  previous  record  of 
oillion  in  1994,  according  to  Secuiities  Data 
There  is  no  reason  to  believe  the  robust 
market  won't  continue,"  says  Kim  Fen- 
sque,  a  managing  director  at  UBS  Securi- 
nc.  Initial  public  offerings  were  another 
!r,  with  an  estimated  .$29  billion  in  new 
;  in  1995,  almost  reaching  the  1993  record 
[  billion. 

.11  Sti-eet  is  notoriously  cyclical,  though, 
e  gold  nish  could  slow  in  '96.  The  stock 
at  is  unlikely  to  sustain  its  record  perfor- 
i  for  two  years  in  a  row.  The  securities  in- 
y  also  faces  excess  capacity:  Too  many 

are  fighting  for  the  same  business.  Ag- 
ive  up-and-comers  range  from  Germany's 
;che  Bank  and  Union  Bank  of  Switzerland 
S.  commercial  banks.  "It's  a  difficult  chal- 

to  continue  to  maintain  high  margins," 


says  Jerome  P.  Kenney,  a  Merrill  Lynch  execu- 
tive vice-president. 

With  so  much  competition,  consolidation  is 
expected  to  continue  in  1996.  Rumors  constant- 
ly have  firms  dressing  themselves  up  foi'  sale. 
Some  of  them,  such  as  Lehman  Brothers  Inc., 
PaineWebber  Inc.,  and  Prudential  Securities, 
ai'e  medium-size  fii-ms  that  are  finding  it  ex- 
pensive to  compete  internationally.  Meanwhile, 
Goldman  Sachs,  Merrill  Lynch,  and  Morgan 
Stanley  are  spending  heavily  to  position  them- 
selves as  global  competitors  that  can  remain 
independent.  "In  1996,  the  large  will  get  larger, 
small  boutiques  will  prosper, 
and  those  in  the  middle  will 
get  squeezed,"  says  Bruce  S. 
Foerster,  president  of  South 
.   ^  Beach  Capital  Markets  Advi- 

\  0  C'orp.  in  Miami. 

^  C  Whether  large  or  small,  bro- 

kerage stocks  are  due  for  a 
correction.  Analysts  aren't  as 
hot  on  them,  since  they  had  a 
spectaculai-  rise  in  1995.  Menill 
Lynch  &  Co.  shares  rose  51%' 
through  mid-Decembei',  and 
Charles  Schwab  &  Co.  was  up 
86%.  Mergers  and  acquisitions, 
hottest  in  banking  and  media, 
~~  might  lose  some  steam. 

There  are  bright  spots.  Merrill  Lynch,  the 
biggest  brokerage,  sees  continued  gTowlh  in  its 
retail  business.  Its  equity  assets  under  man- 
agement have  gTown  significantly  in  1995  simply 
because  the  stock  market  was  up  37%.  This  in- 
crease means  more  asset-management  fee  in- 
come in  1996,  even  if  the  growth  of  assets 
slows.  And  following  a  dismal  1995  in  many 
emerging  mai-kets,  Merrill  is  looking  for  an  im- 
provement in  1996. 

The  entu'e  industry  may  get  a  boost  from 
Washington.  A  capital-gains  tax  cut  and  a 
restoration  of  tax  deductibility  foi-  individual 
retirement  accounts  look  likely  in  1996.  says 
Mai'c  E.  Lackiitz,  president  of  the  Seciuities  In- 
dustry Assn.,  since  "there  is  broad  agreement 
among  the  House,  the  Senate,  and  the  Admin- 
istration that  this  is  a  good  idea."  The  siA  esti- 
mates the  IRA  change  alone  could  earn  the  in- 
dustry as  much  as  $200  million  a  year  in 
additional  ira  mutual-ftmd  fees. 

Of  coiu'se,  it's  the  imexpected  that  hmts  mar- 
kets the  most,  as  in  the  last  big  market  plunge 
with  the  gulf  war  in  1991.  A  recession  or 
shaiply  liigher  rates  ai'e  constant  wonies.  But  it 
now  looks  as  if  Wall  Street  can  spend  another 
happy  year  looking  fomard  to  bonus  time. 

By  Leah  Nathans  Spiro  iji  New  York 
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PRODUCTIVITY 

THOUSANDS  OF  '95  DOLLARS 
PER  EMPLOYEE 
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POSITIVES 

►  The  soaring  stock  mar- 
ket is  boosting  the  bro- 
kerage business. 

►  Mergers,  acquisitions, 
and  IPOs  should  remain 
strong. 

►  Congress  may  cut 
capital-gains  taxes  and 
restore  deductibility  of 
IRAs. 

NEGATIVES 

►  Brokerage  stocks  are 
due  for  a  correction  after 
their  big  1995  runup. 

►  Overcapacity  in  the 
industry  will  keep 
restraining  margms. 


SPOTLIGHT 
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FINANCE 


REAL  ESTATE/CONSTRUCTION 


A  Year  of  High-Rise  Expectations  ^ 

THE  OFFICE  MARKET  EXPECTS  A  BANNER  YEAR,  WHILE  OTHER  MARKETS  LOOK  LESS  ROBUS 
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&  REAL  ESTATE 


BILLIONS  Of 
■95  DOLLARS 


EMPLOYMENT 

MILLIONS  OF 
WORKERS 


PRODUCTIVITY 

THOUSANDS  OF  95  DOLLARS 
PER  EMPLOYEE 
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POSITIVES 

►  The  office  sector  will 
continue  to  recover, 
thanks  in  part  to  strong 
demand  by  high-tech 
connpanies. 

►  Upscale  hotels  should 
enjoy  rising  room  rates 
and  healthy  occupancy 
levels. 

NEGATIVES 

►  Some  shopping  centers 
will  feel  the  squeeze  from 
a  sluggish  retail  market. 

►  With  apartment  con- 
struction still  picking  up 
steam,  some  Sunbelt 
markets  may  already  be 
overbuilt. 

■EZBiiiiH 

DOWNTOWN  OFFICE 
VACANCIES 


NATIONAL 
AVERAGE 


91  '92 
A  PERCENT 
DATA:  CUSHMAN  &  WAKEFIELD  INC., 
FW  DODGE 


For  much  of  the  past  two  years,  the  real  es- 
tate and  construction  industry  celebrated 
the  return  of  growth.  Having  survived  the 
dark  days  of  the  early  1990s,  investors  savored 
the  recoveiy  of  apartment  and  retail  properties, 
followed  by  offices  and  hotels.  But  1996  will  be 
more  of  a  mixed  bag.  On  the  downside,  there 
are  early  signs  of  overheating  in  some  markets 
for  construction  of  apartment  and  retail  space. 
On  the  upside,  a  stronger  housing  market 
should  help  pick  up  the  slack.  And  with  office 
occupancy  and  rents  improving,  1996  will  mark 
the  return  of  one  fixture  of  the  1980s:  high- 
rise  office  projects. 

The  generally  good  news  for 
real  estate  stems  largely  from 
the  continued  decline  of  inter- 
est rates.  Lower  rates  helped 
spark  homebuilding  in  the  sec- 
ond half  of  199.5.  And  National 
Association  of  Home  Builders 
Chief  Economist  David  F.  Sei- 
ders  figures  moderate  econom- 
ic growth  will  lead  to  even 
lower  mortgage  rates  in  1996, 
averaging  about  7.3%  for  30- 
year  fiLxed-i'ate  mortgages.  That 
should  nudge  multi-  and  sin- 
gle-family housing  starts  up 
about  3%,  to  nearly  1.4  million. 
The  days  of  speculative  boom  and  bust  are 
gone:  "People  look  at  houses  as  shelter  rather 
than  as  an  investment  strategy,  and  frankly 
that's  pretty  healthy,"  says  Bruce  E.  Karatz, 
chairman  of  Los  Angeles-based  Kaufman  & 
Broad  Home  Corp. 

Apartment  constniction  continues  to  pick  up 
steam.  According  to  the  nahb,  construction  will 
begin  on  290,000  apartments  in  1996,  up  a  bit 
from  1995's  274,000.  Wliile  that  is  still  less  than 
half  the  1985  frenzied  peak  of  nearly  670,000 
units,  industiy  pros  are  waiTiing  that  some  Sun- 
belt markets,  such  as  Phoenix  and  Las  Vegas, 
may  already  be  overbuilt. 
BANNER  YEAR.  In  retail  constiuction,  megamer- 
chants  such  as  Wal-Mart  Stores  Inc.  and  Circuit 
City  Stores  Inc.  are  aggressively  expanding. 
But  it  doesn't  appear  that  the  market  is  head- 
ed for  a  repeat  of  the  overbuilding  binge  of 
the  1980s.  Retail  constniction  should  fall  10%  in 
1996,  accoi'ding  to  The  McGraw-Hill  Comjja- 
nies'  F.  W.  Dodge  unit.  One  reason:  Aside  from 
the  retail  giants  that  can  finance  their  own  ex- 
pansion, "capital  is  pretty  well  cut  off  to  that 
.--i'ctor,"  says  Douglas  A.  Tibbetts,  president  of 
t  luitable  Real  Estate  Investment  Manage- 
ment Inc. 

'layers  in  the  office  market  expect  1996  to 


be  a  banner  year.  Thanks  in  no  small  pa' 
the  explosive  growth  of  high-technology  c( 
nies,  office  vacancy  rates  continue  to 
And  the  sti'ength  of  the  market  is  sparkin 
only  build-to-suit  constiuction  but  some  py; 
ly  sjjeculative  building  in  tight  markets.  A 
J.  Mirante  II,  chief  executive  officer  of  (i 
man  &  Wakefield  Inc.,  says  some  cities' 
see  construction  with  as  little  as  50%-  o 
project  pre-leased.  "The  fimdamentals  for  I 
haven't  been  this  good  in  10  years,"  ii 
Thomas  A.  Carr,  president  of  Carr  Ra 
Corp.  in  Washington,  D.  C. 

Still,  not  all  mai-ket.-, 
booming.  Los  Angelesj 
downtown  Dallas,  which 
a  staggering  vacancy  rt; 
35%',  are  still  struggling..- 
Arthur  Andersen  &  C'o.  ! 
aging  Director  Bari'v  I 
bert  warns  that  betieu 
cheaper  telecommunic;i  i 
will  allow  more  ten;iii: 
the  futiu"e  to  avoid  dnw  i 
locations.  As  a  result,  i 
operators  will  be  forcil 
beef  up  their  market  in; 
improve  the  flexibilit 
lease  packages. 

Perhaps   the  best 
around  remain  high-end  hotel  properties 
side  of  Las  Vegas,  there  is  little  new  cdh:: 
tion  of  luxury  hotels.  And  Japanese  iiivi  • 
who  overpaid  for  such  properties  in  the  ; 
continue  to  sell.  A  Japanese  bank  recent!;:- 
the  539-room  Ritz  Carlton  Hotel,  Mauna 
in  Hawaii,  built  for  .$180  million,  foi'  jii.-  ■ 
million. 

SMALL  FAVORS.  While  the  Japanese  -.n,  - 
ing,  U.S.  real  estate  continues  to  atli'.n-; 
pension  funds,  which  should  cautiously  <■  - 
their  holdings  in  1996,  as  well  as  fnivi'. 
vestors,  from  such  places  as  Hong  Kmii;  , 
wan,  and  Germany.  Real  estate  invc-ti 
tru.sts  aren't  raising  a  lot  of  money  ih 
public  offerings — investment  dollars  h;i\  i 
into  the  booming  stock  market  instcail 
they're  discovering  that  private  placenn  ii 
work,  too.  For  instance,  CaiT  Realty  sti- 
deal  in  November  that  will  result  in  a  i. 
million  investment  in  the  REIT  by  Secui'it  ; 
ital  U.  S.  Realty.  Can-  plans  to  use  the  cap  < 
build  and  buy  offices  across  the  country 
1996  won't  see  a  return  to  the  glory  d; 
leaping  prices.  But  these  days,  most  i  r 
tate  executives  are  thankfiil  for  slow  hLit 


progi'ess. 


By  Amy  Barrett  in  Wash 
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THE 
BOTTOM  LINE 
LEADS  TO 
OHIO. 
THE 
QUICKEST 
WAY  THERE  IS 
ONLINE. 


To  do  business  in  this  diverse  and  growing  market,  you  need  Online  Oh/o.  •  Tap  into 
this  area  on  Business  Week  Online,  located  behind  the  "Offers  and  Info"  icon  on  the 
opening  screen.  You'll  find  market  intelligence  on  Ohio  and  Ohio-based  companies 
that's  timely,  authoritative  and  instantaneous.  •  Best  of  all,  Online  Ohio  is  highly 
interactive — you  can  send  messages  to  state  officials  and  participating  companies,  and 
request  additional  information.  •  Don't  miss  this  opportunity  to  explore  this  new  and 
unique  resource  starting  September  25.  If  you  are  not  currently  an  America  Online 
subscriber,  call  1-800-641-4848  to  receive  a  trial  diskette,  including  10  free  hours  on  AOL. 
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Looking  for  Safety  in  Numbers 

CONSOLIDATION— AND  COMPETITION  FROM  OTHER  INVESTMENTS— ARE  CHANGING  THE  BUSiN! 
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POSITIVES 

►  Life  insurers  are  hold- 
ing on  to  their  share  of 
retirement  assets. 

►  Property-casualty  writ- 
ers are  increasing  re- 
serves for  environmental 
claims. 

►  Losses  from  claims  are 
moderating. 

NEGATIVES 

►  Much  of  the  industry's 
increased  capital  is  com- 
ing from  investment 
gams,  not  core  earnings. 

►  With  2,400  competi- 
tors, the  business  is  ripe 
for  consolidation. 


SPOTLIGHT 


PROPERTY-CASUALTY 
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A  PERCENT 

DATA:  CONNING  i  CO 


If  there  is  one  word  that  sums  up  prospects 
for  the  insurance  industry  in  1996,  it's  con- 
solidation. Last  year  saw  a  i-ecord  $18  billion 
worth  of  insurance-company  mergers  and  ac- 
quisitions, and  there's  no  letup  in  sight.  "There 
are  too  many  playei-s  competing  for  too  little  re- 
turn in  a  crowded  marketplace,"  says  Eric 
Simpson,  a  vice-pi-esident  at  rating  agency  A.  M. 
Best  Co. 

The  late  November  announcement  of  Ti'avel- 
ers  Inc.'s  $4  billion  purchase  of  Aetna  Life  & 
Casualty's  property-casualty  unit  capped  a  year 
in  which  cna  Financial  swallowed  Continental 
Insurance  for  $1.1  billion  and 
Zurich  Insurance  took  over 
Home  Insurance.  The  same 
pressures  that  forced  these 
deals — weak  retiums,  large  ex- 
posures to  environmental 
claims,  and  lack  of  sufficient 
capital  to  keep  ratings  up — 
are  expected  to  continue  in 
1996.  While  the  companies 
have  said  nothing  publicly,  an- 
alysts believe  that  cigna 
Corp.  and  Prudential  Insur- 
ance Co.  are  among  the  big- 
name  companies  considering 
selling  their  property  and  ca- 
sualty units. 
CUTTING  OVERHEAD.  For  property-casualty  in- 
surers, two  big  helpers  are  low  inflation  and 
low  interest  rates.  The  benign  operating  envi- 
romment  in  1995  led  to  a  doubling  of  net  in- 
come, to  $22.3  billion  from  $10.9  billion  in  1994. 

In  1996,  however,  property-casualty  insurers 
should  see  only  a  modest  uptick  in  their  busi- 
ness. A  survey  of  Wall  Street  analysts  by  In- 
surance Information  Institute  found  them  ex- 
pecting growth  in  premium  dollar  volume  of 
about  4.6%  in  1996.  While  that  would  be  better 
than  the  3.9%  rate  of  gi'owth  in  1995,  it  wall  still 
lag  behind  the  growth  of  the  early  1990s.  The 
problem:  continued  price  pressures  from  over- 
capacity, especially  in  commercial  lines,  such  as 
general  business  liability  and  workers'  compen- 
sation. "There  has  been  no  fundamental  im- 
provement in  underlying  performance  during 
the  last  five  years,"  says  Robert  Stein,  director 
of  Ernst  &  Young's  insiu'ance-industry  practice. 

With  paltry  premium  growth,  property- 
casualty  insurers  will  have  to  cut  overhead, 
now  a  quarter  on  every  dollar  of  premium. 
Travelers  hopes  to  trim  $300  million  from  oper- 
ating expenses  and  cut  3,000  jobs  when  it  takes 
over  the  Aetna  unit. 

The  consolidation  trend  affecting  property- 
casualty  wiiters  is  no  less  dramatic  in  hfe  in- 


surance. Metropolitan  Life  Insurance  Co 
New  England  Mutual  Life  Insurance  Co. 
announced  plans  to  merge,  while  several 
atoi-s,  such  as  General  Electric  Capital  Sei 
Inc.,  went  on  buying  sprees.  Here,  the  m( 
tion  is  increasing  assets  under  manageme, 
compete  with  gargantuan  mutual-fund  he 
and  other  financial-services  conglomerates 
EXPENSIVE  DISTRIBUTION.  Life  insurers  d 
1996  facing  continued  weakness  in  their 
business  as  more  Amei-icans  turn  away 
traditional  hfe  insurance  to  investment  ]■ 
ucts  such  as  mutual  funds.  Wliile  mutual  li 
are  sold  through  low 
consumer-oriented  diicci 
keting  such  as  televisioi 
insurers  still  sell  their  ■ 
ucts     mainly  face-toi 
thi'ough  an  expensive  net  ' 
of  agents. 

A  survey  by  consul 
Towers  Periin  found  thai 
No.  1  issue  of  concern  foit 
insurance  chief  executiv 
ficers  is  improving  theii( 
tribution    system.  To'i 
Perrin  consultant  Rick  Is 
estimates  that  disti-ibi; 
makes  up  two-thirds  ,)i 
cost  of  a  life-insurance  ]  ii 
"Traditional  life  companies  have  dele,t!;ii< 
their  agents  decisions  like  what  mix  of  pm 
to  sell,  what  markets  to  pick,  and  how  ti  ' 
mote  the  products,"  says  Berry.  Many  li 
surers  have  begun  striking  deals  with  1 
to  sell  their  products,  a  trend  that  is  lik( 
accelerate  in  1996. 

Insurers  have  had  good  results  seUin 
nuities,  which  typically  offer  income  or  c 
gains  as  well  as  life  insiu'ance.  The  13%  r; 
gi-owth  for  annuities  is  four  times  the  rai 
traditional  life  insurance  products.  But  ci  ij 
tition  is  getting  fierce.  "It's  a  changing  | 
scape,"  says  CNA  Chairman  and  ceo  Denrl 
Chookaszian.  "Banks  will  be  a  much  morl 
nificant  seller  of  these  products  in  the  fiitui 
positive  for  life  in.surers  is  that  their  niMi- 
and  real  estate  problems  of  the  eai  l.\ 
have  largely  dissipated,  while  strong  lin, 
markets  have  helped  investment  returns. 

A  couple  of  yeai's  back,  few  would  ha\  t'  i 
ined  alhances  such  as  Travelers'  bold  dcil. 
Aetna  or  life  insurance  companies  allowiiiL: 
competitors  in  banking  to  sell  their  pmi 
But  as  the  historically  underpeiformiiii;  i 
ance  industi-y  tiies  to  catch  up  to  the  itcw 
order  in  financial  sei-vices,  it  is  learning  in; 

By  Tim  Smart  in  Neir  ! 
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'jaiMiiiig  the  prestigious  Business 
nology  Association  Award  as  1995 


er/Fax  Manufacturer  of  tiie  Year  was 


Reliability  has 
its  rewards^ 


mm 


Business 

Technology 

Association' 


)  an  fionor.  The  award  was  given  to 
r  our  commitment  to  service  and 
ndability.  It  means  tfie  investment  in 
arcfi  and  development  to  build  the 
,  reliable 
irs  and  fax 

lines  is  paying  off.  And  that  should 
1  something  to  you. 
r  businesses  around  the  world,  it 
res  that  Toshiba  copiers  and  fax 
lines  have  no  rival  when  it  comes  to 
rmance,  production  and  reliability  on 
ly  basis. 


arrf  Winning  Reliuhility 

'  Toshiba  6550  copier  and 
TF  651  fax  machine 


)a  Amci-lca  Informalion  S\sl('nis,  Inc  ,  Kli'i  ti-onir  Imafjin;;  Du 


And  when  it  comes  to  comparing  price 
with  performance,  our  5540/6550  copiers 
are  winning  praises  of  their 
own.  Buyers  Laboratoiy  Inc. 
named  them  the  most  out- 
standing high-volume  copier 
values  of  1995. 

To  see  how  rewarding  Toshiba  reliability 
is,  call  (800)  GO-TOSHIBA.  And  put  a 
proven  winner  to  work  in  your  business. 


In  Touch  with  Tomorrow 

TOSHIBA 

COPIERS  ♦  FAX 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESSWEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE.  SUITE  201 
CHICAGO.  IL  6061  1 


Business  Opportunities 


CONSULTANTS/TRAINERS 

Intemational  firm  expanding  in 
US  needs  independent 
consultants  and  trainers  tu 
represent  our  company.  We 
offer  some  of  the  finest  human 

resource  development 
programs  available  today.  Very 

high  income  potential. 
Extensive  training  and  support. 
Management,  marketing,  or 
consulting  experience  helpful. 
Send  resume  or  brief  personal 
history  to: 
Resource  Associates 
Corporation 
D.L.  Engle,  VP  Development 
Department  "WB16" 
100  Kachel  Blvd..  #150E 

Reading,  PA  19607 
(8t)0)  799-6227,  Ext.  12 
FAX:  (610)  856-5918 


BETTER  THAN 
FRANCHISES 


Four  of  our  new  Associates 
are  earning  over  $10,000 
a  month  after  5  months. 
This  11-year-old,  pride  of 
ownership  company  is  ready 
for  more  explosive  growth. 
Keep  your  current  job,  if  you 
must.  Set  your  own  pace. 
Immediate  success  training 
for  serious  candidates. 

(505)  982-2882 


Insurance 


$500,000 

LIFE  INSURANCE 


Age 

10  Year 
Level 
Term 

15  Year 
Level 
Term 

20  Year 
Level 
Term 

Joint 
Avg 
Age 

Sur- 
vivor- 
ship 

35 

$410 

$485 

$630  1 

50 

60  " 

$1,816 

45 

$805 

$860 

$1,300 

$3,167 

55 

$2,235 

$2,915 

70 

$6,590 

65 

$4,705" 

$6,245" 

$6,819" 

BO 

$25,100 

An 

nuBl  Prerr 

lum*  -  Preferfed  -  No  Tobacco  use 

Underwritten  by  ma|Or  life  insurance 
companies  given  tiighest  ratings  for 
financial  soundness  by  A  M  Best. 
Standard  &  Poors  and  lyioody's 
CALL  FOR  A  FREE  QUOTATION  ON 
ANY  DESIRED  AMOUNT  AND  PLAN: 

1-800-444-8715 

Financial  Services  Group 
189  Reservoir  Street 
Needfiam.  lyiA  02194 
Througfi  our  multi-company  representation. 
Financial  Services  Group  offers  the  most 
competitive  products  available  m  today's 
marketplace  Permanent  life  plans  are  also 
available 

■Not  available  in  some  states 


INCORPORATE 

IN  ANY  STATE  BY  PHONE  OR  FAX 

Specializing  in  Deliware  Corporations  t  LLC's. 


$25 


plus 

state  fees 


■WVB  FM  502-652-6760 

http://www.corpco.coni 


US  CORPORATIONS  AND  LIMITED 

LIABILITY  COMPANIES  CLLCs) 
SET  UP  INSTANTLY  IN  DELAWARE 
(USA)  BY  PHONE  OR  FAX 


jPtione,  ["AX  anytime  oi  wrile  lor  your  FREE  . 
tDt'luware  InLnrporttunn  HunJhonk  fbth  Edttioni.  I 
I  Agents  wanted  to  market  Delaware  incorporating  I 
VLLC  services.  Annua!  recurring  commisions. 


I  TEL:  1.800.423^2993  | 
,  FAX:  302.996.5818  anytime  . 
iDelawurv  Business  Incorporators,  Inc. I 
^0.  Box  5722,  Dept.  BW,  Wilmington,  DE  19808J 

Business  Opportunities 


CONSLTLTANTS  WANTED! 


For  the  explosive  growth  in  ISO  9000 
We  train  you  to  run  your  own  practice. 

Management  experience  required 
Executive  income,  Professional  career 

S TKIDER  INTERNAIIONAL 
1-800-891-6629 


Stock  Control  of 
Publicly-held  Corporation 

(Past  Operations  Liquidated)  with  up 
to  $500k  available  and  big  6  audits, 
seeking  merger  with  privately-held 
company  with  significant  growth 
potential  Possible  secondary  financing 
No  startups.  Fax  details  to: 

818/702-9439 


Capital  Available 


Tired  of  getting  the  runamunJ  from 
bankers  who  aren't  really  lending? 
Mew  databa.se  lists  l,00u's  of 
alternative  lenders  and  investors  who 
are  aggressively  financing  high  risk 
business  ventures,  CALL  for  FREE 
mfo:  800-580-1188  DatiAlerge 


SEARCHING  FOR 
FUNDING? 

Match  funding  request  to 
12,000  capital  sources. 
$99/\/o  match,  No  fee. 

Call:  714-337-0570 
or  Internet 
http:/\ww.business1  .conVabfd/ 


Telecommunications 


Travel  Abroad  with  a  PC  & 
fax/modem? 


Recognize  this  problem? 
TeleAdapt  pi  ;i' 

solutions  which  enable  /ou 
TO  connect  &  communicdte 
from  anywhere  in  lhe 

woi-ld 

Contact  us  now  for  more 
information' 
USA  Tel  408  J70  SIOS 
COMPUSERVE  ID  72623.706 
UK  Tel  *44  ler  421  4444 
Australia  Tel    +61  2  966  17-4 


WHOLESALE 

Long  Distance 


VERY  LOW  FLAT 
DOMESTIC  &  INT'L  RATES 

FOR  INFORMATION  CALL 

800-922-4305 


Financial  Services 


BUSINESS  LOANS 
ANY  REASON 

No  Credit  •  Bad  Credit 

No  Collateral 
Private  Lender/Investor 
Principals  Only 

818/340-5626 


Education/lnstructic 


MBA  BY  Distance  Lemi 

Major  British  university  offers  accredited  j 
Bachelor's  or  GIvlAT  needed.  Chosen  by  Ei 
Intelligence  Unit  as  one  of  vnorld's  best  IvlBA  p 

HERIOT-WAn  UNIVERSITY  I  (800)  MB. 
North  American  Distributor  i  Ask  for 
6921  Stockton  SI,  Suite  2,  El  Cerrito,  CA 
For  immediate  FaxBack  literature:  fro 
tax  machine's  phone,  call  (510)  486-1 


Approved  Self  Paced  Home 
Associate  Bachelors  Masters  I 

Emphasis  in:  Business  Admin,  Publi 
Health  Care  Admin,  Human  Re; 
Finance,  Int'l  Business.  Tech  Mgi 
Paralegal.  Psycfiology.  Computer 
1-800/477-2254  (24  hrs 
Southern  California  Univi 
for  Professional  Studio 
1840  E.  17  Sl-BW,  Santa  Ana,  C, 


EXTERNAL  DEGRI: 

BA/BS  MS/MBA  PtiD/. 
I  Credit  for  work  /life  exp  •  Acr 
(800)  444-8569  (24  hr: 

LaSalle  Univers 

I  Dept.  569  Mandeville.  LA  704: 


II 


INVEST  IN  YD 


Vuur  VALUE  n  Whal  You  Kiv 
Approved  BS"s  and  Masters  in  Bu'-i 
Engineering  Through  Distance  Lej 

Call  Now  For  FREE  Ta|| 
1-800/782-2422  | 

CNU 


16909  Parthenia  St.,  North  Hills,  C 


ADVERTISE  INTME  BUSINESS  IVEE/CMARKETPIJil 
AND  REACH  6.2  MILLION  RESPONSIVE  READeJ 

For  rates  and  information  mail  or  fax  this  coupon  tod 
The  next  Marketplace  section  closes  on  January  2 

NAME:   


COMPANY: 
ADDRESS: 
CITY: 


PHONE: 


STATE: 
FAX: 


ZIP: 


Mail  or  fax  to: 

Business  Week  Marketplace 
500  North  Michigan  Avenue,  Suite  20 

Chicago,  IL  60611 
Phone  312-464-0500  •  Fax  31 2/464-0! 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE; 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAGO,  II  6061  1 


mputer  Equipment 


WLETT-PACKARD 

Buy-Sell-Trade 

rjet  ColorPro 
Jet  Draft  Pro 

ledWriler  Draft/Master 
roslatic  Plotters  DesignJet 
'orkslalions  and  Veclras  also  available 

Dasher  &  Associates 

:ond  A»e  ,  S  Birmingham,  AL  35222 
;  205/591-4747  Fax:  205/591-1108 
1633  •  E-mall  sales@dasher.com 


Franchising 


ranchise 

ur  business! 

:all  (or  information  about 
hise  Your  Business"  seminars 
luled  throughout  the  country. 

prancorp* 

tclallsis  In  Franchise  Development 

-800-877-1103  B« 


jsiness  Services 


CADtMIC  TOPICS  AVAILABLEi  ■ 


iCADtMIC  TOPICS  AVAILABLE! 

$2  lor  the  280  page  catalog 
■written  reports  also  available 
ESEARCH  ASSISTANCE 
11322  Idaho  Ave ,  #206BF 

Uis  Angeles,  CA  90025 
EE  HOTLINE;  800-351-0222 

or  310-477-8226 


tment  Opportunities 


estment  Services 
FECT 

R  PROFITS! 
s  how.  Read  the 
ssive  Investor 

'■  months  $55 
'ear  $195 

igressive  Investor 

lox  4011 

s,  Ca.  90703-401 1 


Internet  Services 


Jwhy  it's  important  to  register^ 
■  your  business  name 
,  on  the 


24  Hol 
Recorded  Message 


(800)641-6108 

Association  of  Internet  Users  | 


How  Can  You  Benefit  By  Uiing  the... 


INTERNET 


Give  your  company  a  presence. 
Let  Us  Help  You  Be  Successful 
800-274-1214 


Menswear  Fashion 


MEN*S  WIDE  SHOES 

EEE-EEEEEE,  SIZES  5-13 
'High  quality 
'150  styles 
•  Free  catalog 
1-800-992- 


HITCHCOCK  SHOES.  INC. 

Dept.  55A  Hingfiam,  MA  02043 


Corporate  Gifts 


UNIQUE  LOGO  GOLF  BALLS 
From  Courses  You  Only 
Wish  You  Could  Play! 

Different  balls  (our  logo  choice) 
delivered  every  montfi  or  as  often 
as  you  like.  All  balls  are  brand  new 
Pinnacle  Gold  Balls. 

1/2  doz.  $19.95  or 
1  doz.  $29.95.  plus  $4.50  S/H 

Call  1-800-EAGLE-18 
(1-800-324-5318) 

Visa,  M/C 


A        LiurrED  EornoN 

'^^SOVIET  SUB  CL 


.Nus\  yuuLariownlh 
S-(Jay  clock  tound  on  Su\  ic 
nuclear  subs'  Waierproof  ti_ 
2.000'.  wilhsiands  depih 
charge  concussions,  wind- 
ing key.  wall  moiinlinir 
plalc.  laclory  docs,  im.  I 

o«/v*692S!.^-sM 
on  Nowi  800-442-0002 

Sovietsl<i'"' Collection 


Art/Collectibles 


Elegantly  Framed  Reproductions  on  Canvas 
of  Museum  Masterpieces. 
Affordably  Priced.  FREE  Catalog. 


Culinary  Tools 


S<ivin};s  from 
PROFESSIONAL  CUTLERY  DIRECT 


The  Wiisthof-Trident 
7"  Cook's  Knife 
$70.00    lust  $53.80 


S&H  addiiional 


FREE  catalog 


Incredible 
selection  of  fine 
culinary  tools:  knives, 
cookware  &  more 

Professional  Cutlery  Direct 
(800)  859-6994 

DeplbWtjl ,  1  '0  Boilon  Post  Bd  Suite  1)5,  Madisor^.  CT  0644) 


Point-of-Sale/Display  Products 


Travel 


500  BONUS 
FREQUENT  FLYER  MILES 
for  each  $200  Purchase 


CreivGear. . . 

Your  One  Stop  Travel  Store 

•  Luggage  by  Travelp 
BOYT"  &  More 

•  Complete  Travel 
Accessories 

•  Sunglasses 

•  Watches 

•  Gifts 

•  FREE  Colo 
Catalog! 


Call  CrewGear  Today! 
h800-RUNWAY3u,MA6o,9 


%7RAVELNETWOMr 

SAVE  '^"^  ^^"^^  ^ 

\ 

OFF 


;dav 

25' 


AIRLINE.  YES,  YOU  GET 
MILEAGE  PLUS  BONUS 
MILEAGE!  ENROLL  FREE. 
INTERNET  ACCESS: 

http://www.travnet.coni 
Over  375  Locations  CALL: 
1-800-853-PLAN 


Business  Opportunities 


INCLUDED 


Thirty  Businesses  You 
Can  Run  From  Your  Home 
With  A  Computer! 

FREE  Cassette  Tapes:  These  two  free 
cassettes  will  explain  now  you  can  start 
several  or  all  of  these  thirty  proven  busi- 
nesses part-time  and  still  retain  the  security  of  your  present  position. 
It  you  purchase  our  software  and  business  program,  you  will  receive 
the  computer  and  printer  at  no  extra  cost.  If  you  already  own  a  com- 
puter, you  may  receive  a  discount.  Earn  potentially  up  to  $4,000  or 
more  each  month.  Free  home  office  training.  Financing  available. 
To  receive  free  explanation  cassettes  and  color  literature,  call  tolhfree: 

1'800-343'8014,  ext.  2290 

Computer  Business  Services,  Inc.,  CBSI  Pla:a,  Suite  2290,  Sheridan,  IN  46069 


Marketing  Computers  Magazine  presents  the  1 996 

icon  award 

call  for  entries 


creativity  recognized 

The  objective  of  the  Marketing  Computers  ICON  Awards 
is  to  recognize  creative  excellence  in  the  advertising  and 

marketing  of  high-tech  products  and  services. 

the  Business  Week  $10,000 
best  of  show  award 

Our  sponsor,  Business  Week,  will  award  a  $10,000 

grand  prize  to  the  best  single  entry  in  any  of  the  28  categories, 

as  determined  by  our  judges. 

the  judges 

A  distinguished  panel  of  judges,  comprised  of  creative  executives 
from  advertising  agencies  and  marketing  executives  from  the  high-tech 
industry  will  evaluate  the  ICON  entries. 

eligibility 

Entries  must  have  been  published,  appeared,  distributed  or  broadcast  during 
the  calendar  year  1995  (1/1/95  - 12/31/95).  Who  is  eligible:  Products  and 
services  in  the  following  categories:  Computer  hardware,  computer  software, 
online  services,  computer  distributors,  resellers  and  VARs.  Who  is  not  eligible: 
Products  and  services  in  the  following  categories:  Video  games,  consumer  electronics, 
telecommunications  (including  beepers,  cellular  phones,  etc.).  computer  and  electronic 
retailers,  magazine,  newspaper  and  newsletter  publishers. 

how  to  enter 

To  request  an  official  entry  form,  call  Susan  Connolly,  Special  Projects  Manager, 
Marketing  Computers  Magazine  at  21 2-536-6588  or  Fax  at  21 2-536-5353. 


entry  fees/deadlines 


All  entries  must  be  receded  by  January  8th.  Entry  fees  are:  Campaign  (categories  1-3):  $150. 
Single  Entries  (categories,4-28):. first  entry  $1 25,  each  additional  entry,  $95.00. 

celebration 

Gold;  silver  and  bronze  awards  wlt^e  presented  at  a  gala  ceremony  in  San  Francisco  in  the 
Spring  tf  . 1996.  Finalists  will  receive^  official  letter  of  notification  the  week  of  February  19, 
1996.  All  entrants  and  interested  partiW^^re  welcome  to  attend  the  awards  pfesentation. 


Sponsored  by 


Beyond  news.  Intelligeno 


Lisiness  Week  Index 

..1 


)DUCTION  AND  LEADING  INDEXES 


PRODUCTION  INDICATORS 


inge  from  last  week:  0.6% 
inge  from  last  year:  6.5% 


■■;k.  0.1% 
jr  ti.7% 


•  2/0 


PRODUCTION  INDEX 

Dec.  16=127.9 
1992=100 


LEADING  INDEX 

Dec.  16=261.8 
1967=100 


•  240 


.  230 


'C.  Apr  Aug  Dec. 

34  1  995  1  995  1  99  5 

'xes  are  4-week  moving  averages 

iroduction  index  edged  up  during  the  week  ended  Dec.  16.  Before 
ation  of  tlie  four-week  moving  average,  the  index  rose  to  129.8,  from 
)   Increases  in  the  seasonally  adjusted  output  of  autos,  trucks,  and 
ic  power  led  the  advance. 

jading  index  was  up  slightly  m  the  latest  week.  The  unaveraged  index 
ed  to  262.4,  from  263.1  in  the  previous  week.  Higher  stock  prices  and 
bond  yields  are  signaling  solid  economic  growth  ahead. 

ijclion  iiide«  copyiighl  1996  by  The  McGraw-Hill  Companies      BW  leading  index  copyright  1996  by  CIBCR 


STEEL  (12/23)  thous.  of  net  tons 

LATEST 
WEEK 

NA 

WEEK 
AGO 

1,798# 

YEARLY 
%  CHG 

NA 

AUTOS  (12/23)  units 

133,174 

141,894r# 

-5.4 

TRUCKS  (12/23)  units 

112,949 

122,358r# 

4.1 

ELECTRIC  POWER  (12/23)  millions  of  kilowatt-hrs.  NA 

64,899# 

NA 

CRUDE-OIL  REFINING  (12/23)  thous.  of  bbl./day 

NA 

13,892# 

NA 

COAL  (12/16)  thous.  of  net  tons 

19,793# 

19,438 

-2.7 

PAPERBOARD  (I2/I6)  thous.  of  tons 

NA# 

828.3 

NA 

PAPER  (12/16)  thous.  of  tons 

NA# 

800.0 

NA 

LUMBER  (12/16)  millions  of  ft. 

404. 4# 

442  4 

-19.1 

RAIL  FREIGHT  (I2/I6)  billions  of  ton-miles 

24. 6# 

25.1 

0.4 

Sources:  American  Iron  &  Steel   Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute.  American  Petroleum  Institute,  Energy  Dept  .  American  Forest  &  Paper 
Association,  WWPA'.  SFPA",  Association  of  American  Railroads 


DING  INDICATORS  I 

PRICES  1 

K  PRICES  (12/22)  S&P  500 

LATEST  WEEK 
WEEK  AGO 

609.42  618.65 

YEARLY 
%  CHG 

32.8 

GOLD  (12/27)  $/froy  oz. 

LATEST 
WEEK 

387.050 

WEEK 
AGO 

387,600 

YEARLY 
%CHG 

1.4 

ORATE  BOND  YIELD.  Aaa  ( 12/22) 

6.88%  6.83% 

-18.6 

STEEL  SCRAP  (12/26)  #1  heavy,  $/ton 

134.00 

134.00 

-6.6 

STRIAL  MATERIALS  PRICES  ( 12/22) 

111.4  112.3 

-0.5 

COPPER  (12/23)  e/lb. 

134.2 

139.1 

-4.4 

WESS  FAILURES  (12/15) 

NA  333 

NA 

ALUMINUM  (12/23)  e/ib 

79.0 

79.0 

-13.2 

ESTATE  LOANS  (12/13)  billions 

$503.4     $503. 9r 

9.4 

COTTON  (12/23)  strict  low  middling  1-1/16  in. 

(Z/lb.  80.35 

83.84 

-2.2 

:Y  SUPPLY.  M2 '12/11)  billions 

$3,735.7  $3, 735. Or 

4.5 

OIL  (12/26)  $/bbl. 

19.26 

19.12 

9.2 

tL  CLAIMS,  UNEMPLOYMENT  (12/9)  thous      341  378 

4.0 

Sources:  London  Wednesday  final  settmg,  Chicago 
market.  NYMEX 

market,  Metals 

Week.  Memphis 

es:  Center  for  International  Business  Cycle  Research  (CIBCR).  Standard  & 
Moody's,  Journal  of  Commerce  (index:  1990=100),  Dun  &  Bradstreet  (failures 

e  companies).  Federal  Reserve,  Labor  Dept, 
5S  failures  and  real  estate  loans. 

CIBCR  seasonally  adjusts  data  on 

FOREIGN  EXCHANGE                      ;;-,v  ,  I 

REST  RATES 


«L  FUNDS  (12/26) 

LATEST 
WEEK 

5.50% 

WEEK 
AGO 

5.90% 

YEAR 
AGO 

6.60% 

lERCIAL  PAPER  (12/26)  3-month 

5.62 

5.61 

6.31 

IFICATES  OF  DEPOSIT  (12/27)  3  month 

5.55 

5.67 

6.37 

MORTGAGE  (12/22)  30-year 

7.46 

7.45 

9.34 

STABLE  MORTGAGE  (12/22)  one  year 

5.60 

5.70 

6.73 

i  (12/27) 

8.50 

8.50 

8.50 

'S:   Federal  Reserve,  HSH  Associates,  Reuters  Holdings  PLC 


LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

JAPANESE  YEN  (12/27) 

102.81 

102,34 

100.32 

GERMAN  MARK  (12/27) 

1.43 

1.44 

1.57 

BRITISH  POUND  (12/27) 

1,56 

1.54 

1.54 

FRENCH  FRANC  (12/27) 

4.89 

4.95 

5.43 

ITALIAN  LIRA  (12/27) 

1579.5 

1589.8 

1642.8 

CANADIAN  DOLLAR  (12/27) 

1.36 

1-36 

1.40 

MEXICAN  PESO  (12/27) 

7.635 

7.560 

4.975 

Sources:  Major  New  York  banks  Currencies  expressed  in  units  per  U  S  dollar, 
except  for  Bntisti  pound   in  dollars 


jata  m  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart),  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
=ni,   l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3^Free  market  value       NA=Not  available       r-revised       NM^Not  meaningful 


HE  WEEK  AHEAD 


')  the  prolonged  Washington  shut- 
all  government  release  dates  are 
I  to  be  postponed. 

SURVEY 

<y,  Jan.  2,  10  a.m.  ►  The  National 
ition  of  Purchasing  IVIanagement's 
;s  activity  index  probably  rose  to 
in  December,  according  to  the 
forecast  of  economists  surveyed  by 
".ernational,  one  of  The  McGraw-Hill 
nies.  That  low  reading  suggests  that 
ustrial  sector  was  struggling  in 
bar.  For  the  previous  four  months, 
M  index  slid  below  the  50%  mark 
jnals  a  shrinking  factory  sector.  The 
.'as  46.5%  in  November. 


CONSTRUCTION  SPENDING 

Tuesday,  Jan,  2,  10  a.m.  ►  The  mms  survey 
expects  that  construction  outlays  probably 
dropped  by  about  0.5%  in  November,  after 
jumping  2.7%  in  October.  Following  a 
surge  in  October,  spending  on  public-works 
projects  likely  fell  back  in  November. 

NEW  HOME  SALES 

Wednesday,  Jan.  3,  10  a.m.  >■  New  single- 
family  homes  probably  sold  at  an  annual 
rate  of  575,000  in  November,  little 
changed  from  the  673,000  sales  rate  in 
October,  says  the  mms  report.  Home  buying 
has  declined  for  three  consecutive  months, 
but  lower  mortgage  rates  in  1996  could 
stabilize  home  sales  in  the  first  quarter. 


FACTORY  INVENTORIES 

Ttiursday,  Jan.  4,  10  a.m.  >■  Factory  inven- 
tories probably  grew  by  about  0.3%  in 
November,  after  a  0.4%  gam  in  October. 
That's  suggested  by  the  small  increase  in 
factory  output  for  the  month. 

EMPLOYMENT 

Friday,  Jan.  5,  8:30  a.m.  ►  The  mms  medi- 
an forecast  calls  for  a  gam  of  125,000  new 
nonfarm  jobs  in  December,  less  than  the 
166,000  added  in  November.  However,  the 
survey  also  calls  for  manufacturing  jobs  to 
rise  by  15,000,  the  first  increase  since 
August.  The  unemployment  rate  probably 
stood  at  5.6%  last  month,  unchanged  from 
November's  rate. 


BUSINESS  WEEK  /  JANUARY  8,  1996  1  19 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Johnson  &  Johnson  ( 
50. 59, 98 


38, 43. 


ABC(CCB)  6 

Acer  50.53 

Actava  Gfoup  (ACT)  36 

Advanced  Micro  Devices  (AMD)  95 

Aetna  (AET)  18,40.102.114 

AgResQurce  88 

Airbus  Industrie  86 

Alcoa  (AA)  57 

Alliance  Entertainment  (CDS)  36 
Alta  Bates  Health  System  102 
Amerada  Hess  (AHC)  8 
American  Airlines  104 
Amencan  Electric  Power  (AEP)  106 
American  Express  (AXP)  104 
America  Online  (AMER)  6 
Amentech  (AIT)  32, 101 
Aiiigen  (AMGN)  42 
Amoco  (AN)  87, 105 
Amway  30 

Analog  Devices  (ADD  95 
Andersen  Consulting  96. 107 
Ann  Taylor  Stores  (ANN)  103 
Apex  One  8 

Apple  Computer  (AAPL)  6.8, 19. 
33, 58, 68. 94 

Archer  Daniels  Midland  (ADM)  58 
Arco  (ARC)  87 
Arthur  Andersen  112 
Astra  Merck  98 

AT&T  (T)  6, 18. 32, 38, 43, 72.  96 

Atlantic  Richfield  (ARC)  43 

B 


Baan  92,  93 
Bam  72. 107 

Banc  One  (ONE)  62 
Banco  Santander  55 
Bank  of  Boston  (BKB)  47 
Bank  of  Montreal  72 
Banngs  6 
Bath  Iron  Works  86 
Bear  Stearns  (BSC)  87, 106 
Bell  Atlantic  (BEL)  32. 72,96 
Bell  Helicopter  (TXT)  86 
BellSouth  (BLS)  32 
Bernstein  (Sanford  C )  102 
Bertelsmann  100 
Best  (AM)  114 
Best  Buy  (BBY)  103 
Bethlehem  Steel  (BS)  34 
Black  &  Decker  (BDK)  58 
BMW  50, 52, 71 
Boeing  (BA)  86 
Boise  Cascade  (BCC)  89 
Bombardier  70 

Borg-Warner  Automotive  (BWA)  83 
Boston  Chicken  (BOST)  105 
Boston  Edison  (BSE)  106 
Bradlees  (BLE)  103 
Bristol-Myers  Squibb  (BMY)  98 
British  Airways  50,54 
British  Petroleum  (BP)  43 
Brown  Brothers  Harriman  98 
Browning-Ferns  Industnes  (BFI)  48 
BT  Securities  86 
Budget  Rent  a  Car  43 
Burlington  Northern  (BNI)  104 
Business  Obiects  (BOBJY)  63 
Byerly's  105 


Cadillac  (GM)  10,71 
Caldor(CLD)  103 
Campbell  Soup  (CPB)  105 
Canon  (CANNY)  6, 68 
Capital  Cities/ABC  (CCB)  53, 100 
Capital  Insight  of  Beverly  Hills  43 
Carr  Realty  (CRE)  112 
Carter  Holt  Harvey  89 
CasefTGT)  57,84 
Caterpillar  (CAT)  6 
CBS  (CBS)  8,86, 100 


Centerior  Energy  (CX)  106 
Century  21  Real  Estate  100 
Challenger  Gray  &  Christmas  72, 
107 

Chase  Manhattan  (CMB)  8 
Chemical  Banking  (CHL)  8, 110 
Chemical  Securities  26 
Chen  Systems  94 
China  Tire  Holdings  (TIR)  48 
Chrysler  (C)  6, 8, 65, 72, 82 
Ciba-Geigy  98 
CIGNA  (CI)  102,114 
Cincinnati  Milacron  (CMZ)  72. 84 
Circuit  City  (CO  103,112 
Cirrus  Logic  (CRUS)  95 
Citibank  (CCD  8,39,47 
Clarity  92 

Clari*  Equipment  84 
CNA  Financial  (CNA)  114 
CNW  Marketing/Research  82 
Coca-Cola  (KO)  48, 58 
Colgate-Palmolive  (CL)  39 
Columbia/HCA  Healthcare 
(COL)  102 

Comcast  (CMCSK)  32 
Companhia  Vale  do  Rio  Doce  47 
Compaq  Computer  (CPQ)  33, 72, 
94 

Computer  Associates  (CA)  92 

ConraiKCRR)  104 

Continental  Airlines  (CALA)  104 

Continental  Insurance  114 

Converse  8 

Conwood  35 

Coopers  &  Lybrand  102 

Corbis  Publishing  69 

Cordis  43,  59, 98 

Cowen  98 

Cox  Cable  (COX)  32 

CPC  International  (CPC)  105 

Credit  Lyonnais  8, 100 

CS  First  Boston  47 

Cushman  &  Wakefield  112 

Cyrix  (CRYX)  95, 43 


Daiwa  Bank  6 

Dalian  General  Rubber  Factory  48 
Dana (DCN)  83 
Data  General  (OGN)  94 
Dataquest  94,95 
Dean  Witter  (DWD)  26,33,89, 107 
Deloitte  &  Louche  93, 96, 98 
Delrina  (DENAF)  69 
Delta  Air  Lines  (DAL)  104 
Deluxe  (DLX)  43 
Design  Continuum  107 
Deutsche  Bank  111 
Digital  Equipment  (DEC)  93 
Dominick's  Finer  Foods  105 
Donaldson  Lufkin  &  Jenrette 
(DU)  100, 102 
DreamWorks  SKG  62 
DRI/McGraw-Hill  (MHP)  72,110 
Dunlop  Slazenger  68 
DuPont  (OD)  8 
Durametallic  (TGT)  84 
Dunron  (DURI)  84 
DynaGen  48 


Eastman  Kodak  (EK)  18.50 
Edison  Brothers  Stores  (EBS)  103 
Edwards  (A  G )  (AGE)  32 
Electric  Bicycle  64 
Electranic  Data  Systems  58 
Ell  Lilly  (ELY)  18,98 
Enron  (ENE)  8 
Equitable  Real  E  .fate  112 
Ernsts  Young  114 
ESPN  100 
E-Systems  (ESY)  86 
Exxon  (XON)  43.  87 


Farmer  Jacks  105 
Fay's  (FAY)  48 
Feathercratt  Products  71 
Federal  Express  (FDX)  18 
Federal  Paper  Board  (FBO)  89 
Federated  Department  Stores 
(FD)  103 
Fiberlink  112 
Fidelity  Investments  58 
First  Bank  System  (FBS)  58 
First  Interstate  (I)  8,  50, 58 
First  Union  (FTU)  110 
Fordtn  36,58,71,72,82,83 
Forrester  Research  96 
Forstmann-Leff  48 
Freeport-McMoRan  (FD()  88 
Fu|i  Photo  (FUJIY)  58B 
fuiitsu  33,50,55 
Furr's  Supermarkets  39 
Futures  Group  72 


Gannett  (CCD  100 
Gap (GPS)  72 

Gardner  Denver  Machinery  72 
Gartner  Group  (GART)  93 
Gateway  2000  (GATE)  94 
GE  Capital  Services  114 
GE  de  Mexico  72 
Gemini  Consulting  102 
General  Dynamics  (CD)  86, 86 
General  Electric  (GE)  43,  58, 100 
General  Mills  (CIS)  58 
General  Motors  (GM)  10,58.82 
Giant  Industries  (Gl)  87 
Glaxo  Holdings  (GLX)  98 
Goldman  Sachs  43,  92,111 
Goodyear  Tire  &  Rubber  (GT)  48 
Grace  (WR)  8 

GreenMan  Technologies  (GMTI)  48 
Gruntal  104 
GTE  (GTE)  32. 101 
Gulfstream  70 

H 


Hachette  Filipacchi  Magazines  100 
Hambrecht  &  Quist  92 
Hardinge  Brothers  (HDNG)  84 
Harnischfeger  Industries  (HPH)  84 
Hayes  Microcomputer  Products  60 
HBO  8 

Headington  Oil  87 
Hearst  100 
Heinz  (HJ)  (HNZ)  105 
Helme  35 
Herold  (John  S )  87 
Hewlett-Packard  (HWP)  50,  60, 69, 
71,94 
Hoechst  98 
Home  Depot  (HD)  105 
Home  Insurance  114 
Honda  82 

Hughes  Electronics  (GM)  50, 56, 
86 


IBM  (IBM)  6,8,18,38,43,43,65, 
72.94 

lllustra  92 
IMC  Global  (IFL)  88 
Inchcape  Buying  Services  56 
Incredible  Universe  105 
Independence  Blue  Cross  40 
Informix  (IFMX)  92 
Ingersoll-Rand  (IR)  84 
Intel  (INTO  8,43,50,71.95,94 
International  Data  33, 92,  93, 94 
International  Paper  (IP)  89 
Internet  Telephone  19 
Intuit  70 

Iomega  (lOMG)  65 
in  (ITT)  8, 84 


Kaufman  &  Broad  (KBH)  112 

Kearney  (A  T)  103,107 

Kimberly-Clark  (KMB)  89 

Kinko's  69 

Kmart  (KM)  39, 103 

Kraft  General  Foods  (MO)  39 

Kroger  (KR)  105 

L 


Lands' End  (LE)  103 
Lazard  Freres  100 
Learning  Co  (LRNO  92 
Lear  Seating  82,83 
Legent  92 

Lehman  Brothers  (LEH)  72, 82, 
111 

Levi  Strauss  18 

Li  &  Fung  50,  56 

Litton  (LIT)  86 

Lockheed  Martin  (LMT)  86 

Loral  (LOR)  86 

Lotus  Development  33,87 

M 


Management  Honzons  103 
Manpower  International  107 
Marion  Merrell  Dow  (MKC)  98 
McCann-Erickson  Woddwide  100 
McDonald's  (MCD)  105 
McDonnell  Douglas  (MDO  86 
McGraw-Hill  (MHP)  43, 107, 112, 
119 

MCI  (MOO  32, 72, 96 
McKinsey  86 
McMillan  &  Doolittle  105 
Medco  Containment  Services  98 
Merck  (MRK)  59,98 
Mernll  Lynch  (MER)  47, 89, 100. 
104,110,111 
Metromedia  International  36 
Metropolitan  Life  114 
MFS  Communications  (MFST)  96 
MGM/UA  8, 100 

Miciosoft  (MSFT)  6,8,19,50,53. 

58. 69, 92, 93.100 
Millennium  Pharmaceuticals  42 
Miller  (Herman)  64 
MMS  International  (MHP)  119 
Monsanto  (MTC)  98 
Moody's  Investor  Services  33 
Morgan  (J  P)  (JPM)  47,82,96,110 
Morgan  Stanley  (MS)  48, 50, 83, 

111 

Morrison  Knudsen  (MRN)  8 
Motion  Picture  Corp  of  America  36 
Motorola  (MOT)  68 
MRK  Capital  Management  48 
MTV  100 

Multimedia  (MMEDC)  100 
N 


NationsBank  Capital  Markets  26 
NatWest  Securities  (NW)  88 
NBC  100 
NesbittBums  72 
Netscape  Communications 
(NSCP)  6, 8.  63, 92 
News  Corp  (NWS)  100 
NewWodd  Entertainment  100 
NexGen(NXGN)  95 
NeXT  Computer  62,92 
Nucor  (NUE)  34,  85, 72 
Nynex  (NYN)  32,  96 


Ogiivy  &  Mather  107 
OpenMarket  62,92 
Oppenheimer  96 
Oracle  (ORCL)  6, 33, 93 
Orion  Pictures  (ORPC)  36 
Oxidental  Chemical  (OXY)  43 


Pacific  Crest  Securities  89 
Pacific  Telesis  (PAO  32,101 
Packard  Bell  64,94 
PaineWebber  (PWJ)  82, 85. 94, 
104,111 

Paramount  Pictures  100 
ParcPlace-Digitalk  92 
Perot  Systems  8 
Pfizer  (PTE)  50,98 
Pharmacia  98 
Philip  Morris  (MO)  6 
Philips  Electronics  (PHG)  100 
Phillips  Petroleum  87 
Pier  1  Imports  (PIR)  43 
Pixar  Animahon  Studios  (PIXR)  43, 
62 

Play  Inc.  70 

Polaroid  (PRD)  58 

Polygram  (PHG)  36,  IOC 

Porsche  69 

Potash  (POT)  88 

Potlatch  (PCH)  89 

Power  (J,D)  10,82 

Price  Waterhouse  103 

Procter  &  Gamble  (PG)  38 

Prudential  Insurance  114 

Prudential  Securities  94,105,111 

Q,  R.  S 


Quaker  Oats  (OAT)  38,58 

OuarterDeck  19 

Quarterdeck  Investments  86 

Ragen  MacKenzie  89 

Rainy  River  Forest  Products  89 

Raytheon  (RTTJ)  86 

Regional  Financial  Associates  72 

Remedy  92 

Republic  New  York  110 

Revco  48 

Revlon  8 

Rite  Aid  (RAD)  48,98 
RJR  Nabisco  (RN)  8 
Robertson  Stephens  33,92 
Rothschild  47 
Rover  Group  52 
Royal  Butch/Shell  (RD)  87 
Salomon  Brothers  (SB)  8.47 
Samuel  Goldwyn  (SO  36 
Sandoz  98 

Santander  Investment  50. 55 
SAP  92, 93 
Sara  Lee  (SLE)  105 
SBC  Communications  (SBC)  32, 
96 

Schering-Plough  (SGP)  98 
Schwab  (Charles)  (SCH)  111 
Scott  Paper  (SPP)  89 
Seagram  (VO)  38,100 
Searte  98 

Sears  (S)  38,48,50,54,103 

Secunties  Data  72, 102 
Security  Capital  U  S  Realty  112 
Security  Data  111 
Sequent  Computer  (SQNT)  94 
SGS-Thomson  Microelectronics  95 
Siemens  58 

Sikorsky  Aircraft  (UTX)  86 
Silicon  Graphics  (SGI)  63 
Simon  &  Schuster  8 
Skytel  68 

SmithKline  Beecham  (SBH)  50,  56. 
98 

SoftKey  International  (SKEY)  92 
Sony(SNE)  8,58,65, 100 
South  Beach  Capital  Markets  1 1 1 
Southern  Pacific  (RSP)  72, 104 
Southwest  Airiines  (LUV)  52, 104 
Spnnt  (FQN)  32,  96 
Standard  &  Poor's  33,  111 
Stone-Consolidated  (STO)  89 
Sun  Microsystems  (SUNW)  33, 50, 
54,  58.  92, 94 
Swift  Transportation  104 
Swisher  International  35 


Sybase (SYBS)  92 
T,U,  V 


Target  Stores  (DH)  48, 103 
Taylor  Made  Golf  70 
Tele-Communications  (TCO 
100 

Telescape  Communications 
Tele-TV  101 
Tenneco(TEN)  57 
Texaco  (TX)  87 
Texas  Instruments  (TXN)  71 
Textron  iTXT)  86 
Thomson  Multimedia  50,  E 
Thorn  EMI  100 
3Com(COMS)  58 
3Dfx  Interactive  95  | 
Times  Mirror  ffMC)  8, 58, 
Time  Warner  (TWX)  8,32, 
Towers  Pemn  114 
Toyota  aOYOY)  58, 82 
Travelers  ffRV)  10.114 
Triumph  Motorcycles  71 
TRWgRW)  83,86 
Turner  Broadcasting  Syster 
(TBS.A)  58, 100 
Twentieth  Century  Fox  (NW! 
UAL  (UAL)  50,  52 
UBS  Securities  110,111 
Union  Bank  of  Switzeriand 
Union  Pacific  (UNP)  72, 1( 
United  Airiines  (UAL)  104 
United  Broadcasting  100 
United  Silicon  95 
United  Technologies  (UTX) 
86 

Universal  Pictures  (MC)  4; 
Upiohn(UPJ)  98 
UPN  100 
USAir(U)  54,104 
U  S.  Robotics  50, 60 
U  S  Steel  (MRO)  85 
UST  (USE)  35 
USWest(USW)  32,96 
USX-U  S,  Steel  Group  (X)  3 
Value  Line  48 
ValuJet  Airlines  (VJET)  63, 
Vantive  92 
Vaslar  Resources  87 
Vermeer  Technologies  92  j 
Veronis  Suhler  &  Associate:}, 
Versant  Object  Technology 
Viacom  (VIA)  100 
VLSI  Research  95 
VocalTec  19 
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Wal-Mart  Stores  (WMT)  48 

103,105,112 
Walt  Disney  (OlS)  6, 8, 43, 

100, 101 
Warner  Bros  (TWX)  43,1(1 
Warner-Lambert  (WLA)  98 
Warner  Music  Group  (IWX) 
Wells  Fargo  (WFC)  8, 58 
Western  Atlas  (WAD  84 
Westem  Publishing  8 
Westinghouse  Electric  (W)l 

100 

Weyerhaeuser  (WY)  89 
Worid  Class  Steel  85 
WorldCom  96 
WPL  Holdings  (IVPH)  106 


Xerox  (XRX)  43 


Ziff-Davis  62 
Zurich  Insurance  114 
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vestment  Figures  of  the  Week 


NTARY 

lock  market's  best  year  in 
ides  drew  to  a  close,  in- 
:ook  profits.  After  reacliing 
f  5216.5  on  Dec.  13,  tfie 
jstrials  fell  as  low  as  5059 
1  rebounded  to  5106  on 
As  expected,  the  Federal 
cut  short-term  Interest 
it  that  didn't  count  for 
th  bond  buyers,  who  in- 
cused on  the  budget  im- 
!tween  President  Clinton 
GOP-controlled  Congress, 
abroad,  the  long-ailing 
;  and  Mexican  stock  mar- 
ked yearend  rallies. 


STOCKS 

Dec.  lune 


Dec.    Dec.  20-27 


BONDS 

Dec.  lune 


Dec.    Dec.  20-27 


THE  DOLLAR 

Dec.  June 


Dec.    Dec.  19-27 


i 


52-week  change 
+33.3% 


614.33 


1623.40 


1-week  change 
+0.4% 


52-week  change 

+  19.6% 


1-week  change 
+  1.2% 


1-week  change 

-0.4% 


KET  ANALYSIS 


%  change 


OCKS 

Latest 

Week 

52-week 

ES  INDUSTRIALS 

5105.9 

-0.1 

33.0 

COMPANIES  (S&P  MidCap  Index) 

216.4 

2.1 

28.6 

GMPANIES  (Russell  2000) 

314.1 

2.6 

28.1 

PANIES  (Russell  3000) 

350.5 

0.9 

33.1 

%  change  (local  currency) 

N  STOCKS 

Latest 

Week 

52-week 

(FINANCIAL  TIMES  100) 

3676.4 

2.8 

18.8 

ilKKEI  INDEX) 

20,011.8 

4.6 

1.8 

(TSE  COMPOSITE) 

4684.2 

0.7 

11.5 

FUNDAMENTALS 

Latest 

Week  ago 

Year  ago 

90-DAY  TREASURY  BILL  YIELD 

5.02% 

5.22% 

5.59% 

30-YEAR  TREASURY  BOND  YIELD 

6.00% 

6.10% 

7.83% 

S&P  500  DIVIDEND  YIELD 

2.23% 

2.24% 

2.79% 

S&P  500  PRICE/EARNINGS  RATIO 

17.4 

17.3 

17.0 

TECHNICAL  INDICATORS 

Latest 

Week  ago 

Reading 

S&P  500  200-day  moving  average 

557.5 

554.4 

Positive 

Stocks  above  200-day  moving  average 

64.0% 

62.0% 

Neutral 

Speculative  sentiment:  Put/call  ratio 

0.56 

0.72 

Negative 

Insider  sentiment:  Vickers  sell/buy  ratio 

1.24 

1.24 

Positive 

STRY  GROUPS 


INTH  LEADERS 


BLOOMBERG  FINANCIAL  MARKETS 


%  change 
1-month  12-month 


Strongest  stock  in  group 


%  change 
1-month  12-month 


H  CARE  SERVICES 

18.6 

55.8 

AMGEN 

21.6 

96.8 

57% 

40  GAS  DRILLING 

18.4 

33.8 

ROWAN 

24.2 

54.0 

9^8 

S 

10.7 

66.6 

ELI  LILLY 

15.2 

73.2 

56  V2 

ELL  EQUIPMENT  AND  SERVICES 

8.8 

33.7 

McOERMOn  INTERNATIONAL 

22.4 

-14.2 

21% 

:AL  PRODUCTS 

8.8 

64.9 

ST.  JUDE  MEDICAL 

20.6 

54.6 

391V16 

NTK  LAGGARDS 

%  change 
1-month  12-month 

Weakest  stock  in  group 

%  change 
1-month  12-month 

Price 

NUM 

-9.6 

19.2 

ALCOA 

-11.2 

22.4 

5l'/2 

ALTY  APPAREL  RETAILERS 

-9.5 

6.1 

GAP 

-13.8 

38.5 

41% 

lAL  MERCHANDISE  CHAINS 

-6.7 

8.4 

KMART 

-18.8 

-51.4 

6% 

1  CONTAINERS 

-6.7 

-8.6 

STONE  CONTAINER 

-9.8 

-22.5 

13% 

S 

-6.1 

7.0 

ASARCO 

-13.2 

5.7 

30% 

AL  FUNDS 


MORNINGSTAR  INC 


LAGGARDS 


k  total  return 

% 

Four-week  total  return 

% 

ITY  SELECT  ENERGY  SERVICE 
REEN  U.S.  REAL  ESTATE  EQUITY  Y 
ITEQUIFUNO-MEXICO 

11.7 
11.4 
11.4 

STEAOMAN  AMERICAN  INDUSTRY 

KEYSTONE  AMERICA  HARTWELL  EMERG.  GR.  B 

AMERICAN  PERFORMANCE  AGGRESSIVE  GRTH. 

-5.8 

-5.4 
-5.4 

total  return 

% 

52-week  total  return 

% 

CAPITAL  APPRECIATION 
TY  SELECT  ELECTRONICS 
T  SMALLER  COMPANIES  A 

77.5 
73.8 
72.4 

EV  MARATHON  GREATER  INDIA 
WRIGHT  EQUIFUNO-MEXICO 
STEAOMAN  TECHNOLOGY  GROWTH 

-33.2 
-32.3 
-28.0 

4-week  total  return 


mm  Average  fund 
52-week  total  return 


TIVE  PORTFOLIOS 


lounts  represent  the 
alue  of  $10,000 
one  year  ago 
lortfolio 

iges  indicate 
total  returns 


DRI/McGRAW-HILL 


U.S.  stocks 

$13,678 

+  1.23% 


Treasury  bonds 
$13,334 

+  1.40% 


Foreign  stocks 
$12,030 

4-2.80% 


nil 


Money  market  fund 
$10,564 

+0.12% 


Gold 
$10,198 

-fO.61% 


this  page  are  as  of  market  close  Wednesday,  Dec.  27,  1995,  unless  othera/ise  in- 
dustry groups  include  S&P  500  companies  only;  performance  and  share  prices  are 


as  of  market  close  Dec.  26.  Mutual  fund  returns  are  as  of  Dec.  22.  Relative  portfolios  are  val- 
ued as  of  Dec.  26.  A  more  detailed  explanation  of  this  page  is  available  on  request.  r=:revised 
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Editorials 


HOW  TO  EVALUATE  TAX  REFORM 


This  is  shaping  up  as  the  year  of  America's  great  tax  debate. 
About  time.  The  U.  S.  tax  system  is  a  mess,  riddled  with 
exemptions,  deductions,  and  credits  that  serve  little  purpose  be- 
yond rewarding  favored  constituents.  The  tax  system  is  ex- 
pensive for  individuals  and  corporations  to  comply  with,  too. 

Tax  reform  is  already  an  issue  in  the  Presidential  race.  A 
GOP  commission  headed  by  former  Representative  Jack  F. 
Kemp  will  soon  issue  recommendations.  All  the  main  tax-writ- 
ing committees  plan  to  hold  hearings  on  tax  reform  this 
year.  To  evaluate  all  the  competing  proposals  for  overhauling 
the  byzantine  tax  code,  ranging  fi-om  a  single  income-tax 
rate  to  a  national  sales  tax,  we  suggest  a  guide  that's  over  200 
years  old:  The  Wealth  of  Nations.  Adam  Smith  laid  out  four 
maxims  with  regard  to  taxes  in  general:  certainty,  conve- 
nience of  payment,  economy  in  collection — and  equality. 

The  flat  tax  is  in  the  forefi'ont  of  tax  reform,  and  three  of 
Smith's  maxims — certainty,  convenience  of  payment,  and  econ- 
omy in  collection — would  be  well  served  by  a  one-rate  struc- 
ture. The  leading  proponents  of  a  flat  tax  are  Hoover  Insti- 
tution economists  Robert  Hall  and  Alvin  Rabushka,  and  their 
ideas  powerfully  shaped  the  flat-rate  tax  legislation  of  House 
Majority  Leader  Richard  K.  Armey  (R-Tex.).  Hall  and 
Rabushka  would  levy  a  single  19%  flat  rate  on  wages  and 
salaries;  Armey  wants  to  get  the  rate  as  low  as  17%.  There 
would  be  no  deductions,  though  to  keep  the  system  somewhat 
progressive  Hall  and  Rabushka  exempt  from  income  taxes 


$16,500  for  a  manied  couple  and  $4,500  a  child.  Capital  i 
interest,  and  dividends  would  be  exempt  ft-om  taxes, 
nesses  would  lose  many  deductions,  although  invest 
spending  would  get  an  immediate  100%  flrst-year  tax  v 
off.  Business  would  pay  a  19%  rate  on  total  income 
for  Ai'mey),  after  deducting  wages,  salaries,  pensions 
costs  of  goods  and  materials.  Bottom  line:  a  highly  simj 
and  more  efficient  system  where  income  gets  taxed 
once  as  close  as  possible  to  its  source. 

Still,  even  with  generous  up-front  exemptions,  an  ; 
nothing  one-rate  tax  is  less  progi'essive.  In  the  past  de 
global  economic  forces  have  increased  income  inequality. 
Americans  have  only  one  major  asset  to  their  name 
home  they  bought  using  generous  tax  incentives.  Losin 
mortgage-interest  deduction  would  squeeze  the  middle 
A  flat  tax  raises  other  questions,  such  as  ditching  chari 
deductions  and  the  deductibility  of  state  and  local  taxes 
the  federal  government  asks  charities  and  local  govemr 
to  assume  more  responsibilities.  Perhaps  a  "modified,"  sb 
lined  tax  approach  is  called  for,  one  based  on  two  or 
rates  and  allowing  for  a  few  of  the  most  justifiable  deduc 
such  as  charitable  contributions  and  home-mortgage  inti 

The  good  news:  The  gale  winds  of  creative  tax  n 
are  sweeping  Washington.  Radical  simplification  would 
long  way  towai'd  creating  a  less  intrusive  government  ; 
more  efficient  economy.  But  some  equity  must  be  prese 


DON'T  TREAD  ON  FREE  TRADE 


What  will  the  new  year  bring?  An  agreement  between 
the  White  House  and  Congress  to  slash  federal  deficits 
for  the  rest  of  the  century.  Inflation  wiU  remain  subdued,  and 
since  inflation  powei-fully  influences  the  stock  and  bond  mar- 
kets, investors  sliould  enjoy  decent  returns.  And,  as  oui"  1996 
Industry  Outlook  makes  clear  (page  72),  the  U.S.  economic 
expansion  that  began  in  1991  should  continue. 

Of  course,  as  in  any  forecast,  a  lot  could  go  wrong.  One 
particularly  disturbing  threat  to  continued  growth  hes  with 
the  virulent  voices  of  economic  reaction — protectionists  such 
as  Pat  Buchanan  and  the  rapidly  expanding  number  of  politi- 
cians who  know  better  but  make  sympathetic  noises  to  gar-ner 
votes.  The  rallying  cry  of  today's  isolationists  and  their  fellow 
traveler-s  may  be,  "no  more  free-trade  agreements" — not 
with  Chile  nor  with  anyone  else.  But  what  they  are  calling 
for,  if  heeded,  would  lead  only  to  slower  gr-owth.  Instead,  pol- 
icymakers should  push  hard  for  fewer  trade  barriers — and 
faster  economic  gr-owth. 

True  enough,  there  are  losers  as  well  as  winners  fi-om 
freer  trade.  But  trade  is  not  a  zer-o-sum  business.  It's  fr-eer 
trade  that  helped  slay  the  inflation  dragon  that  terrorized  the 
U.  S.  economy  for  much  of  the  '70s  and  '80s.  White-hot  foreign 


competition  is  a  key  reason  for-  disinflation  fast  becc 
the  norm  in  the  once  inflation-prone  U.  S.  economy, 
spurs  growth  by  offering  entrepreneur's  and  companies  t 
mar'kets.  U.  S.  companies  are  getting  more  and  more  of 
sales  overseas.  Perhaps  most  important,  freer  trade  er 
ages  the  creation  and  spread  of  new  technologies  and 
merxial  ideas.  In  sharp  contrast,  steep  trade  barrier 
leave  an  economy  stagnant.  Look  at  Latin  America  for 
of  the  period  after  World  War-  II — or  the  former  S 
Union,  for  that  matter 

Isolationists  are  far  more  powerful  in  Europe  and  . 
than  they  are  in  the  U.  S.  Many  developing  natrons  ar 
maneuvering  to  boost  exports  while  protecting  their 
mar-ket,  too.  It  is  more  important  than  ever  that  the  w 
remaining  superpower  provide  fi-ee-trade  leader'ship.  I 
tumultuous  period  following  the  end  of  the  cold  wa 
most  important  decision  made  by  the  Bush  and  Clinto: 
ministrations  and  Congress  was  to  continue  the  free- 
policies  America  has  championed  since  1945.  This  be 
paid  enormous  economic  dividends  in  the  1990s.  The  b; 
from  trade  and  stronger  economic  ties  among  nations  is 
tiful  indeed. 
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SMITH  ▲ 


Business  as  usual 


Business  at  Tyco 


At  Tyco  International,  creative  new  ideas  always  find  an  audience,  and  performance  is  the  only 
thing  that  counts.  Ten  years  ago,  Tyco  was  a  quietly  profitable  company  with  $500  million  in 
annual  sales.  Today,  annual  sales  are  approaching  $5  billion  —  and  we've  nearly  doubled  our 
net  income  in  the  past  year  alone.  Want  to  see  how  we  do  it?  Write  us  for  a 
free  video  and  annual  report  at  P.O.  Box  9,  Nutting  Lake.  MA  01865. 
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color: 
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lo  


1 .  Be  there  first. 


2.  Watch  someone 
eat  your  lunch. 


In  fields  from  aerospace  to  air  conditioning,  tine  same  rule 
applies.  Be  first  to  seize  opportunities  or  give  ground  to  someone 
who  does. 

Being  first  is  important  on  geographic  frontiers  as  well  as 
technological  ones.  Which  is  why  United  Technologies  invests  early 
in  new  markets  like  China  and  Russia.  Why  we  have  employees  in 
six  times  as  many  cities  of  the  world  as  the  State  Department.  And 
why  we  invest  steadily  in  new  technologies  that  can  rejuvenate 
mature  markets. 

And  we  almost  never  miss  lunch. 
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POLITICS  AS  USUAL 


THE  CORNER-OFFICE  CANDIDATE 


THE  CORNER  OFFICE  THINKS 

the  best  Republican  for  the 
Oval  Office  is  Bob  Dole,  by  a 
vast  margin.  A  survey  of  401 
senior  executives  drawn 
from  the  BUSINESS  week 
1000  finds  that  52%  prefer 
the  Senate  majority  leader 
as  the  1996  cop  nominee. 
No.  2  is  publisher  Steve 
Forbes,  at  a  distant  8%.  Af- 
ter that,  the  list  trails  off: 
former  Tennessee  Governor 
Lamar  Alexander  (7%),  Sen- 
ator Richard  Lugar  of  Indi- 
ana (6%),  Senator  Phil 
Gramm  of  Texas  (5%),  and 
commentator  Pat  Buchanan 
at  a  mere  1%. 


TALK  SHOW  itPeople  blame  eveiyone.  There's  no  more  gain 
in  trying  to  blame  the  other  side." 

— Senator  John  Breaux  ( D-La.),  exasperated  as  partisan  grid- 
lock continues  over  the federal  budget 


BUSINESS  MAN:  Dole  52%,  Forbes  8% 


Dole's  immense  lead  is 
even  wider  than  his  edge 
among  Republicans  general- 
ly. A  recent  Harris  poll  had 


the  Kansan  at  45%,  with 
Gramm  next  at  9%, 
Buchanan  at  6%,  and  Forbes 
at  6%..  Harris,  by  the  way, 
did  the  BW  survey. 

Assuming  the  inevitabili- 
ty of  Dole's  nomina- 
tion— as  he  likes  to — 
we  asked  the  execu- 
tives to  pick  between 
the  senator  and  Pres- 
ident Bill  Clinton 
for  the  fall  contest. 
No  surprise  here. 
The  traditionally  Re- 
publican group  goes 
for  Dole  by  71%. 
Clinton  scores  just 
19%.  The  blowout  re- 
sults change  very  lit- 
tie  even  if  one  of 
their  own,  a  business  type, 
enters  the  fray.  Then,  it's 
Dole  70%,  Clinton  19%,  Ross 
Perot  3%.  □ 


CAPITAL  OFFENSES 

WHY  LOBBYISTS 
ARENT  SWEATING 


so  THIS  IS  LOBBYIN(;  REFORM? 
A  bill  to  shed  light  on  how 
WasMngton  really  works  just 
became  law.  It  forces  thou- 
sands of  behind-the-scenes 
influence  peddlers — particu- 
larly lavv^ers,  who  have  long 
claimed  they  didn't  have  to 
register — to  tell  who  their 
clients  are. 

In  some  ways,  though,  the 
new  law  weakens  existing 
restrictions.  For  instance, 
reps  no  longer  have  to  iden- 
tify the  lawmakers  they  lob- 
by. Also  axed:  requiring  lob- 
byists for  foreign  companies 
to  copy  the  Justice  Dept.  on 
letters  they  send  legislators. 

Even  new  gift-giving  lules 
harbor  plenty  of  loopholes. 
Ti'ue,  Congi'ess  in  1995  tight- 
ened up  interniil  rules  about 
gifts  from  Gucci  'nilch.  The 


House  now  bans  all  freebies 
except  for  nominal  stuff  such 
as  a  T-shiit.  The  Senate  lim- 
its gifts  to  $50. 

Don't  think,  though,  that 
all  this  spells  the  end 
of  those  free  thi-ee- 
martini  lunches  for 
lawmakers.  Lobby- 
ists already  are 
dreaming  up  dodges. 
The  senator  is  a 
golfer?  One  lawyer  suggests 
there  vAW  be  games  of  "loser 


pays"  with  lobbyists — who 
would  always  lose.  Or  restau- 
rants could  double  theii'  prices 
but  offer  two-for-one  deals  to 
liu'e  lobbyists  who  would  pay 
for  lavmiakers. 

Penalties  also  are  watered 
down  under  the  new  law. 
Lobbying  violations  used  to 
be  criminal.  Now,  miscreants 
face  only  civil  fines.  And  the 
gift  curbs  will  be  enforced 
by  the  Hill's  weak-kneed 
ethics  panels.      Stan  Crock 


THE  LIST  THEY'RE  THE  TOP 


General  Electric  continues  its 
reign  as  the  top  U.S.  compa- 
ny in  market  value.  In  1993, 
it  wrested  the  honor  from 
Exxon.  An  expanding  econo- 
my in  1995  benefited  ge's 
manufacturing 
and  financial- 
services  activi- 
ties. 1995's 
top  four  com- 
panies were 
unchanged  from  '94.  Among 
the  top  10,  the  biggest  gainer 
was  Merck,  jumping  two 
places  to  No.  5.  In  a  good 
year  for  drugmakers,  its 
market  cap  surged  70%. 


MARKET 
CAPITALIZATION 


COMPANY  (12/31/94  RANK) 


12/31/95 
(billions) 


1  GENERAL  ELECTRIC  (1)  $120 

2  AT&T  (2)  103 

3  EXXON  (3)  101 

4  COCA-COLA  (4)  93 

5  MERCK  (7)  81 

6  PHILIP  MORRIS  (5)  75 

7  PROCTER  &  GAMBLE  (9)  57 

8  JOHNSON  &  JOHNSON  (12)  55 

9  MICROSOFT  (11)  52 
10  WAL-MART  STORES  (6)  51 

DATA:  STANDARD  &  POOR'S  COMPUSTAT, 
A  DIVISION  OF  THE  McGRAW-HILL  COMPANIES 


PROFIT  &  GLOSS 

SORRY,  WRONG 
NUMBERS 

MISCOMMUNICATION  AN 

finger-pointing  on  Wa! 
Street  have  taken  Barnes 
Noble  stock  on  a  wild  ric 
lately.  The  odd  tale  starts 
Dec.  28,  when  PaineWebbe 
Group  analyst  Craig  Bib 
raised  his  rating  on  the  boc 
chain  to  "buy"  and  the  stoi 
shot  up  4.9%,  from  30'/s 
32/..  The  next  day.  Bib! 
abruptly  lowered  his  rati 
to  "neutral."  The  share 
plummeted  10.4%,  to  29. 


MISREAD:  Barnes  &  Noble 

Wall  Street  analysts  sa; 
Barnes  &  Noble  CFO  Ireni 
Miller  told  them  Bibb  upgrad 
ed  the  stock  without  makini 
the  standard  call  to  B&N  t 
check  Ms  nimibei-s.  PaineWeh 
ber  people,  though,  private! 
dispute  Miller,  saying  Bibl 
phoned  Miller  twice  betweei 
Dec.  13  and  Dec.  28— call 
that  went  um*eturned,  sine 
she  was  vacationing  part  c 
that  time,  b&n  traditionall; 
won't  discuss  the  cincial  Dt 
cember"  sales  figiu'es  early. 

Bibb,  in  his  I'osy  Dec.  2 
report,  predicted  fomth-quai 
ter  sales  growth  at  B&N  si; 
perstores  would  be  7%  to  9^^ 
After  Miller  called  to  questio 
his  conclusion,  Bibb  the  ne\ 
day  predicted  gi'ovii^h  of  3' 
to  6%,  stating  that  he  had  jusi; 
heai-d  more  about  weak  boo 
sales  in  the  Northeas^^; 
Paine  Webber  soiu'ces  say  Bibj 
fii-st  forecast  7%  to  9%  growt 
in  a  Dec.  13  rej)ort,  faxed  t 
Miller's  office;  it  received  nj 
response.  Bibb,  PaineWebbe 
and  B&N  declined  to  commeri 
publicly.  Willy  Ster\ 
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If  You  Haven't  Considered 


An  Online  Service 


For  Business,  That's  OK. 
There  Hasn't  Been  One. 


Until  Now 


Can  an  online  sei-vice  really  make  a  difference  to  your  business?'  it  can  if  it  saves  you  time  and  gives  you  the 
information  >  :   you  need,  when  you  need  it.  If  it's  designed  exclrrsively  with  business  in  mind.  If  it's  from  the 


V 


AE^  Business  Network 


leader  in  business  telecommunications  solutions.  If  it's  ATlHT  Business  NeUvork — the  latest  buzz  in  online  seivices. 

Order  today  for  critical  industry  news  and  practical  information  from  more  than  2, SOU  resources. 
Customized  features,  ,so  the  information  specific  to  your  needs  is  automatically  located  and  continuouslv  updated. 
E-mail  capabilities  and  instant  links  to  relevant  business 


information  on  the  Internet.  And,  as  you'd  expect  from 
AT&T,  expert  support  to  help  you  every  step  of  the  way. 
Call  now  and  catch  the  buzz. 


CATCH  THE  BUZZ 

FREE  10-Hour  Trial  :ind 
Special  Introdiictorv  Pricingt 

1  800  283-7694 

iittp:/Au\-\\.ichange.com 


AT&T 


AE^BusiNESS  Network.  For  the  Life  of  Your  Business^ 


CNN  Business  Nfvvs  ▲  I>)\v  Jones  Bimness  Im-oiwia-ik  )\  Si  kmces  A  Dux  (K:  BitvixsiKiiT  Lni-'(jk,\iation  .Sr:K\  i(:r>  ▲  Entrei^rknti iR 
Maoazinf,  Group  ATfir;  Kipunger  Washington  Edhors,  Inc.  A  Standard  &  P(x)r's  AThoias  Regkster  of  Am];rican  MANXiFAcniRERS 
A  TRW  BusiNE\s  Ini-ormation  Services  A  Over  2,500  Information  Sources  A  Puis  Aa  The  Businfa  Resources  of  the  Internet 


Free  trial  must  begin  by  January  31.  1996.  to  qualify-  for  introductory  pricing  and  doe.s  not  include  fees  for  certain  information  sources,  which  arc  clearl)  m.irked  online. 
J1995  AT&T,  All  rights  reser\  cd.  All  products  and  company  names  mentioned  are  marks  or  registered  trademarks  of  their  respective  companies. 


Up  Front 


DRAWN  &  QUARTERED 


EDIBLES 

EAT  YOU  LATER, 
ALLIGATOR  

here's  yUITE  A  TOOTHSOME 

delicacy:  alligator  meat, 
which  is  finding  its  way  onto 
more  plates  in  the  U.  S.  and 
Western  Europe.  Used  to  be 
that  gators  were  used  only 
for  shoes  and  handbags.  But 
the  folks  in  the  S28  million  al- 
ligator biz  have  lost  patience 
with  fluctuating,  unpre- 
dictable fashion  dictates. 

So  the  gator  people  have 
laimched  major  promotions  of 
their  edibles  over  the  past 
few  years,  setting  up  booths 
at  restaurant-industry  con- 
ventions for  taste  tests.  "Spe- 


HEADS  OR  TAILS? 

Otihj  $(>  a  pound 

ciality  suppliers 
are  always  looking 
for  something 
new,"  says  a  de- 
lighted Edwin 
Bradford,  presi- 
dent of  V.I.S.,  a 
gator-product  outfit 
in  Mande\ille,  La.  The  slogan 
for  the  alligator  abattoir  in- 
dustry' is:  "The  other,  other 
white  meat." 

To  better  meet  demand, 
gators  are  increasingly 
farmed,  not  hunted  in  the 
wild.  The  industry'  has  even 
been  able  to  surmount  the 
loss  of  a  major  customer.  Tai- 
wan banned  imports  of 
American  wildlife  products  in 
a  1993  trade  tiff. 

Demand  in  the  American 
South  and  in  European  coun- 
tries such  as  Britain  and  Fin- 
land has  more  than  doubled 
the  price  of  gator  meat  over 
the  past  three  years.  A 
pound  of  the  stuff  costs  $4  to 
S6.  more  than  the  best  cut  of 
pork,  which  tastes  somewhat 
similar.  Kate  Murphy 


AFTERLIVES 


FROM  SUPER  TUESDAY  TO  SUPER  BOWL 


POLITICS  IS  A  LOT  LIKE  SPORTS. 

No  surprise,  then,  that  De- 
mocratic political  mastermind 
James  Carville  is  spending 
time  these  days  handicap- 
ping football 
games.  After  all. 
he  lost  his  stand- 
ing as  Bill  Clin- 
ton's top  political 
adviser  to  Dick 
Morris,  and  his 
role  in  the  1996 
campaign  is  still 
unclear. 

Carville  is  do- 
ing a  weekly  pigskin  forecast 
for  Washington  radio  station 
\\TEM-.A.M,  picking  college  and 
National  Football  League 
games.  The  sports  talk  show 
is  hosted  by  Carville  friend 
and  Washington  Post  colum- 
nist Tonv  Komheiser.  Known 


CARVILLE: 

Calling  'em 


in  pohtical  circle?  as  the  Ra- 
gin'  Cajim,  Cai^ille  got  a  new 
nickname  from  Komheiser: 
the  Swami. 

Why  football?  "I'm  too  old 
to  talk  about  sex,  so  what 
else  is  there  but  sports  and 
polities'?"  Canille  replies.  The 
Louisiana  native — a  diehard 
Louisiana  State  University 
fan — says  he  doesn't  bet  him- 
self and  doesn't  get  paid  for 
his  five-minute  spots. 

After  a  0-5  start  last  fall, 
Carville  called  17  of  the  next 
25  games  right.  Carville 
erred  by  predicting  that 
Florida  wouldn't  cover  the 
spread  against  Ai-kansas,  but 
he  accurately  picked  the  In- 
dianapohs  Colts'  upset  of  the 
San  Francisco  49ers.  How 
about  a  new  moniker:  Jimmy 
the  Cajun?         Dean  Foust 


ON  THE  LAM 

AND  NOW,  THE 
IMMUNITY  ISLANDS 

TOO  B.-\D  FOR  ROBERT  VESCO. 

The  Repubhc  of  Seychelles  is 
offering  to  grant  immunity 
and  protection  from  extradi- 
tion for  anyone  who  invests 
.$10  million  in  its 
economy.  Had  fi-  Jk.A' 
nancier  Vesco 
known,  he 
could  be  free  to- 
day. Last  spring, 
Cuba  got  fed  up  with 
harboring  Vesco 
and  a  !■  r  e  s  t  e  d 
him  on  undis- 
closed char  ges. 
The  U.  S.  Justice 
Dept.  is  seeking  Vesco's 
extradition. 

Meanwhile,  the  State  Dept. 
and  several  Eui'opean  nations 
have  complained  to  the  Sey- 
chelles that  its  recent  invita- 


THE  BIG  PICTURE 


tion  will  only  attract  embe; 
zlers  and  other  big-tim 
crooks.  Officials  of  the  India 
Ocean  island  chain  (popuh 
tion:  72,000),  who  claim  th 
this  isn't  theii*  intent,  are  fa 
ing  the  loss  within  a  year  ( 
the  islands'  multimillion-do 
lai-  rental  income  fi'om  a  U.! 
Air  Force  tracking  station. 
In  addition  to  legal  sal 
haven,  newcomei-s  beai-ir 
^  fat  wallets  ai'e  guarai 
teed  swift  immigr 
tion  cleai-ance, 
It's  tc 
early  to  te 
how  many, 
any,  crimina 
will  come  i 
1)'  the  Sevchelle 
After  all.  soir 
places,  such  as  Bi-azil  and  A 
gentina.  already  have  repi 
tations  as  havens  for  wel 
heeled  fugitives,  but  th( 
don't  make  it  their  officii 

policy.  Paul  Magnussc' 
 .1 

li 


WHERE  THE  STARTUP  GASH  WENT 

The  lure  of  getting  in  early  produced  a  flood  of  venture 
capital  in  1995.  Here  are  the  top  five  industn,'  segments 
for  seed  money  in  the  third  quarter  of  1994  and  1995. 

SURVEY  OF  345 
VENTURE  CAPITALISTS 


COMMUNI-     SOFTWARE  i    DISTRIBUTION  CONSUMER 
CATIONS      INFORMATION      RETAILING  PRODUCTS 
AMILLIONS  OF  DOLLARS 


HEALTH 
CARE 


DATA:  PRICE 
WATERHOUSE  LLP  jj 


FOOTNOTES  Unit  sales  of  CD-ROM  software  worldwide:  1994.92  million;  1995.206  million 
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SXITEMA 

fill* 


America! 


SLALOM 


)Ui\APlNG 


FREESTYLE 


Proud  to  te 
tke  newest  memker 
of  tlie 
llS.sk  Team. 

Chevy  Trucks 

LI  KE  A  ROCK 


%  CHEVY  fe-;' 
'k  TRUCK  1^};^, 


7Jr 


Servers  are  Built  bj  Teams  of  Peopl 

Soil 


)NS  are  BuiLT 


by  Teams  oJ  Companies. 

Any  computer  company  can  hu'M  hardware  that 
rims  software  that  runs  vour  business.  Or  can  it? 
Alter  all,  this  is  your  business  we're  talking  about 
here.  Do  you  really  want  to  trust  it  to  mere  hard- 
ware? At  Compaq,  we're  betting  you'd  prefer  an 
easy-to-use,  fully  thought-out  solution.  A  solution 
that  is  the  right  combination  of  server,  operating 
system,  and  database  application  that  solves  the 
puzzle  of  vour  varied  computina  needs. 

Well,  that  takes  several  companies.  Companies 
like  Microsoft,  \\  ith  whom  v\e  created  the  ideal 
platform  tor  Windows  NT  and  BackOffice,  integrat- 
ing hardware,  software,  and  ser\er  management. 
No\ ell,  w  ith  whom  v\'e've  created  networking  stan- 
darcfs  f(jr  vears.  Oracle,  whose  databases  arc  far 
easier  to  deploy  on  a  Compaq  servi  r  thanks  to  our 
partnership.  And  SAP,  a  leader  in  client/server 
applications,  who's  named  us  Partner  of  the  Yean 

You  see,  thev  may  be  Compaq  ser\ers.  But  thev 
are  Compaq  -  Microsoft-  Oracle  -  .S  A  P-  Intel  -  Nov  ell  - 
SCO-Sybase-Cheyennc  solutions.  (We  just  couldn't 
ht  all  those  logos  on  them. ) 


COMPAQ 

Has   It   Changed   Your   Life  Yet? 


BusinessWeek 


Readers  Report 


IPOs  CAN  QUICKLY  LOSE 

THEIR  INITIAL  CHARM  

We  noted  with  interest  "The  boom 
in  IPOs"  (Cover  Story,  Dec.  18),  which 
recounted  examples  of  wondrously  suc- 
cessful initial  public  offerings  of  com- 
mon stock.  We  would  like  to  serve  as 
wet  blankets. 

The  issue  for  investors  is  whether 
those  buying  stock  in  these  offerings 
actually  do  better  than  they  would  if 
they  bought  seasoned  common  stock, 
already  public  for  several  years.  The 
answer:  Wliile  in  some  cases  they  cer- 
tainly do,  in  aggi'egate  they  do  not. 

You  correctly  noted  that  ipos  tend 
to  jump  in  price  diuing  their  first  day  of 
trading — and  that  stock  bought  after 
the  initial  jump  tends  not  to  be  a  good 
investment  in  the  long  run.  But  you 
also  concluded,  or  at  least  suggested, 
that  IPOS  ai-e  good  investments  if  bought 
before  the  jump.  That  is  true  only  if 
you  sell  soon  at  the  higher  price.  If  you 
hold  for  five  years,  you  will  likely  do 
worse  than  if  you  had  bought  seasoned 
stock.  On  average,  you  will  still  make  a 
profit,  but  not  as  much  as  you  would 
have  in  seasoned  stocks. 

Jonathan  A.  Shayne 
President 
Shayne  &  Co. 
Nashville 

Larry  D.  Soderquist 
Director  of  the  Corporate  & 
Securities  Law  Institute 
Vanderbilt  University 
Nashville 

START  THOSE 

ALASKAN  DRILLS  

I'm  glad  your  stoiy  on  the  opening  of 
the  Arctic  National  Wildlife  Refuge 
(anwr)  was  a  Commentary,  because  it 
ignored  the  factual  argimients  for  open- 
ing the  ANWR  ("High  noon  on  the 
Alaskan  tundra,"  News:  Analysis  & 
Commentary,  Dec.  11).  It  never  men- 
tioned that  in  10  years — the  time  it  will 
take  to  tap  the  Arctic  coastal  plain's  oil 
in  an  environmentally  safe  way — Amer- 


ica will  need  the  oil.  It  never  mentioi 
that  oil  production  ft-om  Pnadhoe  Baj 
declining  by  4%  to  5%  a  year  and  t 
America  will  likely  be  dependent  on  i 
eign  sources  for  75%  of  its  oil  by  2C 
as  opposed  to  51%  now. 

It  certainly  never  mentioned  that 
tiny  "footprint"  of  development— j 
2,000  acres  out  of  the  19  million-a 
refuge — will  have  almost  no  effect 
the  calving  gi'ounds  oi'  migration  rou 
of  the  Porcupine  caribou  herd,  uf 
which  the  Gwich'in  Indians  depend.  I 
is  there  any  evidence  that  it  will  ha 
any  other  species  in  Alaska.  Any  fair 
view  will  show  that  oil  exploration  ■ 
occur  without  damage  to  the  envir 
ment  and  with  significant  benefit. 

Frank  H.  Murkowski  (R-Alas 
Chairman,  Senate  Energj 
Natural  Resources  Commit 
Washing 

A  LUMP  OF  COAL 
IN  OREGON'S  STOCKING 


The  larger  part  of  the  story  > 
missing  in  "Yuletide  bounty  in  Oreg 
(Economic  Ti-ends,  Dec.  18).  While 
true  that  individual  taxpayers  receive 
"present"  of  about  $100  each  beca 
of  oiu-  kicker  law,  that  represented  c 
about  (3.27%  of  our  state  tax  bills 
same  law  put  something  under  the  t 
for  corporations,  too:  More  than  hal 
their  state  income-tax  liability. 

Meanwhile,  our  state  universili 
have  high  tuition,  large  classes,  and( 
duced  cour\se  offerings.  Schools  conti) 
to  suffer  from  a  1990  Prop.  13-cli 
property-tax-limitation  measure.  The' 
derly,  the  mentally  ill,  and  childreri 
need  are  not  getting  the  help  they  ( 
serve.  This  Yuletide  bounty  looks  rc; 
and  more  like  a  lump  of  coal. 

Bentley  B.  Gilbeit 
Salem,  (i 

WHO  ELSE  IS  GUNNING 
FOR  SOFTWARE'S  GOLIATH? 

I  generally  like  your  coverage  of  i 
software  industiy.  But  there  are  ti:3 
when  I  think  you  go  too  far  in  .\j 
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Investment  returns  and  principal  fluctuate. 
Past  performance  is  no  guarantee  of  future 
results.  Redemption  proceeds  may  be  higher 
or  lower  than  original  cost.  Performance  before 
the  Fund's  August  199.5  reorganization  is  for 
its  predecessor,  which,  on  November  1, 1991, 
changed  its  investment  policy  that  re<.|uired 
substantial  investments  in  energy  stocks. 
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Readers  Report 


forecasts.  That's  the  case  in  some  of  the 
recent  articles  that  you  pubhshed  con- 
cerning the  Web  and  Java  language 
("The  software  revolution,"  Cover  Story, 
Dec.  4,  and  "Win  95,  lose  '96?",  News: 
Analysis  &  Commentary,  Dec.  18)  and 
how  they  threaten  the  Microsoft 
empire. 

As  a  computer  progi'ammer,  I  don't 
like  the  way  Microsoft  handles  the  soft- 
ware .industry.  It  has  the  bad  habit  of 
announcing  the  impending  release  of 
nonexistent  software  in  some-quarter- 
of-next-year,  just  in  order  to  keep  its 
competitors  away. 

But  to  say  that  Sun  Microsystems 
Inc.  and  Netscape  Communications 
Corp.  ai'e  in  the  lamning  to  unseat  Mi- 
crosoft with  Java  is  a  long  shot.  Java  is 
still  in  its  development  stage,  and  the 
implementation  of  the  Java  virtual  ma- 
chine in  the  Netscape  browser  (version 
2.0  beta)  is  slow. 

The  illustration  of  the  red  arrow 
pointing  to  the  Help  button  in  your  ar- 
ticle shows  that  maybe  [Microsoft  Chaii- 
man]  Bill  Gates  is  right:  The  media  are 
looking  hard  for  some  small  David  to 
defeat  the  giant. 

Omai'  Reis 
Sao  Paulo 


THE  MISPLACED  REVENGE' 

OF  VIRGINIA  THOMAS  

In  "Revenge  of  the  justice's  wife" 
(Up  Front,  Dec.  18),  you  chortle  about 
the  "sweet  revenge"  being  enjoyed  by 
Virginia  Thomas,  wafe  of  Supreme  Court 
Justice  Clarence  Thomas.  She  is  woi-k- 
ing  hai'd  to  win  passage  of  a  bill  that 
would  restrict  lobbying  by  nonprofit 
groups  that  receive  fedei'al  funds.  The 
supposed  revenge  is  against  those 
groups  that  "savaged  her  husband's 
com!  noinination."  Only  two  such  gi'oups 
are  cited — and  one  of  them  happens  to 
be  the  aclu. 

This  citation  is  wi'ong  on  two  counts: 
The  Ameiican  Civil  Liberties  Union  ex- 
pressly took  no  position  on  the  Clarence 
Thomas  nomination;  and  the  bill,  if  it 
passes,  will  not  affect  the  ACLU  because 
we  have  never  received  and  would  nev- 
ei'  accept  federal  funds.  So  for  anyone 
seeking  "sweet  revenge,"  eat  your  heart 
out! 

More  important,  the  bill,  even  if  it 
passes,  is  unconstitutional,  and  we  will 
join  in  efforts  to  challenge  it,  as  will 
many  conservative  not-for-pi'ofit  groups 
that  would  be  ecjually  injured  by  it.  As 
for  Justice  Thomas,  he  may  need  to  re- 


cuse himself  if  such  a  case  should  re£ 
the  Supreme  Couit,  given  his  wife's  ; 
dent  role. 

Ira  Glass 
Executive  Direcl 
American  Civil  Liberties  Uni 
New  Yc 
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TOTAL  RISK 

Nick  Leeson  and  the  Fall  of  Barings  Bank 

By  Judith  H.  Rawnsley 
HarperBusiness  •  206pp  •  $24 


THE  SINGAPORE  SLINGER: 
A  CAUTIONARY  TALE 


Let's  ^et  one  thing  str'aight.  Nick 
Leeson,  the  28-yeai'-old  futures 
trader  now  seiviiig  &/:  yeai-s  in  Sin- 
gapore's Changi  jail,  did  not  bring  down 
Barings  PLC.  That  dubious  distinction 
goes  to  six  top  executives  and  fom-  sleepy 
outside  directors.  All  chose  not  to  see 
the  dangers  liu'king  in  the  hell-for-leather 
atmosphere  at  Baring  Securities  Ltd., 
the  trading  ai'ni  of  the  much  older  mer- 
chant bank  knowii  as  Baring  Brothei's. 
Wlien  willful  blindness  joined  forces  with 
an  almost  total  lack  of  management  con- 
trols, all  the  conditions  were  in  place  to 
produce  a  Nick  Leeson. 

This  is  the  crux  of  Judith  H.  Rawns- 
ley's  Total  Risk,  which  exchange  regula- 
tors, bank  supervisors,  and  dealing-room 
managers  worldwide  should  study.  Her 
finding  of  institutional  incompetence  is 
in  agTeement  with  the  conclusions  of  both 
Singapoi'e  authorities  and  the  Bank  of 
England — but  Rawnsley  offers  a  more 
stimulating  read  than  either  of  their 
dense  investigative  tomes. 

Rawnsley's  account  of  Leeson's  last 
day  on  the  job  is  riveting.  By  January, 
1995,  he  was  frantic  to  make  up  for  ac- 
cumulated losses  of  $320  million.  He  be- 
gan using  Bai-ings'  funds  to  gamble — his 
particular  bets  were  "straddles" — that 
the  Nikkei  stock  inflex  would  trade  with- 
in a  naiTow  range  between  19,000  and 
21,0(X).  But  he  was  luidone  by  the  Jan.  17 
Kobe  earthtiuake  that  killed  5,000  peojile 
and  sent  the  Nikl'cei  plummeting.  By  Feb. 
23,  losses  of  $1.3  billion  were  taking  a  toll 
on  his  nerves — and  his  stomach.  He  had 
to  leave  the  trading  floor  to  thi'ow  up  in 
the  bathi'oom.  "For  once,  everyone  in 
the  market  had  been  right,  except  him," 
Rawnsley  wiites.  He  left  the  office  after 
lunch,  having  been  confronted  by  two 
senior  officials  about  strange  goings-on 
with  his  accounts,  and  never  came  back. 

Most  of  this  book  isn't  about  Leeson, 
however.  It's  about  the  ignorance  and 
colossal  mistakes  of  senior  executives. 


When  Leeson  arrived  in  Singapore  in 
1992  to  help  out  with  settlement  of  de- 
rivatives trades,  no  one  knew  to  whom 
he  reported.  Soon,  he  was  executing  in- 
house  as  well  as  client  orders  from  sev- 
eral other  offices,  particularly  Tokyo, 
making  it  impossible  for  supei'visors  to 
check  on  him.  A  warning  from  James 
Bax,  then  head  of  the  Asian  regional  of- 
fice, that  lack  of  accountability  could  lead 
to  disaster  went  unanswered. 

Wlien  nimors  reached  London  in  late 
1994  that  Leeson  held  veiy  large  Nikkei 
ftitwes  positions,  senior  offi- 
cials blithely  assumed  the 
trades  were  on  behalf  of 
hedge-ftmd  clients,  a  miscon- 
ception that  Leeson  encour- 
aged.  Conflicts  of  interest  H-^V^  \ 
abounded:  Leeson  was  al- 
lowed both  to  make  trades 
and  settle  them.  Such  an 
arrangement  practically  in-  ,,1,1  ii„" 

vites  the  creation  of  fictitious  t-aHoj' 
accoimts  to  cover  large  trad-  '"""'^ 
ing  losses,  at  least  until  the  .  1  ■  1  1 1 
situation  impi-oves.  Although  " '  1 '  I '  1  ' ' • 
Leeson  hasn't  tried  to  explain  his  ac- 
tions, RawTisley  beheves  this  is  how  his 
deception  began.  Then,  when  the  mar- 
ket didn't  iTiove  in  liis  favor,  he  began 
doubhng  his  bets  in  desperation. 

But  more  was  at  work  than  a  lack  of 
supervision,  Rawnsley  says.  A  former 
Euromoney  and  Econo))ust  IntelUyence 
Unit  coiTespondent,  the  author  had  been 
a  colleague  of  Leeson's  fi-om  1989  to  1992, 
when  she  was  employed  in  Barings' 
Tokyo  office.  This  backgTound  leads  her 
to  conclude  that  the  disaster  was  the 
byjjroduct  of  a  foolish  strategy:  Leeson 
and  other  young  traders  were  expected 
to  produce  disproportionately  huge  j^rof- 
its  fi-om  a  tiny  capital  base.  And  Lee- 
son desperately  wanted  to  please  his 
bosses  as  well  as  boost  his  owm  econom- 
ic and  social  standing. 

Bv  the  end  of  1994,  Leeson's  trades 


were  doing  just  that:  He  claimed  to  ha 
made  $30  million,  or  nearly  20%  of  t 
year's  total  profit  of  $157  million.  In  i 
ality,  Leeson  lost  $285  million  in  tl; 
year.  MeanwWle,  the  bank's  total  capi 
base — shareholders'  ftmds  and  debt  a 
ital — stood  at  just  $800  million.  Leeso 
bogus  claims  went  undetected,  sa 
Rawnsley,  because  to  question  his  mei 
ods,  or  check  his  math,  might  ha 
slowed  down  Barings'  aggi'essive  glol 
expansion  and  reduced  eveiybody's  i 
nual  bonus. 

More  fundamental,  Rawnsley  says,  m 
that  Barings  had  two  veiy  different  c 
poi'ate  cultui'es.  Conservative,  traditic 
bound  coiporate  financiers  held  sway 
Baring  Bi'others.  But  at  Baring  Seci 
ties,  which  didn't  exist  until  1984,  I 
East  experts,  equity  traders,  and  futu: 
traders  ran  amok,  far  from  Londo 
reach.  And  since  Baring  Securities  p 
vided  two-thirds  of  the  bank's  total  pi 
it,  cooler  heads  at  Baling  Brothers  W( 
reluctant  to  interfere.  Finally,  in  1[ 
plans  were  laid  to  comb 
the  two  entities — ^but  by  t 
time,  Leeson's  paper-pn 
factoiy  was  in  full  swing. 

Even  so,  several  peo-; 
at  Barings  began  sounds 
alarm  bells,  and  some  1 
these  resulted  in  inter i 
and  external  audits  of  ( 
Singapore  slinger.  These  i 
dits  should  have  opert 
doors  and  led  officials  to 
,         ror  Account  88888,  i( 
i\\  I which  Leeson  dumped  all i 
ti'ading  losses.  But  executives  were  i( 
distracted  by  restructuring  and  intii 
cated  by  visions  of  expected  huge  ani 
bonuses  to  pin  him  down. 

Today,  Leeson  is  behind  bars,  but  i£ 
Baiings  fiasco  isn't  over.  Asia  head  b 
and  liis  deputy,  Simon  Jones,  may  iJl 
face  prosecution  by  Singapore  authi- 
ties.  In  London,  former  board  memt'^ 
wait  to  hear  whether  they  will  be  foi/- 
er  barred  fi'om  serving  as  directoreoi 
an  investment  bank.  Such  a  ruling  uy 
be  in  order.  But  it's  more  critical  'v 
banks  to  realize  that  destnictive  beha  i 
can  be  a  byj^roduct  of  the  machd  < 
phasis  on  maximum  returns,  and  ti 
stiict  controls  are  the  only  safeguicl. 
The  alternative  is  total  risk. 

BY  PAULA  DW:f' 
Dunjer  is  BUSINESS  week's  Lon^v. 
bureau  chief.  { 


THE  WILLFUL  BLINDNESS  OF  THE  10  BARINGS 


DIRECTORS  LED  TO  THE  FIASCO,  SAYS  RAWNSLEY 
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THANKS     TO     ARAMARK     OUR      FANS     CAN     NOW  HAVE 

A  NICE  BOWL  OF 

NEW     ENGLAND     CLAM     CHOWDER     WITH  THEIR 

GREEN  MONSTER." 


wanted  the  wliole  experience  to  he  like  the  park  itself.  It's  heen  called  a  shrine  to  the  i^anie  ot  hasehall. 
it  is  ahsoliitely  New  F.ngland,"  john  Buckley  of  the  l^oslon  Red  Sox  recalled,  johii  added,  "I'hc  food  had  to 
vice  the  experience.  That's  all  we  said.  That  was  our  direction.  And  ihcy  look  off  from  tliere.  Before  we  knew 
/e  were  all  talking  oue-on-one  with  loyal  Red  Sox  fans.  A  Ion  of  ideas  followed.  New  ways  of  doiii^  thiii\:;s. 
vere  grilliiis!^  chicken  and  sellin;^  it  all.  The  chowder  was  receiving  rave  reviews.  And  all  of  it  -  everv  idea  ihcy 
-jit  perfectly  at  Fenway."  At  ARAMARK,  we  helieve  pre^  packa;^ed  solutions  would  be  fine  if  there  were  such 
ing  as  pre-packa\ied  problems.  Iiislead.  we  learn  our  partners'  business.  And  we  help  ihem  pursue  their 
ms  and  goals  with  an  altitude  absent  of  limits.  It's  moved  john  lo  also  say,  "Last  year  ihev  helped  iis  increase 
by  17%.  Second  in  the  league.  Bui  all  ihev  can  say  is,  AVail  'til  next  vear.'"  ^^^^^'^/^i^/KJ^l/^I^K. 


)URSh  EHLRE^  MORE  TO  1  LLL  AliOL'T  LNLE\n  I  tH  FART  NERSHIE^  PLEASE  CAI  L  1  -  800  -  A  R  A  M  A  R  K.  Managctl  Scn'iu-s,  Ahiiingcd  Belle 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM  

WANTED:  A  PC 
FOR  THE  MASSES 


When  last  fall's  sales 
are  toted  up,  we're 
likely  to  find  that 
just  over  a  third  of  U.  S. 
households  now  have  com- 
puters. The  computer  indus- 
try fondly  hopes  that,  some- 
day soon,  the  PC  vvill  become 
as  common  as  the  inicrowave 
oven  or  the  vcR. 
But  to  make  that 
happen,  the  indus- 
try has  got  to  roll 
up  its  sleeves. 

Two  factors 
keep  computers 
out  of  many 
homes:  cost  and 
complexity.  The 
first  problem  is 
rapidly  taking- 
care  of  itself,  but 
removing  the 
complexity  requires  rethink- 
ing the  home  computer. 

What  sort  of  machine 
would  get  PCS  into  the  tens 
of  millions  of  homes  that 
don't  have  one  yet?  What's 
needed  is  much  less  a  break- 
through in  technology  than  a 
change  in  industry  attitudes. 
Computers  are  a  bit  like  cars 
in  the  1920s;  You  no  longer 
have  to  hire  a  mechanic  to 
ride  along  with  you,  but 
you're  still  expected  to  get 
out  and  get  under  the  hood 
once  in  a  while.  This  has 
spawned  a  how-to  book  in- 
dustry and — ^judging  by  my 
mail — lots  of  fiiistration  even 
among  the  technically  savvy. 
COMPLEX  BEASTS.  The  key  to 
a  tnie  mass-market  computer 
is  its  reliability  and  ease  of 
use — not  power  and  features. 
Even  today's  Apple  Macin- 
tosh, let  alone  the  typical 
Windows  machine,  won't  do. 
For  computei's  to  become  as 
ubiquitous  as  toasters,  they 
have  to  be  as  easv  to  use. 


And  as  reliable.  That's  why 
consumers  need  a  crash-proof 
operating  system,  with  crash- 
proof software  to  run  on  it. 
This  may  not  be  as  hard  as  it 
sounds.  Microsoft  Corp.'s 
Windows  NT  and  IBM's  OS/2 
both  are  very  stable,  partly 
because  they  do  not  have  in- 


ever  more  features,  layering 
them  with  "tips,"  "wizards," 
and  "coaches"  designed  to  un- 
ravel the  mystery  of  their 
use.  Some  word'  processors 
even  come  with  templates 
that  provide  all  the  text  of  a 
letter — you  just  add  the  ad- 
dress. But  most  people  have 
little  trouble  writing  their 
own  letters;  they  need  help 
using  the  software  itself. 

Software  publishers  insist 
that  consumers  want  the  lat- 
est and  greatest  and  that 
simple  just  doesn't  sell.  "We 
tried  selling  mini  word 
processors,"  says  Chris  Pe- 
ters, who  heads  Microsoft's 
Office  product  unit.  "They 


up?  You  don't  boot  up  ; 
juicer  or  even  your  vi- 
game  system,  so  who  w 
to  wait  on  their  PC? 
IDLE  MOMENTS.  Fortuna 
the  remedial  technology  : 
hand.   I  have  a  Hew 
Packard  OmniBook  laptop 
doesn't  boot  when  I  tur 
on.  Its  secret:  The  pc 
switch  and  a  continuous  t 
le  of  electricity  puts  the 
puter  into  a  deep  sleep  ins 
of  tiuTiing  it  off,  so  that 
ting  the  svritch  again  caus 
to  wake  up  instantly  wit! 
screen  just  as  I  left  it. 
gy-saving  technology  air 
built  into  new  computers 
do  most  of  the  job — £ 


THE  PKOJEICT  STATUS 
IS  ^'YELLOW  LIGHT" 


IN  USERTEST5  WE  FOUND 
THM  THE  PRODUCT  L0CK5 
UP  EVERY  TWELNJt  SECONDS. 
THE  INTERFACE  15  INCOfA- 
PREHEN51BLE  AND  THE 
MANUAL  IS  PURLFKTION. 


1  THINK 
IT'S  CLEAR 
UJHAT  UL 
NEED  TO 
DO 


SHIP  IT  A^4C 
HOPE  50I^£B< 
(aJRITES  a 
"DUf^^ME5" 
DOCK  ABOl 
IT? 


tricate  routines  designed  to 
make  them  work  with  every 
piece  of  software  ever  writ- 
ten. Windows  95,  while  an 
improvement  on  its  prede- 
cessor, still  crashes  distress- 
ingly often.  And  it  presents 
users  with  too  many  ways  to 
do  things:  Four  different 
methods  to  move  a  file  from 
a  hard  drive  to  a  floppy  adds 
confusion,  not  convenience. 

In  their  present  forms, 
Windows  XT  and  OS/2  are 
complex  beasts,  not  intended 
for  novice  home  users.  But 
their  stripped-dovra  technolo- 
gy could  be  the  basis  of  the 
simple,  bulletproof  operating 
system  for  the  mass-market 
computer. 

The  same  design  phi- 
losophy— simple  and  un- 
breakable— should  apply 
to  all  the  applications  de- 
signed for  these  systems. 
While  paying  lip  service 
to  ease  of  use,  software 
developers  have  engaged 
in  a  mad  race  to  load  on 


were  spectacularly  unsuc- 
cessftil."  But  I  don't  think  the 
concept  of  an  easy-to-use 
word  processor  for  home  use 
has  been  given  a  fair  trial. 

This  home  machine  should 
come  with  a  carefully  chosen 
set  of  simple,  solid  applica- 
tions loaded  and  configiu-ed. 
No  need  to  wony  about  com- 
patibility with  old  haixlware 
and  software:  People  buying 
their  first  computers  don't 
have  any. 

Having  crash-proofed  the 
software,  why  not  get  rid  of 
that  wait  of  several  minutes 
every  time  the  PC  goes 
through  its  mysterious,  fail- 
ure-prone ritual  of  booting 


Reliability  and  ease  of 

use-not  power  and 
features-are  the  ticket 
at  home 


with  some  rethinking  o1 
power  switch  to  make  |> 
tial  buyers  feel  at  ease. 

Manufacturers  havt 
ready  made  strides  in  Ij 
ing  user-friendly  hai'ihi 
Such  steps  as  color-cudiii 
bles  simplify  the  job  (jIs 
ting  up  a  PC.  The  nn 
talked-about  $500  Intd 
machine  could  be  jusr 
ticket  for  Net  surfer.- 
suming  data  connectinnfU 
the   home   become  f:t 
cheaper,  and  more  nil 
and  that  the  Net  offer.^a 
content  that  appeals  to  pi 
who  don't  now  own  pcsP 
Sure,  the  resulting  b 
puters  may  be  less  powr" 
as  the  industry  meai 
such  things,  and 
sacrifice  the  abilit 
work  with  nearly  ( 
peripheral  and  pro 
ever  designed.  But 
ing  computers  more 
friendly  could  make 
sumers  more  frienc, 
computers. 


QUESTIONS?  COMMENTS?  tech&you@businessweek.com  on  Internet  or  fax  (202)  383-2125 
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With  most  other  notebool^s,  you  just  can't  see  the  whole  picture. 


ntroducing  the  ThinlsPad  760.  And  the  workl  s  lirst  12.1-inch  notebook  screen. 


12.1-inch  screen.  Jusl  Itccaasc  you're  on  llw  nioil 
doesn't  meon  you  shouldn  l  he  uhle  lo  >.(^e  ii  hal  ytiii  re 
H  arking  on .  So  heres  tluil  exlro  space  you  wonted. 

MPEG  2'  Video  with  CD-ROM.  77 -//Ar  video 
that  [ills  the  entire  screen.  People  u  ill  still  croud 
around  u  hen  you  ^ire presentations.  ( )nly  non  .  they 
u  on'l  hare  lo  s(piinl. 

Ergononiic  design.  Lift  the  lid  and  the  keys  rise 
up  to  jireet  your  jin<iers.  There's  even  a  palm  rest  so 
You'll  he  more  comjortidile  n  hen  you're  typing. 

Lift-up  keyboard.  There's  enough  room  in  the 
UltroBay"  to  hide  an  extra  haltery.  hard  drive  or 


ineniorw  So.  n  hether  you  need  more pon cr  or  more 
space  to  store  things.  yi}u  II  have  it. 

The  ThinkPad  7(>il  ci,mes  niih  i!\ll!  of  RAM, 
a  'IDMIIz'  Pentium  (  hip.  up  to  a  l.-(,l!  hard  drive 
and  some  handy  nundiers:  Call  I  cUlil  I2li-7II>P 
to  order,  or  I  HIKI  772-2-27'  to  rei  eive  jaxed 
injiirmation  (option  2.  II)  #  ll7i)(l).  Or  visit  our 
Ueh  site  (It  ivivii  .pc.ihm.( oni/lliinkpad/  for  details. 


Solutions  for  a  small  planet " 


jorts  half-horizomal  resolution  ^Internal  speed  External  speed=60MHz  ^GB=billion  bytes  'M-F,  8am-8pm  EST^In  Canarja,  call  1  800  465-3299  (ID  #45244)  Screen  not  actual  size  IBM  and  ThinkPad  are  registered  iraaemarks 
lltraBay  and  Solutions  for  a  small  planet  are  trademarks  of  International  Business  Machines  Corporation  Pentium  is  a  registered  trademark  of  Intel  Corp  ©1995  IBM  Corporation  6728 


Economic  Viewpoint 


BY  GARY  S.  BECKER 


RELIGIONS  THRIVE 

IN  A  FREE  MARKET,  TOO 


RIVALRY: 

Competition 
benefits 
religious 
groups 
because 
they're  forced 
to  learn 
how  to  satisfy 
the  needs  of 
their  members 


Gary  S.  Becker,  the  1992  Nobel 
laureate,  teaches  at  the  University 
of  Chicago  and  is  a  Fellow  of  the 
Hoover  Institution 


Many  people  are  disturbed  by  the  ris- 
ing appeal  of  the  religious  right.  But 
I  don't  believe  there  is  reason  to  be 
concerned — so  long  as  religions  must  com- 
pete for  followers  and  no  religion  receives 
special  treatment  from  the  government. 

In  a  competitive  environment,  born-again 
Christians,  Orthodox  Jews,  fundamentalist 
Moslems,  and  other  groups  attract  members 
only  if  they  meet  spiritual  and  moral  needs 
better  than  mainline  religions.  Most  people 
believe  individuals  have  the  power  to  deter- 
mine their  lifestyles  even  when  they  gi'ow 
up  under  difficult  circumstances.  They  expect 
religious  preaching  to  reaffirm  their  need  to 
take  responsibility  for  their  behavior.  With 
mainline  religions  faiUng  to  stress  the  need  for 
people  to  exercise  self-control  and  responsi- 
bility, they  are  losing  members  to  fimdamen- 
talist  gToups  with  more  traditional  teachings. 
Fundamentalists  also  have  been  in  the  fore- 
front of  attacking  the  breakdown  of  the  fam- 
ily, pornography,  and  disrespect  for  authority. 

Some  nations,  such  as  the  U.  S.,  have  an 
open  "market"  for  religion.  Different  denomi- 
nations and  sects  compete  for  members 
through  spiritual  guidance  and  other  appeals. 
Competition  is  good  for  religion,  as  it  is  for 
ordinary  commodities,  because  religious 
gTou}5s  are  forced  to  learn  how  bettei-  to  sat- 
isfy members'  needs  than  they  do  when  they 
have  a  monopoly  position. 
ON  THEIR  TOES.  The  im})ortance  of  competi- 
tion to  the  behavior  of  religious  organizations 
was  recognized  200  years  ago  by  Adam  Smith 
in  a  neglected  chapter  of  his  Wealth  of  Na- 
tions. He  presented  considerable  evidence 
that  the  Church  of  England  had  become  un- 
responsive to  the  needs  of  the  British  be- 
cause the  govei'nment  gave  it  a  privileged 
position.  Smith  argued  forcefully  that  the  only 
way  to  end  church  leaders'  sloth  and  indif- 
ference was  to  remove  these  piivileges  and 
make  the  Church  of  England  compete  for 
members  against  the  newer  religions. 

Thomas  Jefferson  and  other  founders  of 
the  U.  S.  understood  that  church  and  state 
should  be  separate  in  the  new  nation.  The 
First  Amendment  states  that  "Congress  shall 
make  no  law  respecting  an  establishment  of 
religion,  or  prohibiting  the  fi-ee  exercise  there- 
of." One  reason  for  the  sej^aration  of  church 
and  state  is  to  force  religions  to  remain  on 
their  toes  as  they  compete  for  congregants. 
Lawrence  lannoccone  of  Santa  Clara  Uni- 


versity tested  the  Smith-Jefferson  doctii': 
with  evidence  on  the  degree  of  religiosi, 
among  the  Protestant  nations  of  Europe  a . 
Noith  America.  He  found  that  religion — m(i- 
sured  by  the  number  of  regular  churchgot; 
and  the  strength  of  religious  beliefs — w- 
more  important  to  people  in  societies  wi- 
many  competing  churches,  compared  wi- 
countries  that  have  a  single  church.  Fm- 
stance,  only  a  small  percentage  of  the  pui 
lation  in  Scandinavian  countries  is  interest: 
in  rehgion,  in  large  part  because  the  Luthc- 
an  Church  has  a  privileged  position  and  :• 
ceives  most  of  its  financing  fi'om  governmeni 
(though  church  and  state  are  starting  to  stt- 
arate  m  Sweden).  By  contrast,  religion  tliii\5 
in  the  U.  S.  because  different  sects  and  u- 
nominations  compete  fiercely  for  members 
COMMUNIST  SUPPRESSION.  The  Cathot 
Church  is  losing  its  powerful  monopoly  jxi- 
tion  in  South  America,  and  fundamental  i 
Protestant  sects  are  growing  rapidly  in 
place,  because  too  many  priests  have  ignoiL 
spiritual  needs  while  focusing  on  politii: 
goals.  And  prior  to  World  War  II,  Japaji 
government  subsidized  Shintoism  and  d^ 
criminated  against  other  religions.  The  p*- 
tected  position  of  Shintoism  was  abolislid 
after  the  war,  and  hundreds  of  new  grom 
are  flourishing  now  in  Japan.  These  groug 
have  appealed  to  spiritual  needs  that  app'- 
ently  were  not  being  satisfied  by  Shintois., 

No  modern  example  shows  the  compd- 
tive  apjieal  of  religion  better  than  whatts 
happening  in  the  onetime  communist  natifis 
of  Eastern  Europe  and  the  former  Sovst 
Union.  For  almost  75  years,  the  Soviet  Unji 
tried  to  reduce  opposition  to  communism  ^ 
closing  churches  and  imprisoning  religids 
leaders.  In  essence,  communism  tried  to  s- 
tablish  a  secular  monopoly.  Yet  religion  ]|is 
been  booming  since  the  collapse  of  comrk- 
nism.  More  than  22%  of  Russians  intervievgi 
say  they  used  to  be  atheists,  but  they  nliP 
believe  in  God.  Moi'e  than  6,000  Russian  T- 
thodox  chuixhes  and  monasteries  have  3- 
opened,  and  many  other  religious  organii- 
tions  have  begim  to  recruit  members  the\ 

These  examples  indicate  that  both  libcW 
and  strict  i-eligious  gi'oups  are  more  dynaiic 
when  they  have  to  compete  for  members  o|a 
level  playing  field.  Healthy  competition  B- 
quires  open  markets  for  religious  belicfe 
where  no  reUgious  organization  receives  sp^ 
cial  protection  or  privileges  from  the  stat  j 
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Temple  ton  World  Fund 


w 

m// North  NORTH  ' 

lU  ''"^'■f''^  AMERICA 
'if     Ocean  \!] 


Diversify  —  By  Company,  By  Industry 
and  By  Country. 


Today's  global  economy  is  opening  the  door  to  a  wealth  of 
new  investment  opportunities.  In  fact,  markets  outside  the  U.S. 
already  account  for  more  than  65%  of  the  world's  total  stock 
market  capitalization.  Witii  the  Tcmpleton  World  Fund,  an 
investor  could  be  positioned  to  make  the  most  of  these  important 
new  developments.^ 

Since  1978,  Templeton  World  Fund  has  invested 
in  securities  of  companies  and  governments  throughout  the  world. 
While  the  fund's  diversified  portfolio  can  help  reduce  risk,  there 
are  special  risks  inherent  in  foreign  investing,  including  currency 
fluctuation  and  political  uncertainty.  The  fund  places  a  strong 
emphasis  on: 

•  Long-term  capital  growth  potential 

•  Global  diversification 

•  Professional  management 

For  over  50  years,  the  Templeton  organization  has  been 
analyzing  and  investing  in  foreign  securities  and  is  an 
acknowledged  leader  in  the  management  of  international  equity 
mutual  funds.^^ 

Call  your  investment  representative  or  Templeton 
today  for  a  free  brochure. 

fSoune:  Morgan  Stanley  Capital  Iiitcrnalioiml  Perspective  and  International  Finance  Corporation  Monthly 
Update,  Z995^ 

ffSonrce:  Strategic  Insight.  Franklin  Jntipletoii  was  ranked  #/  out  of  ''0  U.S.  fund  managers  for  luarhet  share 
in  the  international  eijuityjund  calegoiy  for  the  c^narter  ended  9/ }(}/9y 
Principal  Underwriter:  Franklin  Templeton  Distributors,  Inc. 


Call  1-800' 
342-FUND 
Ext.  T2  3  9 


Templeton  Worldwide 

700  Central  Avenue 
Sr.  Petersburg,  FL  33701-362cS 

//^r-j  ^  I  would  like  ii  free  prospectus 
iciitciiniiig  more  complete  information  on  the 
Templeton  World  Fund,  including  sales 
charges  and  expenses.  I  will  read  it  carefully 
before  I  invest  or  send  money. 

n  /  am  currently  a  Templeton  shareholder. 

N.iine 
Address 

Gry  

St.ite 

/ip  Code 

BWK96 

Tfempleton 

WORLDWIDE 


A  Memher  of  the  $130  Billion  Franklin  Templeton  Group 


Economic  Trends 


BY  GENE  KORETZ 

U.S.  LABOR  GETS 
FLEXIBLE... 

Long-term  jobs  are  waning 

Two  recent  surveys  underscore  an 
ongoing  debate  about  one  of  the 
most  controversial  U.S.  labor  market 
trends — the  degi-ee  to  which  traditional 
work  schemes  offering  regulai'  long-teiTn 
jobs  ai'e  being  replaced  by  more  fle>dble, 
"contingent"  airangements  under  which 
workers  are  hired  on  a  temporary  or 
sporadic  basis. 

According  to  a  detailed  Conference 
Board  canvass  of  some  93  major  multi- 
national companies,  mostly  U.S.-based, 
employment  of  contingent  workers  is 
already  a  well-entrenched  policy.  More 
than  half  of  the  resi)ondents  say  they 
regularly  employ  on-call  hourly  part- 
time  workers.  And  84%  to  90%  use  in- 
dependent contractors  and  make  regular 
use  of  temporai-y  workers,  either  hired 
directly  or  suppHed  by  agencies. 

HIRING  MORE  AND  MORE 
CONTINGENT  WORKERS 


URGE  MULTINATIONAL 
COMPANIES  WITH  CONTINGENT 
"WORKERS  MAKING  UP  AT  LEAST 
10%  OF  THEIR  WORKFORCE 


▲  PERCENT  OF  93  MAJOR  COMPANIES  SURVEYED 
DATA  CONFERENCE  BOARD 

Further,  such  use  is  growing  rapidly 
(chart).  Within  five  years,  no  fewer  than 
35%'  of  multinationals  expect  contingent 
workei's  to  make  up  at  least  a  tenth  of 
their  workforce — a  trend  fostei-ed  both 
by  the  need  for  labor  force  flexibility 
to  meet  demand  fluctuations  and  by 
head-count  restiictions  imposed  on  man- 
agers in  an  ei-a  of  continued  downsizing. 

Still,  there's  some  question  as  to  how 
widespread  this  trend  really  is.  Accord- 
ing to  a  household  survey  conducted  by 
the  Bureau  of  Labor  Statistics  in  early 
1995,  only  6  milhon  people,  or  about 
4.9%  of  the  workforce,  are  contingent 
workers.  That's  using  the  agency's  wid- 
est definition,  which  counts  all  workers 
who  expect  their  jobs  to  end  within  the 
next  year  or  two. 

The  BLS  also  reports  that  about  10%- 
of  workers  are  now  employed  under 


what  it  terms  "alternative  arrange- 
ments"— including  independent  contrac- 
tors and  freelancers,  on-call  workers 
and  day  laborers,  and  workers  for  tem- 
poi'ary-help  agencies  and  contract  firms'. 
But  it  notes  that  not  all  such  workers 
meet  its  definition  of  contingent. 

Many  experts  feel  the  bls  definition 
is  too  narrow.  For  example,  some  would 
count  the  4.4  million  part-timers  whose 
current  jobs  aren't  in  jeopardy  but  who 
would  prefer  full-time  work. 

What's  indisputable  is  that  workers 
themselves  are  far  from  happy  about 
the  growing  trend  toward  contingent 
employment.  Two-thirds  of  contingent 
workers  interviewed  by  the  bls  said 
they  would  rather  have  I'egular,  perma- 
nent jobs.  Those  who  didn't  mind  the 
arrangement  were  mainly  students. 


...AND  JAPAN 
JOINS  THE  CLUB 

Female  part-timers  are  tiie  key 

Contingent  work  arrangements  are 
on  the  upswing  in  Japan  also.  In  a 
recent  article  in  the  Monthly  Labor 
Review,  economists  Susan  Houseman 
and  Machiko  Osawa  report  that  part- 
time  employment  there  jumped  more 
than  80%'  between  1982  and  1992  and 
now  accounts  for  more  than  16%-  of  the 
nation's  workforce.  And  temporary 
workers,  mainly  those  hired  directly 
by  companies  on  short-term  contracts, 
compose  another  11.5%  of  workers. 

Tax  breaks  have 
bolstered  the  trend. 
Most  part-time  and 
temporary  workers  in 
Japan  are  married 
women,  and  secondary 
household  earners  who 
make  less  than  $13,000 
or  so  a  year  don't  have 
to  pay  income  taxes  on 
their  earnings.  At  the 
same  time,  Japanese 
employers  don't  gener- 
ally have  to  pay  unem- 
ployment, pension,  and 
health  insurance  taxes 
for  part-timers  and  temps. 

Greater  use  of  part-timers  and  tem- 
porary workers  allows  Japanese  busi- 
ness to  gain  flexibility  and  hold  down 
labor  costs  at  a  time  of  unprecedented 
economic  pressui'e.  It  also  helps  explain 
the  continuing  survival  of  such  tradi- 
tional employment  practices  as  lifetime 
job  security  and  pi'omotion  based  on  se- 
niority for  regular  "core"  workers. 


MORE  COSTLY 
GOLDEN  YEARS 

Retiree  medical  plans  get  rerigg 

It's  a  safe  bet  that  future  retirees 
be  paying  higher  fees  for  Medic; 
What  many  may  not  realize,  howeve 
the  extent  to  which  theii"  private  hea 
care  bills  may  be  rising  as  well. 

Since  an  accounting-rule  change 
1993  forced  employers  to  recognize 
ture  costs  of  retiree  health  insurai 
reports  consultancy  Wilham  M.  Mei 
Inc.,  large  com.panies  have  manage( 
cut  projected  costs  per  employee  1: 
hefty  29%' — mainly  by  gradually  incr 
ing  retirees'  contributions,  deductil 
and  co-insurance  payments.  Some 
ployers  have  also  capped  their  ful 
costs  01  tightened  eligibility  reqi; 
ments.  And  a  few  have  simply  scrap 
their  retiree  health  plans  entirely. 


THE  PESO  MEETJ 
POINT  AND  CLICI 

Mexico's  vital  signs  hit  the  Web 

A year  ago,  as  Mexico's  economy  n 
out  of  control,  investors  and  eci 
mists  scrambled  in  vain  for  timely 
nomic  data,  frustrated  by  the  ti'aditi 
al  secretiveness  of  Mexico's  central  ti 
and  government  agencies. 

No  more.  Since  August,  the  Mexi 
finance  secretariat  has  offered  a  sp  j 
economic  data  pag( 
the  World  Wide  'i 
(httpy/www.shc]  i.um 
or  http://200.4'si:: 
The  page  provide-: 
to-date  informal  K 
English  and  Spai. 
from  such  soui'ce'  i 
the  Bank  of  AIi ' 
and  the  National 
tistical  Institute, 
eign  reserve  data' 
released  each  W  ed 
day,  and  gross  i lie- 
tic  product  figure:.; 
slated  to  apjiea 
days  after  a  quarter  ends.  Also  teal 
are  private-sector  economic  foreca  - 

The  Internet  page  owes  its 
start  to  the  $50  billion  economic  n:^ 
package  engineered  by  Washing!  oi  a 
March,  which  made  timely  infoiTiiatn 
condition  of  the  deal.  From  a  few  ii 
ers  last  August,  the  number  of  p'  p 
logging  on  weekly  has  jumped  to  i'O 
By  Elisabeth  Malkin  in  Mexico  'i' 


(aformacioa  Ecoaomica 
Oficial  de  Mexico 
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TARTING  THE  NEW  YEAR 
VITH  A  BIT  OF  A  HANGOVER 


US.  ECONOMY 


As  New  Year's  Day  often 
proves,  excess  can  be  costly, 
e  same  Ls  true  for  the  economy.  But  instead  of  suffer- 
;  a  headache  fi'om  too  much  champagne,  the  economy 
:oping  with  an  inventory  hangover  due  to  overpro- 
;tion.  It's  also  hulling  from  a  cooler  pace  of  consumer 
jnding  brought  on  by  slower  job  growth  and  credit- 
•d  bills  nang  up  during  the  holidays, 
rhese  problems  continue  to  box  in  the  nation's  indus- 
il  sector.  The  latest  tidbits  of  economic  data — culled 
m  private  sources  since  the  government  shutdown 
!  delayed  all  ofScial  releases — show  that  the  economy 
iw  at  a  sluggish  pace  in  the  fourth  quarter.  What's 
ire,  that  softness  seems  likely  to  extend  right  into 
'ly  1996. 

Factories  scaled  back  their  production  in  December, 
t  domestic  demand  was  equally  soft.  So  inventories 
)bably  remained  somewhat  excessive,  and  pi-oducers 
1  have  to  lower  output  schedules  again  this  quarter. 
11,  despite  worries  about  consumei"  debt,  the  economy 
;ms  unlikely  to  drop  into  a  recession. 

OW  GROWTH  IS  THE  WORD  h-om  the  December 
lort  of  the  National  Association  of  Purchasing  Man- 
iment— the  most  important  data  to  be  released  since 
ltd  own  II  began.  The  napm's  composite  index  of  in- 
itrial  activity  rose  to  47.3%  in  December,  from  46.5% 
November,  but  any  reading  below  50%  suggests 
t  the  industrial  sector  is  contracting. 

Of  the  individual  compo- 
EXPORTS  STILL  LOOK  nents,  the  napm's  production 
JOD.  SAY  PURCHASERS  index,  while  up  from  Novem- 
ber, was  low  enough  to  sug- 
gest that  production  fell  last 
month.  And  the  more  forward- 
looking  new-orders  index 
slipped  to  45.9%  in  December, 
from  50.1%  in  November,  indi- 
cating that  factory  activity  re- 
mains in  the  doldrums. 

Factory  payrolls  still  look 
De  under  pressure.  The  napm's  employment  index 
!  Toved  to  47.2%,  from  44.1%.  It  takes  a  reading 
j  ve  47%,  over  time,  to  suggest  that  factory  payi-olls 
I  rising.  And  because  the  Labor  Dept.'s  employment 
ase  scheduled  for  Jan.  5  has  been  indefinitely  de- 
,  d,  the  NAPM  report  is  the  best  available  sign  that,  at 
very  least,  manufacturing  jobs  were  flat  last  month, 
ne  bright  spot  in  the  economy  remains  the  foreign 
or.  The  napm's  export  index  rose  to  57.4%-  in  De- 
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CONSUMERS  FACE  A 
RISING  DEBT  BURDEN 

^  DEBT  SERVICE 
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cember — ^the  highest  reading  since  July  (chart).  Strong 
foreign  orders  reflect  better  growth  prospects  over- 
seas, especially  in  emerging  markets.  Given  the  global 
technology  boom,  it  is  not  surprising  that  the  napm  re- 
veals that  industrial  and  commercial  equipment  and 
computers  as  well  as  electronic  gear  were  key  indus- 
tries reporting  increased  export  demand. 

Factoiy  inventories  declined  in  December,  but  at  a 
slower  rate  than  in  November.  And  there  was  another 
telltale  sign  that  the  gifts  under  the  tree  last  year 
weren't  the  usual  Cbristmas  largesse:  The  napm  indi- 
cates that  inventoiy  gains  were  largest  in  the  miscella- 
neous category,  which  includes  items  such  as  jewelry, 
toys,  sporting  goods,  and  musical  instruments. 

With  slowing  demand  and 
high  inventories,  companies 
wei'e  able  to  fill  orders  quickly. 
The  supplier  delivery  index 
stood  at  48.3%  in  December 
That's  above  November's 
45.8%,  but  any  reading  below 
50%  indicates  delivery  times 
are  short. 

The  imbalance  between 
sales  and  goods-on-hand  also 
means  that  pricing  power  con- 
tinues to  wane.  The  index  of  prices  paid  slipped  to 
just  40.8%  in  December  That's  the  lowest  I'eading  in  414 
years,  and  just  half  the  index's  level  in  the  fii'st  quaiter 
of  1995. 

The  NAPM  data  echo  the  weakness  seen  in  other  re- 
cent private-sector  reports.  Tlie  American  Production  & 
Inventoiy  Control  Society's  manufactiuing  index  slipped 
in  December,  and  the  Association  for  Manufacturing 
Technology  says  that  orders  for  machine  tools  dropped 
in  November.  And  according  to  the  Johnson  Redbook 
Repori,  retail  sales  at  department  and  discount  stores 
for  the  entire  month  of  December  finished  0.6%  below 
their  November  level. 

THE  WEAK  READINGS  on  production,  price  pres- 
sures, and  retailing  heighten  expectations  that  the 
Federal  Reserve  will  cut  short-term  rates  again  at  its 
next  policy  meeting  on  Jan.  30-31.  The  Fed  trimmed  its 
federal  fimds  rate  on  Dec.  19  by  a  quarter-point,  but 
the  malaise  setting  in  now  suggests  another  sKce,  espe- 
cially if  a  credible  deal  to  cut  the  deficit  emerges. 

Lower  rates  could  diminish  one  consumer  wony  for 
1996 — high  debt  levels  (chart).  But  even  five  years  of 
growth  have  not  made  job  security  a  sm"e  thing.  These 


'93     '94  '95 
'MORTGAGE  AND 
INSTAILMENT  DEBT 
DATA-  FEDERAL  RESERVE,  iSI  GROUP  INC 


Business  Outlook 


two  factors  are  likely  to  limit  the  gains  in  consumer 
spending  but  not  trigger  a  tailspin  into  recession. 

The  Jan.  2  announcement  of  40,000  layoffs  made  by 
AT&T  highlights  the  precarious  position  of  workers.  The 
surprisingly  large  and  involuntary  job  cuts  may  shake 
consumer  confidence  in  the  economy  in  January. 

IN  ADDITION,  CONSUMERS  now  face  their  biggest 
debt  burden  in  nearly  four  years.  Installment  debt  has 
increased  by  $225  bilhon  in  the  past  two  years,  and 
home  mortgages  are  up  by  nearly  $300  billion. 

Even  with  the  dechne  in  interest  rates  in  1995,  the 
cost  of  paying  off  these  two  types  of  debt  had  risen  to 
16.8%  of  disposable  income  by  the  third  quarter,  up 
from  15.9%  a  year  ago.  Given  the  continued  increase  in 
credit-card  use,  debt  service  probably  rose  further  in 
the  fourth  quarter.  Credit-card  and  mortgage  delin- 
quencies are  also  on  the  increase. 

However,  this  debt  burden  is  still  below  the  level 
that  signals  trouble.  For  one  thing,  delinquencies  are 
hmited  to  a  small  percentage  of  households.  Also,  the 
bond-market  rally  and  the  December  easing  by  the 
Federal  Reserve  will  offer  some  relief  in  coming 
months.  Finance  charges  may  slip  a  bit  because  so 
many  credit-cards  have  adjustable  rates  that  are  tied  to 
the  prime,  which  banks  tiimmed  by  a  quaiter-point — to 
8.5%— right  after  the  Fed  cut. 

Equally  important  is  the  cash-flow  boom  to  home- 
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REFI  MADNESS 
STRIKES  AGAIN 

MORTGAGE  ^ 
REFINANCINGS  — i 


ovmers  who  are  refinancing  in  the  wake  of  the  bon 
mai'ket  rally.  Thanks  to  30-yeai'  mortgage  rates  slippir 
below  7%,  refi  madness  is  reigniting.  To  be  sure,  ih 
wave  does  not  equal  the  1993  gold  rush,  yet.  But  1: 
the  end  of  1995,  the  value  of  refinancings  was  alreac 
seven  times  bigger  than  in  the  first  quarter  of  tl 
year,  according  to  the  Mortgage  Bankers  Assn.  (char 

Refinancing  a  $100,000  mort- 
gage from,  say,  8.5%  to  the 
current  7%  can  free  up  $105 
in  the  monthly  budget.  More- 
over, if  long  rates  continue  to 
slip — and  right  now  it  seems 
as  if  only  a  failed  budget 
agreement  will  short-circuit 
market  sentiment — then  even 
more  mortgages  will  be  refi- 
nanced. That  will  mean  extra 
money  to  keep  consumer 
spending  on  a  slow  but  steady  upward  trend. 

The  budget  agi'eement,  however,  remains  a  big  " 
on  the  economic  landscape.  Until  Washington's  numb 
crunchers  get  back  to  work,  policymakers  and  privj 
economists  must  examine  all  data  shards  to  see  how  t 
expansion  is  doing.  Right  now,  the  private  reports  si 
gest  that  the  economy  is  slowing.  Perhaps  soon  - 
will  have  some  government  data  to  confirm  or  de 
that  view.  ; 
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MORE  SMOOTH  SAILING  IN  SANTIAGO 


Chile  is  an  anomaly  in  Latin 
America.  Unlike  in  Mexico  or 
Argentina,  policymakers  aren't 
grappling  with  recession,  a  weak 
currency,  or  a  dearth  of  foreign 
capital.  It's  just  the  opposite. 

Chile's  economic  fun 
damentals  are  solid:  a 
25%  saving  rate,  excel 
lent  exteraal  finances, 
an  expected  eighth 
sti'aight  budget  sur- 
plus, and  a  strong  dol- 
lar-pegged peso. 
Chile's  economy  ap- 
pears to  have  gTown 
more  than  8%  in  1995, 
with  inflation  continu- 
ing to  trend  downward,  hitting  a 
35-year  low  of  8.2%. 

Officials  were  worried  that 
growth,  led  by  a  15%  advance  in 
domestic  demand,  would  be  too 
fast  to  assure  another  year  of  de- 
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dining  inflation.  That  concern 
pi'ompted  the  central  bank  to  lift 
benchmark  interest  rates  by  a  full 
point,  to  6.7%,  in  early  December. 
Chile  has  also  issued  new  curbs  to 
further  hmit  the  inflow  of  short- 
term  "hot  money" 
into  its  already  tight- 
ly regulated  financial 
markets.  So  analysts 
expect  economic 
gi'owth  to  cool  a  bit 
in  1996  to  about  7%, 
with  inflation  slowing 
to  a  similar  pace. 

If  policymakers  can 
pull  off  a  soft  landing, 
Chilean  equities 
should  show  another  good  year. 
They  were  something  of  a  region- 
al haven  in  1995  amid  uncertainty 
over  Latin  America.  Also,  ana- 
lysts expect  robust  domestic  de- 
mand in  '96  to  fuel  20%-to-30% 


growth  in  corporate  earnings. 

One  downside  of  such  vibrant 
demand,  combined  with  last  year 
5%-to-6%  appreciation  of  the  pes 
is  more  imports.  Chile's  trade  ba 
ance  went  into  deficit  at  midyear 
although  the  full  year  should  pos 
a  smplus.  That  surplus  may  sHp 
this  year,  especially  amid  weaker 
prices  for  copper,  which  accounts 
for  a  third  of  Chile's  exports.  Sti 
Chile  holds  a  generous  $14.5  bil- 
lion in  foreign  reserves. 

In  an  effort  to  further  enhance 
its  trade  prospects,  Chile  is  worl 
ing  to  gain  entry  into  the  North 
American  Free  Trade  Agreemenf 
and  the  Mercosur  trade  groups. 
Temporarily  stymied  in  those  ef-j 
forts,  ofificials  announced  on  Dec! 
29  that  they  will  negotiate  their  [ 
own  trade  agreement  with  Canal 
da.  Chile  already  has  a  separate  j 
pact  with  Mexico. 
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The  flat  tax  is  key 
to  the  OOP's  '96 
agenda.  PoUtically, 
it's  a  tough  sell 


M 


lired  in  the  actuarial  agonies  of 
budget-cutting,  Republicans  are 
about  to  revive  the  pro-growth 
I  optimism  that  was  a  hallmark 
of  party  idol  Ronald  Reagan.  On  Jan.  9, 
a  commission  led  by  former  Housing 
Secretary  Jack  F.  Kemp,  an  apostle  of 
supply-side  economics,  is  expected  to 
endorse  a  flat  income  tax  that  promises 


to  promote  both  gTuwth  antl  investment. 

The  commission  will  place  the  Re- 
publican Party  squarely  behind  a  radical 
overhaul  of  the  tax  code.  Indeed,  the 
GOP  hopes  that  tax  reform,  with  its  ac- 
companying iRS-bashing  and  pro-gi'owth 
rhetoric,  will  form  the  centerpiece  of 
its  1996  campaign.  But  the  Kemp  panel 
also  will  trigger  a  ferocious  debate.  The 
combatants:  Democrats  committed  to 
presei-ving  tax  progressivity  and  curbing 
corporate  welfare  vs.  Republicans  bent 
on  applying  a  one-size-fits-all  rate  to  all 
paychecks,  whether  earned  by  a  secre- 
tary or  a  corporate  tycoon. 

The  panel  draws  its  clout  from  its 
sponsors.  The  brainchild  of  Senate  Ma- 
jority Leader  Bob  Dole  (R-Kan.),  the 
gi'oup  is  composed  of  14  members  se- 
lected by  Dole  and  House  Speaker 


Newt  Gingrich  (R-Ga.).  It  also  haswi 
a  big  push  from  the  rise  of  (;0!'  Vai 
House  contender  Malcolm  S.  Foi'ht 
The  publisher  has  ridden  his  advoca/ 
a  17%  flat-tax  proposal — backed  Ijti 
estimated  $20  million  in  advertisinj|- 
a  surprising  No.  2  spot  in  lowap 
New  Hampshire  polls. 

Kemp's  report  will  offer  Republ* 
three  guiding  principles  for  refori, 
will  call  for  a  single  rate  on  eam(ifi 
come,  an  end  to  the  double  taxatii 
corporate  profits  and  dividends, 
new  congi'essional  requirement  thi 
ture  hikes  in  the  tax  rate  recej 
"supermajority" — a  vote  by  60| 
more  of  both  houses  of  CongresI 
pass.  For  multinationals  and  expof 
the  panel  also  might  suggest  thai 
Ti-easury  tax  only  U.  S.  incomf| 
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TING  RETURNS:  The  GOP  figures  it 
1  exploit  resentment  of  the  IRS 


5,  wiping  out  a  rat's  nest  of  regula- 
5  on  taxing  foreign-source  income, 
he  report  is  silent  about  just  what 
new  flat-tax  rate  should  be,  and  it 
;s  the  politically  charged  issue  of 
I  ther  Americans  would  have  to  give 
:  wo  of  their  cherished  wiite-offs:  de- 
ions  for  home-mortgage  interest  and 
I  itable  contributions.  Left  on  his 
1!  Kemp  would  have  provided  many 
a'  16  key  details.  But  Dole,  the  gop 
\\  idential  ft'ont-njnner,  urged  Kemp 
'  ick  to  generalities  to  deny  oppo- 
<  ?  an  inviting  target.  Grouses  a  Sen- 
iri  30P  aide:  "If  you  stick  in  a  rate, 
a*  lebate  quickly  becomes  'AVhat's  yom- 
c  1 1?'  and  'Who's  going  to  pay  more?' " 


Flat  Tax:  The  Proposal... 

Tfie  Kemp  Commission's  probable 
recommendations: 

FLAT  RATE  A  single  tax  rate  will 
apply  to  all  income,  with  generous 
personal  exemptions  for  low-income 
taxpayers. 

ONE  TAX  Reform  would  end  dou- 
ble taxation  of  business  income  by 
exempting  either  savings  or  capital 
income  from  tax. 

SUPERMAJORITIES  Congress 
would  have  to  muster  60%  or  great- 
er majorities  to  raise  the  tax  rate. 

...And  The  Reality 

Key  issues  still  unresolved: 

HOW  MUCH?  The  commission 
won't  propose  a  specific  rate.  And 
while  taxing  interest  and  dividends 
at  the  corporate  rate  makes  eco- 
nomic sense,  it  will  look  like  a 
windfall  for  the  rich. 

NO  DEDUCTIONS?  A  pure  flat  tax 
would  wipe  out  all  deductions.  But 
Kemp  will  leave  the  door  open  to 
keeping  popular  breaks  for  mort- 
gage interest  and  charities,  at  the 
price  of  a  higher  rate. 

CAN  THE  GOP  AGREE?  Supply 
siders  are  willing  to  shrink  govern- 
ment to  get  a  lower  tax  rate — but 
Republican  leaders  want  revenue- 
neutral  reform.  And  Kemp's  report 
won't  settle  the  arguments  between 
flat-taxers  and  those  favoring  a  na- 
tional sales  tax. 

DATA:  BUSINESS  WEEK 

Instead,  Kemp  will  lean  heavily  on 
attacks  on  the  cun-ent  tax  system,  in- 
dicting its  complexity,  its  waste,  and 
the  befuddled  incompetence  often  dis- 
played by  the  Intei-nal  Revenue  Ser- 
vice. "Our  No.  1  goal  is  to  make  sure 
that  everyone  knows  that  the  tax  sys- 
tem we've  got  now  is  broken,"  says  S. 
Jackson  Paris,  president  of  the  Nation- 
al Federation  of  Independent  Business 
and  a  member  of  Kemp's  panel. 

That  will  draw  cheers  on  the  radio- 
talk  circuit,  where  go?  activists  have 
been  beating  the  tax-overhaul  drums 
for  two  years.  "There  really  is  a  strong 
feeling  across  the  countiy  that  the  time 
has  come  to  start  over  with  a  new  tax 
code,"  says  Kemp  panelist  Shirley  D. 
Peterson,  a  former  irs  commissioner 
and  now  president  of  Hood  College. 


Not  all  Republicans  share  Kemp's  en- 
thusiasm for  the  flat-tax  fix.  House  Way 
&  Means  Committee  Chairman  Bill 
Archer  (R-Tex.)  will  push  his  own  na- 
tional sales  tax  alternative,  despite  the 
lukewarm  reception  it  got  from  the 
Kemp  panel.  Other  Republicans  wony 
that  the  flat  tax  is  vulnerable  to  attacks 
by  President  Clinton  as  another  go? 
giveaway  to  rich  investors. 

Indeed,  the  White  House  can  draw 
ammunition  from  dissenting  gop  econo- 
mists, who  calculate  that  some  flat-tax 
proposals  will  boost  levies  by  25%  for 
working-class  fainilies.  "If  you're  watch- 
ing your  neighbor  pay  less  tax  because 
he's  getting  most  of  his  income  fi'om  in- 
terest and  dividends,  the  flat  tax  doesn't 
look  so  great,"  warns  gop  strategist 
WiUiam  Ki-istol.  The  flat  tax  "is  not  the 
magic  bullet  Republicans  thought  it 
would  be." 

TOUGH  SELL.  To  win  over  the  pubhc, 
(JOP  reformers  will  have  to  make  the 
case  that  the  current  system  overtaxes 
capital  income.  In  accounting  terms, 
that's  a  no-brainer:  Corporate  profits 
are  taxed  at  the  corporate  level,  then 
again  when  they're  paid  to  individuals 
as  dividends  or  capital  gains.  "We've 
got  to  eliminate  the  bias  against  savings 
in  the  cuiTent  code,"  says  Kemp  panelist 
Carroll  A.  Campbell  Jr.,  president  of 
the  7\merican  Council  of  Life  Insiu'ance. 

But  easing  that  double  burden,  as 
GOP  flat-tax  or  sales-tax  plans  propose, 
will  give  big  breaks  to  savers  and  in- 
vestors at  the  expense  of  wage-earn- 
ers. Politically,  that's  a  tough  sell.  The 
middle-class  whammy  could  be  doubled 
if  the  flat  tax  ehminates  all  itemized  de- 
ductions. The  17%  flat  tax  backed  by 
House  Majority  Leader  Richard  K. 
Armey  (R-Tex.),  like  Forbes's,  gets  rid 
of  wiite-offs  for  mortgage  interest,  state 
and  local  taxes,  and  charitable  gifts. 

Although  only  27%  of  taxpayers  ac- 
tually claim  such  breaks,  gop  pollsters 
wam  that  flat-tax  support  plimges  when 
surveys  explain  that  refoi-m  may  elimi- 
nate deductions.  Taxpayers  "are  very 
pai'ochial  in  what  they  want  to  protect," 
says  Republican  pollster  Anthony  Fab- 
rizio.  Kemp's  report  will  try  to  put  the 
best  face  on  the  touchy  issue:  It  won't 
recommend  which  deductions  to  keep, 
but  will  note  the  tradeoff  between  keep- 
ing deductions  and  cutting  the  tax  rate. 
Ai'mey  would  have  to  raise  his  flat-tax 
rate  from  17%  to  20%  to  retain  the 
mortgage-interest  deduction  without  los- 
ing revenue. 

Flat-tax  activists,  delighted  by  the 
backing  of  the  gop's  top  leaders,  are 
certain  that  their  plans  can  overcome 
any  doubts  about  fairness  to  the  middle- 
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class.  "We're  finally  bringing  the  debate 
to  Washington — the  only  city  in  Ameri- 
ca where  the  flat  tax  isn't  popular,"  ex- 
ults Grover  G.  Norquist,  president  of 
Americans  for  Tax  RefoiTn,  a  gi-assroots 
lobbying  group.  Congress'  tax-writing 
committees  will  launch  hearings  on  over- 
haul in  the  spring — provided,  of  course, 
that  the  battle  over  balancing  the  fed- 
eral budget  is  finally  cleared  away. 


The  real  battleground,  though,  will 
be  out  on  the  hustings.  For  gop  candi- 
dates running  against  Washington, 
there's  no  juicier  target  than  the  iRS. 
And  those  with  a  supply-side  bent  can 
trumpet  the  pro-gTowth  potential  of  a 
simpler-  tax  system  with  flat  rates  and 
fewer  loopholes.  Republicans  hope  that  a 
1996  sweep  of  Congress  and  the  White 
House  will  give  them  a  clear  mandate  to 


overhaul  the  federal  tax  code  in  li 
Perhaps.  But  if  Republicans  plan 
march  behind  the  banner  of  a  pure 
tax,  they'll  have  to  ask  the  middle-cl 
to  ignore  their  calculators,  overlook  tl 
doubts,  and  vote  against  their  pocl- 
books.  Tliat's  a  tall  order — and  it  ma 
the  flat  tax  a  huge  gamble  for  the  c 
By  Mike  McNamee  and  Howard  GU 
man,  with  Lee  Walczak,  in  Washingi 


THE  BUDGET 


NOW  THE  ONLY  THING 
CERTAIN  IS  DEATH 

Figuring  taxes  will  be  a  crapshoot  until  the  stalemate  is  over 


As  if  paying  Uncle  Sam  weren't 
enough  of  a  headache.  This  tax  sea- 
son, things  may  be  even  uglier 
than  usual.  The  reason?  Without  a  fed- 
eral budget  deal  that  would  have  final- 
ized tax  rules  for  1995,  some  taxpayers 
still  don't  have  a  rule  book  to  follow  in 
their  filings.  That  could  lead  to  wide- 
spread confusion  for  taxpayers,  prob- 
lems for  tax  software  providers,  and  a 
more-hectic-than-usual  season  for  the 
nation's  tax  preparers.  "If  there  are  a 
lot  of  changes  [in  the  final  budget  deal], 
we'll  have  a  lot  of  hiccups,"  says  Marion 
Mason,  a  certified  public 
accountant  in  Miami. 

One  reason  for  the  un- 
certainty: A  slew  of  tax 
breaks  for  both  corpora- 
tions and  individuals  ex- 
pired in  1995  and  have 
yet  to  be  renewed.  While 
Congi'ess  is  expected  to 
restore  most  of  these 
breaks  in  its  final  budget 
agreement,  including  a 
tax  exemption  for  tuition 
assistance  and  a  research 
tax  credit  for  corpoi-a- 
tions,  the  delay  could 
cause  major  accounting  headaches. 
Meanwhile,  early  filers  could  be  forced 
to  hold  off  until  a  deal  is  reached — or 
risk  having  to  amend  their  filings. 
IN  THE  DARK.  For  individuals,  the  an- 
swers to  unresolved  questions  could 
make  a  big  difference  in  their  tax  bills. 
The  Republican  budget  plan  calls  for  a 
new,  $50()-per-dependent  tax  credit  for 
children  and  a  cut  in  the  capital-gains 
tax  to  19.8%  from  the  current  28%.  As 
now  written,  both  provisions  are 
retroactive  to  taxpayers'  1995  returns. 
The  trouble  is,  the  Internal  Revenue 
Service  tax  fornis  now  being  mailed  out 


across  the  U.  S.  don't  include  these  pro- 
posed alterations. 

As  the  debate  drags  on,  it  becomes 
less  likely  such  changes  will  be  made 
retroactive,  most  tax  experts  say.  Still, 
the  possibility  exists:  Capital-gains  tax 
forms  now  include  a  warning 
from  the  iRS  that  Congress 
could  make  changes  to  the 
1995  rules.  And  if  the  .'1040 
stalemate  lingers  into  if' 
February,    taxpayers  5! 
still  hoping  for  a  cut  £ 
in  the  1995  capital- 


A  slew  of  tax  breaks  for 
companies  and  individuals 
expired  in  1995.  Some  may 
not  be  renewed.  Even  those 
that  are  may  be  revised. 
Accountants  are  bracing 
for  a  major  migraine 


gains  rate  will  be  left  hanging.  Judy 
Keisling,  a  vice-president  with  h&r 
Block  Inc.,  is  advising  clients  who  want 
to  do  their  taxes  early  to  use  the  cur- 
rent capital-gains  rate.  If  the  stalemate 
lasts  much  longer,  she  warns,  the  un- 
certainty could  even  begin  to  disrupt 
personal  tax  planning  for  1996. 

The  nation's  coi'porate  filers  are  as 
much  in  the  dark  about  the  final  look  of 
their  tax  bill  for  future  years.  President 
Clinton,  for  in.stance,  has  proposed  taxing 
50%  of  the  dividends  corporations  earn 
on  stock  investments,  instead  of  the  cur- 
rent 30%.  A  change  for  1996  would  sub- 


stantially impact  the  investment  retu 
companies  can  expect.  Although  it  is 
clear  whether  that  provision  and  otl 
hke  it  will  actually  be  altered,  Wash; 
ton  conventional  wisdom  says  that  s( 
tax  breaks  will  ultimately  be  ehming 
or  reduced.  Corporate  clients  "are  v 
concerned  about  this,"  says  Deloitti 
Touche  tax  principal  Chnt  Stretch. 
PREPARING  FOR  THE  WORST.  Equ 
unnerving  for  business  is  the  fatt 
such  popular  provisions  as  the  exi 
sion  of  employer  tuition  assistance  fi: 
an  employee's  taxable  income.  Authol 
for  the  provision  expired  on  Dec. ; 
1994.  While  the  exclusion  is  expec; 
to  be  extended,  at  least  for  f 
the  provision  is  technic' 
no  longer  in  effect. 
Accountants  are  bt 
ing  for  major  heada(( 

  _     as  a  result.  The  v 

 -     forms  that  many  i 

ployers  are  now  j.] 
_„„„^„«™.      erating  reflect  hig( 
j^r^^r^"""^'     taxable  income  foi'  i 
;ss^rsv?'^r^'      ployees  who  received.i 

~  ition    assistance  duin 

I "       1995.  If  the  provisions  a 
i^zzr        restored,  employers  will  ]\ 
to  reconfigure  those  forms,  "ii 
^      could  cause  people  to  have  tcii 
'^Z      amended   returns  later," 

Rachelle  B.  Bemstein,  a  para 
with  Arthur  Andersen  &  Co.  ' 
Most  tax  software  compate 
^~^7     are  betting  that  Washinj© 
won't  make  any  major  chaije 
Exr      to  the  1995  regulations,  ii 
^       they're  preparing  for  the  w  ie 
Intuit  Inc.,  which  wiU  begin  A; 
ping  the  final  version  of  its  Tuiiir. 
software  in  late  January,  will  ni 
changes  available  to  users  througli^ 
World  Wide  Web  page  or  by  man 
them  an  updated  program.  TaxCi 
progi-am  from  Block  Financial  Softvn 
a  unit  of  H&R  Block,  is  also  prep* 
to  mail  maintenance  disks  and  will  > 
fixes  to  user  foixims  available  on  oi* 
services.  Inconvenient?  Yes.  Expenvi 
too.  But  whoever  expected  balanri 
the  budget  to  be  any  fun? 

By  Amy  Barrett,  with  Dean  Foia  t 
Washington,  and  bureau  reports 
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COMMENTARY 


By  Dean  Foust 

THE  RTC'S  EPITAPH:  IT  WORKED 


Even  for  the  U.  S.  government,  it 
was  a  colossal  undertaking:  In 
1989,  Uncle  Sam  created  the 
Resolution  Trust  Corp.  to  dispose  of 
the  assets  of  hundreds  of  failed  sav- 
ings and  loans.  The  rtc  quickly  be- 
came the  nation's  largest  financial  in- 
stitution, eclipsing  even  Citibank. 

From  the  start,  rtc  officials  faced 
enormous  skepticism.  Critics  cha)'ged 
that  RTC  sales  tactics,  aimed  at  un- 
loading assets  as  quickly  as  possible, 
were  emiching  wealthy  investors 
while  undermining  local  real  estate 
markets.  And  persistent  whiffs  of 
scandal — fi'om  Pnce 
Waterhouse  bilUng 
the  government  $25 
million  for  photocop- 
ying at  one  San  Die- 
go thrift  to  charges 
that  then  acting  rtc 
chief  Roger  C.  Alt- 
man  gave  the  White 
House  an  improper 
"heads  up"  on  the 


in  assets  that  it  inherited,  the  agency 
recouped  $395  billion,  an  impressive 
86%  return.  As  a  result,  the  thrift 
cleanup,  including  the  expense  of  nan- 
ning  the  agency,  should  cost  taxpay- 
ers about  $145  billion — far  less  than 
the  most  dire  forecasts.  Having  dis- 
posed of  a  jumble  of  747  aihng 
s&Ls — 25%  of  the  industry — the  gov- 
ernment has  left  a  legacy  of  1,460  re- 
maining institutions,  90%  of  them  op- 
erating in  the  black.  What's  more,  the 
rtc's  rapid  sales  helped  establish  a 
floor  for  the  moribund  real  estate 
market  and  dispelled  a  cloud  that 


for  troubled  banks — a  big  reason 
why  that  economy  remains  so  weak. 

The  U.  S.  thrift  crisis  was  painful, 
all  right,  but  better  pohcies  emerged 
from  the  suffering.  Banks  and  thrifts 
now  must  meet  higher  capital  stan- 
dards. And  a  1991  law  forces  regula- 
tors to  act  as  soon  as  an  institution's 
tangible  equity  falls  below  2%  of  its 
assets.  In  addition,  a  year-old  law  re- 
stricts maximum  payments  to  deposi- 
tors in  failed  institutions  to  the 
$100,000  insurance  limit,  thereby  im- 
posing some  market  disciphne. 

Washington  still  hasn't  leanied  all 


CLEANING  UP 
A  CRISIS 


MARCH,  1980 


SEPTEMBER,  1983 


agency's  probe  of 
Whitewater — only 
fed  the  perception 
that  the  rtc  was 
spinning  out  of 
control. 

But  now  that  the 
^TC  has  closed  its 
loors  for  good — on 
Dec.  31,  a  year  ^ 
ihead  of  schedule —       ^^^^  fll 
t  should  be  com-  ^»  ^ 

nended.  Despite 

"ederal  rules  that  hindered  its  nego- 
iating  flexibility  and  a  civil-sei-vice 
)ay  scale  that  made  talented  manag- 
;rs  hard  to  reci-uit,  the  rtc  trans- 
ormed  itself  into  a  Washington  rar- 
ty:  a  federal  agency  that  worked. 
The  rtc  did  a  pretty  good  job,  giv- 
I  in  that  they  were  expected  to  be  en- 
j  repreneurial — which  is  hard  for 
1  aost  government  agencies  to  do," 
I  ays  Bert  Ely,  an  Alexandria  (Va.)  fi- 
lancial  consultant. 

i  ILD  HANDS.  The  RTC  mostly  was  run 
\  y  experienced  business  executives 

1  uch  as  foiTner  American  Airlines 

ii  lhairman  Albert  Casey.  Manage- 

'I  lent,  in  turn,  signed  over  100,000 
ontracts  vrith  real  estate  profession- 
Is  who  managed  properties,  held 
actions,  and  packaged  assets  to  be 
M  on  Wall  Street  as  securities. 
The  bottom  line:  Of  the  $456  biUion 


Congress  lifts  the  ceiling 
on  the  rates  that  savings 
and  loans  and  other  banks 
can  pay  for  deposits, 
enabling  S&Ls  to  become 
go-go  speculators. 


Would-be 
financier 
Charles 
Keating 
acquires  Lin- 
coln Savings 
&  Loan. 


MARCH,  1985 

Government  shuts  Florida 
securities  dealer  ESM,  trig- 
gering run  on  Ohio  thrifts. 

APRIL,  1989 

Government  seizes  Lincoln 
Savings  &  Loan  from  Keat- 
ing, declaring  it  insolvent. 
Taxpayer  cost:  $2  billion. 

AUGUST,  1989 

Congress  cre- 
ates Resolu- 
tion Trust 
Corp.  to  over- 
see sell -off  of 
thrift  assets, 
with  William 
Seidman  as  first  head. 


DECEMBER,  1990 

Resolution 
Trust  Corp. 
holds  its  first 
auction.  All 
told,  the 
agency  holds 
hundreds  of 
local  auctions 
as  well  as 
eight  national 
ones  and  sells 
billions  in 
assets  from  failed  thrifts 
such  as  Centrust. 

DECEMBER,  199S 

RTC  shuts  down  for  good. 
Final  thrift  cleanup  cost  to 
taxpayers:  $145  billion. 


could  have  weighed  dovra  the  econo- 
my for  a  decade. 

Not  that  the  thrift  liquidation 
agency  still  hasn't  much  to  answer 
for.  It  presided  over  one  of  the  larg- 
est wealth  transfers  the  nation  has 
ever  seen.  The  RTC's  insistence  on 
bundhng  some  assets  into  pools  so 
big  that  only  the  largest  Wall  Street 
fu'ms  could  bid  severely  hmited  the 
pool  of  potential  buyers  and  allowed 
early  takers  to  reap  annual  returns 
of  up  to  40%. 

However,  other  nations,  especially 
Japan,  could  leam  much  from  the 
RTC.  Japanese  leaders  are  still  tiying 
to  contend  with  an  estimated  $800 
bilHon  in  worthless  assets  on  their 
banks'  books.  They  plan  to  develop 
an  RTC-hke  institution  to  dispose  of 
failed  housing-loan  corporations,  but 
they  have  been  loath  to  do  the  same 


the  right  lessons.  Regulators  have 
yet  to  find  a  way  to  keep  banks  from 
placing  big  bets  on  interest  rates. 
Dozens  of  banks  got  stung  by  rising 
rates  as  recently  as  1994.  But  on 
Dec.  12,  a  group  of  federal  examiners 
pulled  back  on  a  plan  to  require 
gi'eater  disclosure  of  interest-rate 
risk  at  banks  by  March. 

Today,  though,  there's  probably  lit- 
tle risk  of  surging  rates  flattening 
banks  anytime  soon.  And  all  things 
considered,  the  U.  S.  economy  looks 
strong  for  the  moment — in  no  small 
part  thanks  to  the  rtc's  success. 
Chalk  it  up  as  one  case  where  gov- 
ernment bui'eaucrats  really  did  what 
they  set  out  to  do — and  then  turned 
out  the  hghts. 

Foust  covers  economic  policy  from 
Washington. 
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DOWNSIZINGS 


THE  BLOODLEniNG  AT  AT&T 
IS  JUST  THE  BEGINNING 

The  telecom  industry  may  ax  100,000  more  jobs  over  five  years 


It  is  perhaps  the  driest,  most  arcane 
piece  of  legislation  Congress  has  ever 
devised,  and  its  path  through  Wash- 
ington has  been  agonizingly  slow.  The 
landmark  bill  that  would  reform  the 
telecommunications  business  might  not 
even  pass  until  late  January,  a  year  af- 
ter it  was  introduced.  Already,  though, 
it  is  setting  into  motion  a  top-to-bot- 
tom industry  restmcturing  that  will  re- 
quire years  of  wrenching  change. 

The  pain  began  in  earaest  on  Jan.  2, 
with  .AT&T's  announcement  that  it  will 
eliminate  40,000  jobs,  18%  of  its  work- 
force, over  the  next  three  years.  The 
cuts  wiW  be  one  of  the  biggest  job  re- 
ductions in  corporate  history  and  the 
largest  ever  in  the  telecom  industry. 
And  for  the  industry  overall,  they  won't 
be  the  last:  While  at&t  Chairman 
Robert  E.  Allen  lamented  the  "difficult 
and  painful"  job  cuts,  he  added:  "I  be- 
Ueve  the  reductions  and  other  actions 
are  absolutely  essential  if  our  business- 
es are  to  be  competitive." 

Such  is  the  fallout  from  legislation 
that  many  members  of  Congi-ess  pro- 
mote as  a  "jobs  creation"  bill.  The  leg- 
islation, nearing  completion  in  a  joint 


congi'essional  committee,  will  give  local 
phone  companies,  long-distance  carriers, 
and  cable-TV  operator's  entry  into  each 
other's  businesses  for  the  first  time,  un- 
leashing a  wave  of  creative  and  com- 
petitive forces.  Along  the  way,  some  3.6 
million  new  jobs  will  be  created,  ac- 
cording to  a  Baby  Bell-sponsored  study 
by  consultant  WEFA  Group. 

First,  though,  the  longtime  monopo- 
lies and  oligopolies  that  dominate 
telecommunications  will  have  to  lear'n 
to  live  without  the  regulations  and  cost- 
ly barrier's  to  entry  that  have  pr'otected 
their  markets — and  without  the  associ- 
ated corporate  bloat.  Beyond  deregula- 
tion, the  fiber  optics,  wireless  telephony, 
and  compression  software  that  vastly 
multiply  the  capacity  of  a  phone  line 
means  that  tens  of  thousands  more  calls 
can  be  transmitted  over  a  single  wir'e, 
cutting  both  the  manpower  and  the 
money  needed  to  nm  a  phone  company. 
So  cable  operators,  electric  utilities,  and 
even  r-ailroads  can  afforxl  to  get  into  the 
telecom  game — and  they  ar-e. 

As  a  result,  says  Mark  R.  Brnineau, 
president  of  Boston-based  consultant 
COBA-M.  I.  D.  Inc.,  some  100,000  tradi- 


AT&T  IN  NYC:  Asst 
writedowns  and 
consolidation  will 
cost  over  $3  billio 

tional  telecommunii 
tions  jobs  will 
eliminated  in  the  m 
five  years,  atop  t 
250,000  cut  since  t 
Bell  system  break 
in  1984.  "I  can't  thi 
of  any  company  tl 
has  all  of  their  j 
structuring  accq 
plished  or  is  facl 
the  mar'ket  in  exaq 
the  way  they  wa 
to,"  says  Dwight 
Allen,  director 
telecom  consulting 
Deloitte  &  Touc 
"Everyone  is  going 
have  to  constan 
adapt  and  adjust." 
"FIERCE."  In  the  p 
two  years,  the  nation's  phone  compar 
have  announced  plans  to  lay  off  so 
130,000  phone  workers,  at&t  has  b( 
the  most  aggressive,  shrinking  its  wo 
force  by  73,000  since  1984,  despite  the 
quisitions  of  ncr  Corp.  and  McCaw  ( 
lular  Communications  Inc.  (chart), 
latest  round,  though,  vnll  cut  particulf 
deep — "a  good  indication  that  at&t  is 
ing  to  be  a  fier-ce  competitor,"  says  Li 
B.  Meltzei',  an  analyst  at  UBS  Securi' 
Inc.  Most  analysts  had  predicted  tk 
only  20,000  to  30,000  jobs  would  b^  rh 
inated  following  the  company's  i 
nouncement  on  Sept.  20  that  it  will  brJ 
into  thi-ee  separate  companies. 

AT&T  will  take  a  $6  billion  wiite-ofu 
its  1995  fourth  quarter,  including 
billion  to  cover  asset  writedowns  h 
the  closing,  sale,  or  consolidation  ofa 
cilities.  The  charge  will  reduce  D! 
ear-nings  by  $4  billion,  but  analysts  x 
pect  higher  future  profits  that  AT&T  a 
plow  into  its  next  big  ventui'e:  the  loil 
calling  business,  at&t  has  made  it  clsi) 
that  it  plans  to  go  after  the  Baby  Bils 
as  soon  as  deregulation  allows. 

The  big  question,  says  Merrill  Ly:l 
&  Co.  analyst  Daniel  Reingold,  is:  "Iv 
will  they  get  into  local  service,  and  Im 
much  will  it  cost?"  AT&T  must  forgeli 
r-ect  links  to  homes  and  offices  by  bid 
ing  its  own  local  networ-ks  or  buyir. 
major  cable  oper-ator  or  competitt 
access  provider-.  But  either  apprc' 
could  cost  some  $5  billion  or  more, 
quiring  all  the  efficiencies  at&  r  ' 
muster.  The  pr-epar-ations  will  be  pairul 
indeed — and  they  aren't  nearly  ove;. 
By  Catherine  Amst  in  New  If'k 
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m  DARING  OLD  COMPANY 
MD  ITS  JAUNTY  JALOPY 

rysler  bets  on  Prowler  as  a  cheap  way  to  pep  up  Plymouth 


I  hey  were  flights  of  fancy,  a  fleet  of 
visionary  vehicles  dreamed  up  by 
employees.  But  one  sketch  at 
•ysler  Corp.'s  1991  "idea  fair"  caught 
eye  of  design  guru  Thomas  C.  Gale. 
was  a  hot  rod  with  the  flovraig  fonns 
the  early  1930s,"  recalls  Gale.  "I 
Idn't  wait  to  build  a  scale  model." 
"ive  years  later.  Gale  can't  remember 
,  who  produced  that  early  cb'awing — 


through  design  and  development.  Ri- 
vals Ford  Motor  Co.  and  General  Mo- 
tors Corp.,  still  bogged  in  bureaucracy, 
"couldn't  do  it  for  $75  million,"  says 
Christopher  W.  Cedergren,  an  analyst 
with  AutoPacific  Group  Inc.  "For  that 
price,  it's  a  worthwhile  gamble  to  put 
some  new  life  into  a  brand  that's  been 
dying  for  the  last  20  years." 

The  question:  Will  a  $35,000  two-seat 


the  notion  has  become  a  NICHE  WHEELS:  There  s 

ng  leap  for  Chrysler.  On  nothing  on  the  street 

3,  the  auto  maker  an-  quite  like  Prowler 
need  plans  to  produce 


Prowler,  a  $;35,000  retro-styled  road- 
expected  to  jump-start  the  stalled 
?e  of  its  Plymouth  brand  and  serve 
test  bed  for  future  models. 
RTHWHILE  GAMBLE."  For  a  relatively 
/  investment  of  $75  million,  Chiysler 
iming  out  the  flashiest  niche  vehicle 
e  its  Dodge  Viper  muscle  car  hit 
pavement  in  1992.  Prowler  will  be 
(irst  U.  S.-made  production  car  with 
'  11-aluminum  frame  and  body  struc- 
'  .  And  by  coaxing  suppliers  into  do- 
1  much  of  the  engineering  research, 
j  /sler  not  only  kept  its  costs  down 
i  cemented  vendor  relationships  al- 
'  y  regarded  as  the  industry's  best. 
I  1e  Prowler  reinforces  Chrysler's 

I  tation  as  far  and  away  the  nim- 
*    most  inventive  member  of  the 

II  Three.  With  the  early  blessings  of 
-  rman  Robert  J.  Eaton  and  Presi- 
l  Robert  A.  Lutz,  the  new  car  flew 


convertible  set  the  right 
tone  for  a  brand  that 
makes  its  money  pitching 
entry-level  Voyager  mini- 


vans  and  Neon  subcompacts  to  the  mid- 
dle class?  Former  Chrysler  Chief  Fi- 
nancial Officer  Jerome  B.  York,  now  an 
aide  to  hostile  Chrysler  investor  Kirk 
Kerkorian,  calls  the  vehicle,  aimed  at 
affluent  car  enthusiasts,  a  "question- 
able" addition  to  Chiysler's  hneup. 

Chrysler  execs,  though,  contend  that 
the  Plymouth  brand  desperately  needs 
some  excitement.  Less  than  300,000  Ply- 
mouths  were  sold  last  yeai;  compared 
with  nearly  750,000  at  the  brand's  peak 
in  1973.  Research  shows  that  Plymouth 
has  little  identity  among  the  first-time 
car  buyei-s  it  covets.  "There  is  cleai'ly  no 
real  passion  associated  with  the  brand," 
says  Steven  Bmyn,  Plymouth's  market- 
ing manager.  "Prowler  is  meant  to 
startle  you." 

The  low-slung,  sinister-looking  road- 
ster certainly  tiuTied  heads  when  it  was 
unveiled  as  a  concept  car  in  1993.  But 


its  limited  market  meant  Chrysler  had 
to  keep  its  own  investment  modest.  The 
project  would  fly  only  if  it  borrowed 
heavily  fi-om  existing  parts,  if  its  tech- 
nology could  be  extended  to  mass-mar- 
ket cars,  and  if  suppliers  shouldered 
much  of  the  r&d. 

DIMPLES,  TOO.  No  problem.  Vendors 
jumped  at  the  chance  to  work  on  Prowl- 
er. While  few  are  hkely  to  make  money, 
most  envision  marketing  tie-ins  and  the 
prospect  of  bigger  Chrysler  orders  to 
come.  "Chiysler  is  the  pacesetter — they 
take  risks,"  says  Richard  A.  Schultz,  di- 
rector of  automotive  products  for  Alimiii- 
num  Co.  of  America.  Alcoa  provided 
100  frame  and  body  paits  for  the  Pi'owl- 
er;  similar  parts  may  go  in  the  next- 
generation  Chiysler  lh  sedans. 

Loading  the  car  with  aluminum  posed 

A  STAR  IN  THE  MAKING 

BARGAIN  COST  Development 
costs  totaled  just  $75  million, 
cheap  by  Motown  standards. 

ENGINEERING  SMARTS  Some 
40%  of  the  Prowler's  parts  are  bor- 
rowed from  other  Chrysler  cars.  Alu- 
minum is  30%  of  its  overall  weight. 

SUPPLIER  SYNERGY  Chrysler 
required  vendors — even  direct 
rivals — to  work  as  a  team.  Suppliers 
absorbed  a  big  chunk  of  engineer- 
ing and  tooling  costs. 

MARKETING  BANG  Prowler  will  be 
key  to  reshaping  Plymouth's  stodgy 
image.  The  hot  rod  enhances 
Chrysler's  reputation  as  the  boldest 
of  the  Big  Three  in  design. 

challenges.  Body  panels  had  to  be  rivet- 
ed rather  than  welded,  and  steel  fas- 
teners needed  special  coatings  to  pre- 
vent corrosion.  Because  aluminum  is 
one-third  the  weight  and  stiffness  of 
steel,  engineers  could  only  estimate  the 
thickness  needed  for  safety.  The  frame 
on  one  early  Prowler  was  so  stiff  the 
car  "almost  broke  the  hairier"  in  a  30- 
mph  ft'ont-impact  test,  recalls  Chiysler 
engineer  Craig  R.  Love. 

To  add  flexibility,  Chrysler  and  Al- 
coa indented  the  frame  with  "dimples" 
so  it  would  buckle  safely  on  impact. 
Other  suppliers  went  the  extra  mile, 
too.  With  no  room  for  a  spai'e,  for  exam- 
ple, Goodyeai-  Tire  &  Rubber  Co.  devel- 
oped oversize  tires  that  can  be  driven 
even  when  flat.  And  about  40%  of 
Prowler's  parts  came  fi-om  other  Chiys- 
ler vehicles.  The  result  is  a  stunner. 
Chiysler  may  sell  only  a  few  thousand 
Prowlers  a  year,  starting  next  spring. 
But  in  inventiveness,  the  auto  maker 
will  lap  the  competition  again. 

By  Bill  VJasic  in  Detroit 
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You've  received  vital 
materials  that  the  sales 
force  needs  this  second. 

But  the  information  isn't 
all  electronic. 

And  the  team  is  spread  over 
a  continent. 

(So  skywriting  isn't  an  option.) 

Then  you  combine  Lotus 
Notes  with  IBM  ImagePlus. 


Now  putting  it  into  the 
system  is  as  good  as  putting 
it  ail  into  their  hands. 


[Can  your  I 
software  I 
do  this?  J 


The  faster  you  can  get  information  out 
inlo  your  organization,  tlie  faster  your 
people  can  pul  it  to  \v(jrk. 
Tliat"s  the  reason  why  Lotus'"  Notes"  lias  become  such 
a  fuiidaiifnntal  part  of  business  everywhere;.  It  not  only 
makes  the  most  current  information  available  to  everyone 
across  the  organization,  it  helps  people  work  faster,  work 
smarter  and  —  most  important  —  work  together. 

But  what  about  information  yon  receive  or  produce 

I  ill  IBM  home  page  is  located  at  http://' 


hm.( 


that  doesn't  start  out  in  electronic  form?  Such  as  vid 
onli  r  forms,  faxes  and  correspondence.  Or  materials  s 
to  your  l)usiness,  like  X-rays  or  photographs. 

Well,  now  Lotus  Notes  works  hand-in-hand  with! 
scalable  ImagePlus?  This  is  the  same  imaging  solutl 
that  handles  millions  of  documents  every  day  in  son 
the  world's  busiest  financial  and  insurance  compani 

The  combination  of  Lotus  Notes  and  ImagePlus 
you  to  build  a  system  that  will  digitize  tin-  lull  rang 

.  IIJM.  ImagePlus  and  OS/2  are  registered  traflemarks  and  Solutions  for  a  small  planet  is  a 


I  tulside  North  America.  ( untact  your  l^'  .il  HIM  '.(I 

nl  liiternalional  Business  Machines  ( jii[in[,iiniti  I  .lud  i,otus  Ntiles  are  registered  trademarks  of  Lotus  Development  Corporation.  UNIX  is  a  registered  trademark  in  the  l].S.  and  other  countrif 
exclusively  through  X/Op'-ii  Company  1  iniilcii  Macnilnsli  is  a  registeri-d  trademark  of  Apple  (>)ni[tutcr  Corp.  Windows  is  a  registered  trademark  of  Microsoft  Corporation.  C)  IW.S  IBM  (^>rp.  All  rigllts  r 


k 
fx 
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iness  information.  Catalog  images  for  future  use. 
omate  the  flow  of  documents  so  they  move  efti- 
om  one  person  to  the  next,  around  the  office  or 
he  world  -  empowering  people  to  collahorate 
■  broadest  variety  of  materials, 
information  tliat  starts  with  one  person  can  be 
ely  accessible  to  all.  And  you  can  use  one  familiar 
across  all  of  your  desktop  and  mobile  computers, 
hey  run  Windowsf  OS/2:  UNIX*  or  Macintosh? 


4 
4 


»• 


Take  advantage  of  our  products  and  skills  (and  those 
of  our  industry  |)artners)  to  help  your  people  work  more 
ck)sely  together,  sharing  up-to-the-second  materials.  Just 
call  us  at  1  800  IBM-3333:  ext.  GA150,  or  visit  our  Web  site 
at  http://www.software.ihm.com  for  more  information. 


Solutions  for  a  small  planet' 
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SCANDALS 


GOLDINGER-HE'S  NOT  THE  MAN 
WITH  THE  MIDAS  TOUCH 

The  SEC  is  probing  trading  practices  at  Capital  Insight 


He's  normally  quick  to  answer  ques- 
tions from  the  press  about  invest- 
ing and  markets,  but  these  clays, 
S.  Jay  Golclinger  isn't  returning  calls. 
Following  the  December  disclosures  of 
massive  investment  losses  at  two  of  his 
biggest  clients,  Goldinger  effectively 
shut  down  operations  at  Capital  Insight 
Brokerage  Inc.  and  has  instructed  his 
staff  to  refer  all  inquiries  to  his  lawyers. 

At  the  heart  of  the  firm's  downfall 
seems  to  be  a  mistaken  bet  that  interest 
rates  would  rise  in  late  199.5.  When  rates 
instead  declined,  Goldinger  faced 
big  losses  in  the  TY'easiuy  futm-es 
contracts  he  had  bought  for 
clients  through  Refco  Group  Ltd., 
a  Chicago  clearinghouse.  So  far, 
two  companies  have  declared 
losses  that  Goldinger's  lawyer 
confirms  derive  from  investments 
with  Capital  Insight:  Retailer 
Pier  1  Imports  Inc.  announced  on 
Dec.  26  that  it  had  lost  $20  mil- 
lion, and  manufacturer  PairGain 
Technologies  Inc.  revealed  on 
Dec.  1  that  its  account  was  .$16 
million  in  the  red. 
AMAZEMENT.  Losses  on  futures 
are  nothing  new.  But  at  least  one 
of  these  companies  claims  its 
funds  were  to  have  been  invest- 
ed in  low-risk  instiTiments.  That 
Goldinger  could  find  himself  in 
his  ciUTent  j)osition  amazes  many 
who  believed  in  the  public  per- 
sona he  had  created.  "I  was 
shocked,"  says  Brien  Lundin, 
president  of  Jefferson  Financial, 
the  corporate  host  of  a  New  Or- 
leans investment  conference 
Goldinger  regularly  addressed. 
"He's  one  of  the  last  people  I 
would  have  imagined  being  in- 
volved in  risky  investments." 

For  years,  Goldinger  assidu- 
ously polished  his  pubhc  image, 
getting  himself  quoted  regularly 
and  making  high-profile  charita 
ble  donations.  He  became  a  finan 


tually  syndicated  to  several  other  pa- 
pers. "He's  a  fairly  hyperactive  guy  who 
liked  to  keep  his  name  in  the  public  eye," 
says  Blaine,  who  canceled  the  relation- 
ship after  Pier  I's  loss  became  pubhc. 
Goldinger's  visibility  fed  on  itself.  Lundin 
says  he  was  an  especially  populai-  speak- 
er at  New  Orleans  conferences  because 
of  his  syndicated  columns. 

Goldinger  began  his  investing  career  in 
1977  at  Cantor  Fitzgerald  LP.  He  left  in 
January,  1988,  to  start  Capital  Insight 
with  three  colleagues.  The  new  firm 


HIQH  VISIBILITY 


A  CHECKERED  CAREER 


thrived  despite  a  Securities  &  Exchani 
Commission  probe  into  insider  tradii 
while  Goldinger  was  at  Cantor  Accordi 
to  the  SEC,  Goldinger  gave  inside  infc 
mation  about  the  pending  takeover 
Thrifty  Corp.  to  Capital  Insight  c 
founder  Bert  R.  Cohen,  who  traded  on 
for  his  own  account  and  others'.  La 
May,  a  California  district  court  dismissi 
the  charges,  but  the  sec  is  appeaUr 
Another  problem:  Capital  Insight  ma 
aged  to  lose  $10  milUon  for  a  client,  T 
ton  Group,  between  1989  and  1990. 
PIER  1  ACCOUNTS.  Still,  by  1993,  Capi1 
Insight  was  managing  cash  accounts  f 
Pier  1  and  PairGain  as  well  as  investi 
for  as  many  as  43  other  clients — ^indudi 
top  executives  of  Pier  1  and  PairGain 
For  PairGain,  things  went  fine  uri 
late  1994,  according  to  Robert  A.  He 
a  director.  Hoff  will  not  name  Capi 
Insight  as  PairGain's  adviser  but  sa 
that's  when  the  company  explicit 
asked  its  adviser  simply  to  b 
and  hold  ultrasafe  Ti-easuries  a 
stop  trading  in  futures  and  < 
tions.  In  Jime,  1995,  managemd 
asked  that  the  accounts  be  liq^ 
dated — and  that's  when  troul; 
hit.  The  accounts  took  fi: 
months  to  clear,  and  PairG: 
was  finally  told  it  had  lost  ii 
million  of  its  $28  million  cash  ^ 
count.  Goldinger's  lawyer,  Hr 
O'Neill,  did  not  return  calls  a 
ing  for  comm.ent  on  Hoff's 
piction  of  events.  Refco's  lawy' 
assert  that  Goldinger  ha;! 
discretion  over  the  accounts  ;. 
that  regular  statements  wi€ 
sent  to  all  of  his  chents. 
Paii'Gain  is  consideiing  k  t^al 


,     ^  ,  ■     i.u    n       I   ti  ll     if       i'  tion:  It  has  hired  Deloillei: 

1977  Jay  Goldinger  joins  the  Beverly  Hills  office  of  ^^^^^^      investigate  the  lo«s 

mvestnient  firm  Cantor  Fitzgerald.   ^       ^^m  to  advise  outse 

1986  According  to  tfie  SEC,  Goldinger  gives  inside  board  members  on  theii-  optics. 


information  on  thie  upcoming  sale  of  Thrifty  Corp. 
to  colleague  Bert  Cohen,  who  trades  on  the  tip. 

1988  Cantor  Fitzgerald  closes  its  West  Coast  retail 
operations;  Goldinger,  Cohen,  and  two  other  Cantor 
alums  found  Capital  Insight  Brokerage. 


Piei'  1  executives  will  not  ciit' 
ment  on  Capital  Insight,  tho 
Director  Sally  F.  McKenzie  s| 
the  board  was  "complei[ 
.shocked  and  honified"  by  the 
es,  which  it  learned  about  on  Ij 
22.  O'Neill  didn't  return  calls  ! 
ing  about  McKenzie's  stateme 
Meanwhile,  the  SEf:  and  C 


1988  Goldinger  begins  writing  a  financial-advice 
column  for  New  Orleans'  Times-Picayune;  eventu 

ally,  he  syndicates  the  column.   p^^^^^.^^  ^.^^jj^^  ^ 

1989-90  Capital  Insight  loses  $10  million  of  the  mission  are  investigating- 

Triton  Group's  account  betting  on  interest  rates.  questing  trading  data  and  o1 

  documents  from  investors  i 

1993  Capital  Insight  begins  managing  the  cash  Refco.  Goldinger  may  be  si 


cial-advice  columnist  in  1988,    ^^count  of  PairGai^n  Technologies.   now,  but  eventually  he'll  hav 


when  he  offered  his  services  to 
Charley  Blaine,  business  editor  of 
The  Times-Picaijime  in  New  Or- 


1995  PairGain  and  Pier  1  announce  losses  totaling 
$36  million  from  Capital  Insight.  Regulators  begin 
an  investigation.  Capital  Insight  effectively  closes. 


explain  why  he  pursued  a  st|i 
egy  that  lost  a  mint. 

By  Nanette  Byrnes  in 


leans.  Blaine  had  him  write  a  '---S-  °  Angeles,  with  Stephanie  An 


weekly  piece  that  (ioldinger  even- 
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Schwab  Trust  Services  Can 
Make  a  Dference  for  Generatbns. 


At  Charles  Schwab,  we  believe  that  estate 
planning  is  essential  for  everyone — no  matter 
what  your  income  or  net  worth  may  be. 
Without  a  plan  for  the  future,  you  could  leave 
your  loved  ones  with  unexpected  legal 
problems  and  estate  settlement  delays,  and 
your  estate  could  be  needlessly  taxed. 
Our  Trust  Specialists  Will  Help  You  Get 
Started.  Schwab  Trust  Services 
can  help  you  open  and  effectively 
manage  your  own  trust  account. 
Our  m-branch  Trust  Specialists  are 
available  to  meet  with  you,  answer 
questions  about  trusts  and  estate 
planning  and  explain  how  to 
open  and  fund  a  trust  account. 


Pay  No  Account  Set-Up  or  Custodial  Fees. 

At  Schwab  you  can  also  open  a  self-directed 
trust  account  with  just  $1,000  instead  of  the 
large  minimums  required  by  most  banks  and 
tmst  companies.  Plus,  youll  find  a  wide 
choice  of  investments,  including  more  than 
900  mutual  funds,  CDs  and  bonds.  And,  mih 
a  Schwab  One*  Trust  Account,  you'll  get 

checking  and  a  Visa'"  debit  card 
for  easy  access  to  your  money 
Opening  a  Schwab  Trust 
Account  Is  Simple.  To  find  out 
more  about  Schwab  Tmst 
Semces,  \asit  one  of  more  than 
200  Schwab  offices  nationwide 
or  call  us  today 


Estate 
Planning 


Gel  bdlWal-    :     .  ,  , 

ji'cc  when  vou  udl  or  visit  the  ^dnvah 
ojficc  nearest  you. 

CharlesSchwab 

Helpmg  Investors  Help  Themselves® 


1-800-225-8574  ext.  116 
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WHEN  you  SPEND  as  MUCH  TIME  W 

your  SHAREHOLDERS,  an  I 


Total  Net  Pre  m  I  u  m 


ftistJ  on  (ofill  iitl  (irroiriim  joi  ITT  HilrlJiirJ  (jj.iu/i 


At  ITT  Hartjord,  tc, 


care  of  our  customers  is}i'ln 


one  oj  our  nuiuy  (^oals.  It'o 


first  priority. 


We  do  everything  ii 


power  to  anticipate  their  needs.  From  developiuc]  better  products  and  services  to  arriving  with  a 


NG  about  your  POLICYHOLDERS  as 
STING  1  HI  N  G  H  A PP  ENS . 


fWIDE 
RTY  &  CASUALT>6, 


check  as  soon  as  disaster  strikes. 


WIDE  LIFE 


As  a  result,  we'i^e  built  an  iucredihly 


istomer  base.   We've  attracted  millions  oj  neip  customers.  And 


naged  to  grow  steadily  jor  nearly  200  years. 


No  One's 
Better 
Prepa  red  jor 
To  m  orro  w . 


\he  way  we  see  it,  ij  we  keep  looking  ajter  our  customers'  future. 


e  will  take  care  oj  itselj. 


ITT  HARTFORD 


News:  Analysis  &  Commentary 


COMPUTERS 


BABES  IN 
CYBERLAND 

Can  Compaq  turn  the  PC  into  a  plaything  for  tots? 


w 


nth  Cluistmas  toys  still  cluttenng 
bedrooms  and  dens,  it  hardly 
seems  the  time  to  be  cooking  up 
new  ways  to  dazzle  kids.  But  that's 
what  personal  computer  kingpin  Com- 
paq Computer  Corp.  and  preschool-toy 
giant  Fisher-Price  Inc.  have  in  mind. 
On  Jan.  4,  the  two  planned  to  announce 
a  line  of  new  compu-toys  that  could 
turn  the  home  PC  into  1996's  toy  story. 

The  immediate  goal  of  this  big-name 
combo:  Get  the  18  million  U.  S.  famihes 
with  kids  under  age  7  to  drop  $150 
each  for  computer  attachments  such  as 
oversize  keyboards  and  car-like  controls 
that  make  a  PC  as  accessible  to  the 
average  3-year-old  as  a  jungle  gym. 

Long  teiTTi,  Compaq  and  Fisher-Price 
aim  to  keep  moms  and  dads  adding  on 
to  theii-  investment.  The  companies  are 
planning  a  stream  of  $40  advent  ui-e  and 
learning  progi-ams  that  work  with  the 
companies'  add-on  keyboards  and  toy 
controls.  "We  hope  to  create  a  myriad 
of  products  and  software  that  last  for  a 
long,  long  time,"  says  Fisher-Price  Chief 
Executive  Byron  Davis. 
CHILD-SEAT  DRIVERS.  Analysts  estimate 
that  developing  the  new  products  could 
cost  upwards  of  $15  million — before 
marketing  costs.  But  if  Compaq  and 
Fisher-Price  succeed,  they  will  have 
helped  redefine  the  home  PC  as  much 
more  than  a  home  office  machine.  The 
compu-toys  also  may  give  Compaq  a 


way  to  eclipse  rival  Packard  Bell  Elec- 
tronics Inc.  next  year  in  home  PC  sales 
(chart).  Compaq  Chief  Executive  Eck- 
hard  Pfeiffer  has  pledged  to  make  the 
company  twice  the  size  of  its  nearest 
rival  by  the  end  of  the  decade.  To  get 
there,  though,  Compaq  must  keep  en- 
tering hot  markets. 

The  first  fruits  of  the  Fisher-Price 
collaboration  take  aim  at  electronic  ed- 
ucational aids  and  "edutainment"  soft- 
ware. The  $150  Wonder-  Tools  Cjiiisei"  is 
a  driving  toy  that  lets  a  child  use  a 
throttle,  steering  wheel,  and  horn  to 
navigate  adventure  progi'ams  such  as 
Spruce  Squirrel's  Hiccup  Mix-Up.  The 
second  attachment, 
a  $130  keyboard,  is 
geared  to  children's 
small  hands.  The  add- 
ons, says  Compaq 
Consumer  Vice-Presi- 
dent Celeste  Dunn, 
couple  existing  PC 
learning  progi'ams  with 
toys.  "We're  excited," 
says  Toys  'R'  Us  Inc. 
Chief  Executive 
Michael  Goldstein,  who 
plans  to  carry  them 
beginning  this  summer 
Adds  Compaq's  Dunn: 
"We  expect  this  to  be 
a  significant  sectoi-  of 
growth  for  us." 


It  would  be  a  surprise  if  it  werei 
Shipments  of  electronic  learning  tc 
are  gi'owing  at  about  28%  a  year  a 
were  expected  to  hit  $290  million 
1995,  according  to  the  Toy  Manufacti 
ers  Assn.  Sales  of  educational  and  r 
erence  software  grew  by  142%  Ij 
year,  to  $600  million,  according  to  i 
searcher  IDC/Link  Inc.  And  softwE 
publishers  such  as  Davidson  &  Asso 
ates  Inc.  rake  in  profit  margins  of  71 
to  80%  on  titles  such  as  Davidso 
Ready  For  School. 
PERIPHERAL  VISION?  Compaq  isn't  ale 
in  its  pursuit  of  the  kiddie  market. 
Jan.  5,  Packard  Bell  is  due  to  launch 
famihes  gi'oup,  dubbed  Packard  Bell 
teractive.  Toy  retailers  say  IBM  and  1 
crosoft  Corp.  also  are  developing  s( 
ware  and  hardware  releases  this  y( 
And  game  maki 
such  as  Sega  Ent 
prises  Ltd.  are  i 


PLUGGED  IN 

Fisher-Price 
and  Compaq 
are  teaming  up 
on  the  Wonder 
Tools  Cruiser. 
Price:  $150 


I 


HOUSE-TO-HOUSE 
COMBAT 

U.S.  HOME  PC  MARKET  SHARE 
■  '93   ■  '95  EST 


PACKARD  BELL 


►  PERCENT 


tering  the  mark 
Sega's  Pico  comji 
er,  which  attaches  i 
a  TV,  already  si 
well  during  1995. 

Together,  thou 
Compaq  and  Fis^ 
Price  believe  t 
can  stay  ahead  of  the  competition.  C' 
paq  is  recruiting  multimedia  devel? 
ers  to  build  software  for  Wonder  T( 
planning  14  titles  this  year  and  a  in 
to  release  new  ones  every  six  ni(.i  i 
thereafter. 

Not  everyone  believes  the  corns 
toys  will  pi'ove  to  be  winners.  "It's 
to  be  determined  whether  consun 
will  purchase  software  that  requ 
the  additional  cost  and  installal 
of  peripherals,"  says  a  Davidson  spo 
woman.  Compaq  says  the  software  i 
on  standard  PCs,  and  the  add-on  1 
simply  make  the  programs  n 
fun  and  interactive. 

However  this  s  a 
ends,  the  Fisher-P  I 
tykes  are  one  of  t 
eral   audiences   '  9r 
Compaq  is  likelj « 
chase  through  sin 
partnerships, 
Richard  Zwetch|p( 
baiun,  PC  analyst  a 
ternational  Data  C 
"What  it's  doing 
for  3-  to  7-year-  irei 
can  be  extendec 
teenagers,  to  wor 
single  moms,  to  thlij 
niors  market,"  he 
Let  the  games  be: 
By  Garyhj, 
Williams  in  Hou 
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DATA  IDC/LINK  INC 


CYBER 
RIGHTS 
NOW 


E  INTERNET 


LT.SEX.BONDAGE  IS  CLOSED. 
HOULD  WE  BE  SCARED? 

e  Net  is  fast  becoming  a  global  free-speech  battleground 


|ondage.  Blondes.  Bestiality.  Even 
I  Barney.  (Don't  ask.)  Subscribers  to 
'CompuServe  Inc.  could  indulge  all 
>e  passions  and  more — until  Dec.  28. 
n,  without  warning,  the  online  ser- 
:  provider  cut  off  access  to  more 
1  200  such  forums  and  picture  data- 
;s  distributed  over  the  Internet, 
'lography  was  not  computing. 
-  was  a  defining  moment  in  cyber- 
•e,  where  infoiTnation  providers  and 
"ibutors  are  hurtling  toward  a  series 
)nfi'ontations  that  could  reshape  their* 
lectual,  moral,  and  commercial  bound- 
).  As  millions  of  people  around  the 
e  plug  into  the  Internet  and  com- 
:ial  online  services,  many  govern- 
ts — ^unnerved  by  the  prospect  of  un- 
rolled, grass-roots  communications — 

•eadying  their  regulatory  guns. 

H  POINT.  That  much  became  clear 
the  CompuServe  incident.  The 

sany  acted  after  a  German  state 

3Cutor's  office  said 

is  breaking  the  law 

.llowing  access  to 
pornography.  Al- 

gh  its  customers 
can  get  to  the 

ed  foi-ums  by  dial- 

irectly  into  the  In- 

it,    the  decision 

;ced  a  furor  among 


CENSORING 
CYBERSPACE 


ther  Dyson,  chairman  of  the  Electronic 
Frontier  Foundation,  a  pohtical  action 
gi'oup.  "Now  it's  indecency;  when  does  it 
become  political  speech?" 

More  international  tangles  are  tak- 
ing shape.  In  China,  where  the  number 
of  Internet  users  jumped  from  3,000  to 
100,000  last  year,  the  government  is 
cracking  down  on  "spiritual  pollution" 
in  the  form  of  pornogi'aphy  and  anti- 
government  material  entering  the  coun- 
try via  the  Internet.  Data-line  licenses 
in  Jordan  bar  service  providers  from 
"indecent"  content.  And  telecommuni- 
cations-reform legislation  in  the  U.  S. 
includes  a  provision  that  would  make 
it  a  criminal  offense  to  transmit  mater- 
ial deemed  indecent  over  the  Net. 

Pomography  is  the  first  flash  point  in 
an  inevitable  clash  of  cultures  forced  by 
the  borderless  Internet.  There  is  no 
easy  way  to  tailor  Net  content  for  a 
particular  country  or  geographic  area — 


Government  efforts  to  legally  impede 
the  spread  of  "indecent"  content  on  the  Internet 


U.S.  An  amendment  to  telecom-reform  legislation  would  make  it  a 
crime  to  knowingly  transmit  "indecent"  materials  over  the  Net.  Pun 
ishment:  $100,000  and  two  years  in  jail. 

GERMANY  Lawmakers  are  clamping  down  on  online-service  provid- 
ers that  allow  access  to  child  pornography,  which  violates  German 


speech  advocates  }^'^:   New 


n  the  online  com- 
ty.  "It  really  does 
you  down  a  shp- 
slope,"  says  Es- 


CHINA  The  government  is  planning  to  introduce  new  regulations  to 
restrict  the  flow  of  "pornographic  and  detrimental"  information  into 
the  country  via  the  Internet. 


GAG  RULES:  Protesting  pending 
telecom  reform  in  San  Francisco 

as  CompuServe  found  when  it  was 
forced  to  shut  off  access  to  all  sub- 
scribers to  satisfy  German  law.  As  a 
result,  many  Net  proponents  fear  that 
the  lowest  common  denominator  will 
prevail.  "Differences  in  community  stan- 
dards— whether  state  to  state  or  coun- 
ti7  to  countiy — pose  a  real  threat  that 
ft-eedom  of  expression  will  get  nibbled 
down  to  nothing,"  says  David  D.  Re- 
dell,  an  executive  committee  member 
of  Computer  Pi-ofessionals  for  Social  Re- 
sponsibility in  Palo  Alto,  Calif. 
WATCHING  CONGRESS.  Still  to  come:  a 
Pandora's  box  of  multinational  issues 
involving  taxation,  intellectual  property, 
and  privacy.  For  example,  government 
policies  on  data  enciyption  vaiy  widely, 
hampering  the  development  of  a  world- 
wide standard  that  would  spur  elec- 
tronic commerce  and,  ironically,  keep 
adult  content  such  as  pomogi'aphy  out 
of  sight  of  minors.  How  governments 
respond  to  these  challenges  could  de- 
termine the  Net's  commercial  viability. 
Censorship  would  "take  what  could  be  a 
major  business  and  a  major  opportunity 
and  stunt  its  gi'owth,"  says  David  J. 
Farber,  a  professor  of  telecommunica- 
tions at  the  University  of  Pennsylvania 
and  an  Internet  pioneer 

Not  all  countries  will  follow  Ger- 
many's example.  "I  do  not  foresee  any 
censorship  on  pom,"  says  Joy  Marino, 
president  of  the  Italian  Internet  Assn. 
Many  Net  denizens  favor  technological 
alternatives  to  censorship:  Already,  a 
number  of  software  programs  let  par- 
ents filter  what  children  can  access.  In 
any  case,  many  governmental  solutions 
will  be  frustrated  by  the  Internet's 
sheer  breadth.  Attempts  by  the  United 
Arab  Emirates  and  Bahrain  to  create 
electronic  barriers  to  certain  Internet 
sites  have  proved  leaky. 

For  now,  many  countries  are  watching 
to  see  whether  the  U.  S.  Congress'  ac- 
tions will  stand  up.  Experts  predict  that 
any  legislation  prohibiting  timismission  of 
"indecent  material"  will  go  to  the  courts, 
where  it  will  be  found  unconstitutional. 

That  may  not  stop  coun- 
tries with  weaker  free- 
speech  protections  from 
trying  to  control  the  In- 
ternet. But  they're  not 
likely  to  succeed:  Online 
communication  is  hard 
to  track  and  harder  still 
to  stop. 

By  Amy  Cortese  in 
York,  with  John 
Carey  in  Washing- 
ton, David  Woodruff 
in  Bonn,  and  bureau 
reports 


In  Business  This  Week 


EDITED  BY  KEITH  H.  HAMMONDS 


HEADLINER:  DAN  DORFMAN 


LOSING  MONEY 


The  new  year  got  off  to  a 
rocky  start  for  Dan  Dorf- 
man,  the  tv  and  magazine 
stock  tipster.  On  Jan.  1, 
Money  magazine 
fired  its  colum- 
nist for  refusing 
to  disclose  to 
his  editor  the 
sources  he  uses 
in  reporting  his 
columns. 

Dorfman  had 
been  on  paid  leave 
from  the  magazine  since 
BUSINESS  WEEK  revealed 
in  October  that  Dorfman 
and  stock  promoter  Don- 
ald Kessler  were  being  in- 
vestigated by  the  U.  S.  At- 
torney's Office  in  Brooklyn 
for  possible  securities-law 
violations  and  wire  and 
mail  fraud.  Money  Manag- 
ing Editor  Frank  Lalli 


says  he  asked  for  Dorf- 
man's  sources  "to  maintaii 
my  confidence  in  the  qual 
ity  of  the  information 
we  publish."  In  a 
statement,  Dorf- 

iman  said  he 
couldn't  comph 
with  Money'?, 
"sweeping 
demands." 
Estimates  pu 
Dorfman's  income 
at  more  than  $1  mil- 
lion a  year  from  speaking 
fees  and  salaries  from 
CNBC  television  and  Mon- 
ey. CNBC  has  continued  to^ 
air  Dorfman's  daily  stock 
reports,  and  a  spokesman 
said  that  the  network  still 
sees  "no  reason  to  believe 
that  Dorfman  has  violatec 
the  law." 

By  Michael  Schroede 


JUICING  UP 
WESTINGHOUSE 

CHAIRMAN  MICHAEL  .JORDAN 
of  Westinghouse  Electric  is 
hurrying  to  drive  up  the  com- 
pany's long-suffering  stock — 
and  keep  media-hungiy  raid- 
ers at  bay.  As  1996  began,  he 
put  in  a  poison-pill  provision 
to  raise  the  cost  of  taking 
over  Westinghouse  and  its 
newly  acquired  CBS.  TWo  days 
later,  he  announced  the  $3 
billion  sale  of  the  company's 
defense-and-electronics  divi- 
sion to  Northrup  Gnimman. 
Jordan  has  raised  $4.2  bilHon 
from  asset  sales.  Now,  he  ex- 
pects to  pay  down  65%  of  the 
debt  he  took  on  to  buy  cbs 
last  fall.  Equally  important, 
Jordan's  pitch  that  Westing- 
house is  undervalued  seems 
to  be  finding  believers.  Fol- 


CLOSING  BELL 


SMOKIN' 

Even  for  tobacco,  the  past 
few  months  have  been  tough. 
The  Food  &  Drug  Administra- 
tion is  trying  to  regulate  cig- 
arettes as  a  drug  and  cut  off 
minors'  access,  and  second- 
hand-smoke lawsuits  are  ad- 
vancing. Still,  tobacco  stocks 
are  up  25%  smce  midsum- 
mer: International  sales  are 
robust,  and  more  young  peo- 
ple are  lighting  up  again. 
Plus,  experts  think  the  indus- 
try's 12-volume  argument 
challenging  the  fda's  regula- 
tory effort  will  delay  action 
that  could  cost  the  industry 
more  than  $1  billion  a  year. 
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lowing  the  Northrup  an- 
nouncement, Westinghouse 
shares  rose  7.3%,  to  a  12- 
month  high  of  18X. 

CHRYSLER:  HOW  BIG 
ABUYBACK? 

.JEROME  YORK  PUT  ON  A  GREAT 

show.  In  a  speech  in  Detroit 
on  Jan.  2,  Chrysler's  fornier 
CFO — now  point  man  for  bil- 
lionaire shareholdei'  Kii'k  Ker- 
korian — suggested  that  Chrys- 
ler could  afford  to  buy  back 
$2  bilhon  in  stock  a  year.  The 
crowd  ate  it  up — but  missed 
the  best  part:  York  said  later 
in  an  inteiview  that  Chiysler 
could  spend  up  to  $9  billion 
on  buybacks  through  1998. 
Chrysler  Chairman  Robert 
Eaton's  response:  "I  don't 
think  Jeiry  York  knows  what 
he's  talking  about."  But  York 
sensed  a  different  reaction 
from  investors.  "They  didn't 
exactly  throw  tomatoes,  did 
they?"  he  quips. 

A  TAX  BREAK 

IN  THE  SKY  

THE     BUDGET     IMPASSE  IN 

Washington  may  have  mined 
the  holidays  for  hundreds  of 
thousands  of  federal  workers, 
but  it  brought  cheer  to  air 
travelers.  The  10%  federal 
excise  ticket  tax,  which  ex- 
pired on  Dec.  31,  hasn't  been 
reauthoi-ized  by  Congress.  So 
some  carriers,  among  them 
American  Airlines  and  Delta 
Air  Lines,  have  reduced  tick- 
et prices  10%  since  Jan.  1. 
Washington  probably  won't 
try  to  collect  the  tax  retroac- 
tively, says  one  House  aide — 
unless  the  impasse  drags  on 
for  several  more  weeks.  The 
government  stands  to  lose 
$13  million  a  day. 

RITE  AID'S  SQUEEZE 
PLAY  ON  MEDCO 

MANAGED  HEALTH  CARE  LOST 

a  big  battle  in  Maryland.  Af- 
ter Rite  Aid  and  several  oth- 


er big  drugstore  chains  re- 
fused to  fill  prescriptions  for 
government  employees,  the 
state  was  forced  to  cancel  a 
new  $266  million  contract 
with  Merck's  Medco  Contain- 
ment Services.  It  was  a  big 
win  for  Rite  Aid  CEO  Martin 
Grass,  who  has  waged  a  two- 
year  court  battle  against 
drugmakers  for  alleged  dis- 
criminatoiy  pricing.  Rite  Aid 
has  sevei'al  similar  "situa- 
tions" pending  in  other  states, 
says  an  executive.  But  Mary- 
land's Attorney  General  may 
investigate  whether  Grass 
and  other  drug  chain  chiefs 
illegally  conspired  to  shut 
Medco  out. 


RELAX. 

MICKEY  IS  FINE 

MESSY  STRIKES  IN  FRANCE'S 
pubhc  sector  have  ended,  but 
the  workers  at  Disneyland 
Palis  have  caught  the  protest 
wave.  Several  dozen  of  them 
fought  with  the  park  guards 


on  Dec.  31,  after  they  Ic 
been  refused  entry  to  dei- 
onstrate  for  higher  p; 
When  the  melee  cleared, -4 
employees  were  slightly  i- 
jured — Mickey  not  amci; 
them.  Workers  at  the  Frei! 
park  had  been  appropriat} 
cheerful  in  recent  years,  1- 
lowing  earlier  prote? 
against  notes  concerning  dr^s 
and  facial  hair.  Now,  Freili 
business  leaders  hope  the  i- 
rest  isn't  a  sign  of  striken 
ver  spreading  to  the  priv* 
sector. 

ETCETERA...  

■  Carson  Pirie  Scott  en(cl 
its  bid  for  Younkers,  whh 
will  merge  with  Proffitt't 

■  International  Paper  exeJ- 
tive  Mark  Suwyn  will  get  :-c 
top  job  at  Louisiana-Paci;. 

■  Umang  Gupta  will  ret'e 
from  the  struggling  softwre 
company  he  founded.  , 

■  Aston  Martin,  once  Jai?< 
Bond's  car  of  choice,  cometj 
the  U.  S.  with  the  DB7  Vola^ 
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FINALLY,  SOMEONE  AROUND  THE 
OFFICE  YOU  CAN  TELL  WHAT  TO  DO. 
IMAGINE  THE  POSSIBILITIES. 


:s  start  with  the  simple  stuH. 
nd  file.  Zap.  There  it  is. 
Now  try  something  a  bit 
ire  advanced.  Change  a 
uinn  of  twenty  numbers  to 
i;nty  new  numbers  —  )ust  bv 
'ding  them  aloud.  Done.  And 
ir  Fingers  never  touched 
'  keyboard. 


The  AST  Bravo  MS  with 
AST-VoiceCommand  software 
could  make  all  your  work 
easier.  Not  that  a  133  iWHz 
Pentiurri'  processor  doesn  t  help 
speed  things  along  already. 

You'll  also  be  able  to  work 
more  creatively  with  1 6-bit  stereo 
sound  and  6-i-bit  graphics. 


iVlore  securely  with  built-in 
virus  protection  tor  Windows  95. 

Now  imagine  this.  It's  all 
very  altordable.  When  our 
customers  asked  tor  "Help,  "  we 
heard  them.  Please  call  us  at 
800-876-4AST  or  visit  our 
web  site  at  http://www.ast.com. 

"Ouit." 


ri-/T7  ,;///:  /„U-/  I'aitui,,!  ,.nH-,::;'r.:- 
:"•(}  KB  .•l.liuhiril  ,;u/m-:  .V  .•/  /6  J/B 
/HU c:\/;ui,>,i/-/,- 1,1  J2,SJ/B:  up  In  l.f)  CB 
hiir,)  ,)nv,-.  iii;rlei\:U-i>  PCI  (H-hil  l,h  ,ll-l>ii.' 
,]i;iphic.':  AS'I'-CimiuaiuK'nila''-':  -iX 
EIDE  CD-ROM cnj'uiiir.,!,.;,..  .,:;ulahU: 


COMPUTE  R 


AST  Researxh,  Inc  AST  is  a  re^srered  trademark  ol  AST  Research.  Inc  AST  Computer,  ihe  AST  logo,  AST-VoiceCommand  and  AST-CommandCenter  are  trademarks  of  AST  Research, 
tel,  Intel  Inside  and  Pentium  art  registered  trademarks  of  Intel  Corporation-  All  other  company  and/or  produtt  names  may  be  trademarks  or  registered  trademarks  ol  their  respe(.ti\'e  owners. 
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For  Insight  Into 
Greater  Customer  Satisfaction, 
A  Hospital  Checked  Into 
'fiiE  Hotel  Industry. 

WkERE  Should"^  Check  In?  » 


Check  out  your  own  creative 
insights  with  the  help  of  the 
Global  Best  Practices  "  approach. 
Arthur  Andersen  professionals 
will  then  work  closely  with  you  to 
implement  effective  solutioiis. 
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HTED  BY  OWEN  ULLMANN 


OR  NOW.  CLINTON  HAS 

i  CONTRACT  WITH  BUCK  AMERICA 


Is  President  Clinton  and  Capitol  Hill  Republicans  haggle 
over  a  balanced-budget  deal  that  will  slash  Great  Society 
programs,  a  sense  of  abandonment  is  growing  in  Black 
nerica.  After  all,  African  Americans  would  bear  a  dispro- 
rtionate  bui'den  from  cutbacks  in  subsidized  medical  care, 
using  assistance,  job  training,  and  dozens  of  other  govem- 
■nt  benefits.  Yet  Bill  Clinton's  political  standing  with  black 
:ers  is  not  going  the  way  of  the  disappearing  welfare  state. 
Why?  Newtophobia.  While  many  African  Americans  are 
appointed  that  Clinton  hasn't  been  a  stronger  advocate  for 
jral  social  programs,  House  Speaker  Newt  Gingiich  (R-Ga.) 
5  become  so  loathsome  to  blacks  that 
s  generating  a  rally-'round-the-Presi- 
it  movement,  despite  Clinton's  right- 
rd  tilt.  A  December  Harris  poll,  for 
imple,  found  that  only  15%  of  blacks 
)roved  of  Gingiich's  performance. 
ENDING  FIRM.  Civil  rights  activist  Jesse 
kson  says  that  Gingrich  has  stirred  up 
black  community  "just  like  Bull  Con- 
■  and  George  Wallace  did.  He's  mean- 
rited  and  he  has  a  radical  disregard 
the  neediest  people."  Three  months 
,  Jackson  flirted  vdth  an  independent 
sidential  run  that  could  have  wrecked  Clinton's  prospects. 
.  now,  Jackson  appears  to  have  shelved  his  own  candidacy 
bcus  on  electing  Democrats  in  '96. 

'linton  has  also  helped  his  cause  by  fighting  Gingiich  &  Co. 
r  a  few  issues  of  transcendent  importance  to  black  Amer- 
is.  He  refused  to  reverse  his  support  for  affirinative-action 
cies,  held  out  for  more  Head  Stall  fimds,  and  cb'ew  a  bud- 
iry  line  in  the  sand  over  summarily  ending  Medicaid. 
3sident  Clinton  walks  the  walk  when  it  comes  to  domestic 
cy,"  says  Detroit  Mayor  Dennis  W.  Archer,  a  Democrat. 
Ither  moves  have  cemented  Clinton's  hold  on  black  voters, 
was.  careful  to  endoree  the  "personal  responsibility"  theme 
he  Million  Man  March  while  distancing  himself  fi"om  or- 


JACKSON:  Giimig  Democrats  a  hand 


ganizer  Louis  Farrakhan.  And  he  has  stood  by  two  embattled 
African  American  Cabinet  officers:  Commerce  Secretary 
Ronald  H.  Brown  and  Energy  Secretary  Hazel  R.  O'Leary, 
despite  gop  calls  to  fire  them. 

Ron  Lester,  president  of  polling  firm  Lester  &  Associ- 
ates, notes  that  Clinton's  positive  rating  among  blacks  has 
jumped  in  his  sui-veys  fi-om  63%  a  year  ago  to  80% — higher 
even  than  ratings  for  Jackson  or  CoHn  L.  Powell.  "We  feel 
comfortable  with  Clinton,"  says  Lester,  who  is  black. 

The  President's  campaign  strategists  want  to  maintain 
that  comfort  level  through  Election  Day.  They  believe  a 
heavy  African  American  turnout  is  essen- 
tial for  Clinton  to  carry  crucial  swing 
states  such  as  Califomia,  Illinois,  Michigan, 
New  Jersey,  and  Pennsylvania.  For 
starters,  the  President  plans  to  deliver  a 
major  address  on  Martin  Luther  King 
Day  as  a  reminder  of  his  commitment  to 
the  black  community.  And  his  campaign  is 
planning  get-out-the-vote  drives  to  re- 
verse 1994's  shaip  drop  in  black  turnout. 
Jackson  has  pledged  to  help  register  8 
million  new  voters.  "This  generation  can 
defeat  Gingiich  and  his  forces,"  he  says. 
Still,  other  black  leadere  want  to  keep  the  pressure  on  Clin- 
ton to  ensure  that  he  doesn't  move  rightward  again.  Giimibles 
Northeastern  Illinois  University  pohtical  scientist  Robert 
Starks:  "Clinton  will  go  whichever  way  the  wind  blows." 
One  idea  is  to  present  Clinton  and  the  gop  nominee  with  an 
African  American  contract  adopted  at  a  national  convention 
this  summer.  Says  Howard  University  political  scientist 
Ronald  W.  Walters:  "We  have  to  exercise  some  leverage." 

If  Clinton  takes  theii*  support  for  granted,  disaffected  black 
leaders  are  talking  of  boycotting  the  race.  But  with 
Gingrich  vowing  to  make  a  new  lun  on  the  welfai'e  state, 
opinion  in  Black  America  is  ciystaUizuig — in  Clinton's  direction. 

By  Richard  S.  Dimham, 


CAPITAL  WRAPUP 


rUCKATTHESEC? 

Securities  &  Exchange  Commission- 
Steven  M.  H.  Wallman's  hopes  to  re- 
ice  Mary  Schapiro  as  chairman  of  the 
mmodity  Futures  Trading  Commis- 
n  got  a  boost  on  Jan.  2.  The  Senate 
ifirmed  Utah  lawyer  Norman  S. 
mson  to  an  sec  seat.  Joining  Wall- 
in  and  Chairman  Arthur  Levitt  Jr., 
mson  raises  to  three  the  number  of 
nmissioners  on  the  five-member 
lel.  Rules  allow  the  sec  to  conduct 
siness  with  only  two  commissioners, 
ting  Wallman  move  to  the  cftc  even 


as  the  Senate  reviews  the  nomination 
of  University  of  Aki'on  law  professor 
Isaac  C.  Hunt  for  another  sec  seat. 

A  CLOSE  EYE  ON  TRADE 

►  President  Clinton's  trade  hawks 
will  strike  a  tough  pose  this  year.  The 
Commerce  Dept.  and  U.  S.  TYade 
Representative  are  setting  up  offices 
to  make  sure  foreign  nations  live  up 
to  trade  accords  with  the  U.  S.  Insid- 
ers say  campaign  politics  is  behind 
the  effort:  Breast-beating  against 
trade  scofflaws  appeals  to  rising  eco- 
nomic nationalism  among  voters. 


BORK:  THE  RACERS'  EDGE 

►  Reagan  Supreme  Court  nominee 
Robert  H.  Bork  is  burning  up  legal 
rubber  for  some  race-car  drivers.  On 
Dec.  28,  Bork  filed  objections  to  pro- 
posed Food  &  Drug  Administration 
rules  to  restrict  cigarette  advei'tising 
at  sports  events.  Bork,  who  represents 
such  drivers  as  Mario  Andretti,  Al 
Unser,  and  Rusty  Wallace,  asserts  that 
the  rule  violates  the  First  Amendment 
right  to  free  speech.  At  stake:  big 
bucks.  Winston  alone  spends  $40  mil- 
hon  a  year  sponsoring  races. 
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ACHII 

FROM  BEIJIN 


To  keep  cont 


iky  reforms 


ovinces  such  as  Sichuan,  where  a  miner  carts  co 


Hu  Angang,  an  fcdinnuisi  ai  iin- 
Chinese  Academy  of  Sciences,  is 
one  of  the  government's  favorite 
intellectuals.  His  is  a  distinctly 
conservative  voice.  Educated  at  Yale 
University,  Hu,  42,  promotes  policies  in- 
tended to  preserve  social  stability  in 
China  rather  than  achieve  rapid  eco- 
nomic reforms.  For  instance,  to  spread 
wealth  to  poor  interior  regions,  Hu 
wants  to  end  privileges  for  special  eco- 
nomic zones  on  the  coast  once  favored 
by  Deng  Xiaoping. 

With  the  ailing  Deng,  increasingly 
out  of  the  picture,  Beijing's  insecure 
leadei's  are  heeding  the  words  of  people 
such  as  Hu  who  argue  that  China  can't 
afford  the  bold  moves  Deng  long  advo- 
cated. "If  a  leader  of  1.2  billion  people 
makes  one  little  mistake,  it  could  end  up 
being  a  big  danger,"  Hu  says. 

That's  just  one  example  of  the  chill 


wind.--  Iilnuuig  Iniiii  Beijing  as  the  coun- 
tiy  prepares  for  the  Chinese  New  Year. 
Intent  on  preserving  their  control  in 
the  post-Deng  era.  Communist  leaders 
are  retreating  fi'om  many  risky  econom- 
ic pohcies.  That  means  no  major  refonn 
of  state  entei-prises  or  the  banking  sys- 
tem— long  seen  as  crucial  to  complet- 
ing the  transfomiation  of  China's  eco- 
nomic system. 

The  new  mood  is  spilling  over  into 
China's  relations  with  the  outside  world. 
As  he  tries  to  consolidate  power.  Presi- 
dent Jiang  Zemin  is  hanging  tough  on 
such  sensitive  issues  as  Taiwan  and  hu- 
man rights.  Beijing's  decision  to  slap 
rights  activist  Wei  Jingsheng  with  a  14- 
year  sentence  in  December  is  a  reflec- 
tion of  the  new  hard  line. 

For  Washington,  the  tough  tone  has 
troublesome  implications.  China  had  a 
record  trade  surplus  of  nearly  $40  billion 


with  the  U.  S.  last  year,  and  the  '( 
sides  are  making  little  progi'ess  ine 
solving  difficult  trade  issues.  Given  i< 
imprisonment  of  Wei,  the  Clinton  d 
ministration  will  likely  increase  itsrf 
forts  to  have  the  U.  N.  CommissiorJi 
Human  Rights  censure  China  in  Math 
Moreover,  China's  use  of  military  a- 
neuvers  to  intimidate  the  TaiwaniB 
who  vote  in  their-  fii-st  direct  presideib 
elections  in  March,  is  likely  to  ackti 
tensions  in  Congress. 
DEAL  KILLERS.  American  companies  si 
have  new  worries.  Now  that  Vice-l'e- 
mier  Zhu  Rongji  has  engineered  a  "Jift 
landing"  of  China's  once-overheated  e^n 
omy,  the  government  wants  to  ensu  : 
"soft  takeoff,"  economic  growth  witlu 
the  dramatic  swings  of  the  Deng  d'S 
That's  good  news.  But  Beijing's  pfl: 
to  scrap  some  preferential  tax  polie; 
for  foreign  companies  is  causing  t'n 
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think  twice  about  moving  ahead  with 
ojects  in  China.  "The  changes  will  kill 
lot  of  deals  in  the  New  Year,"  says 
me  Stevenson- Yang,  Beijing  director 
the  U.  S.-China  Business  Council. 
Although  China  remains  a  lucrative 
irket  in  sectors  such  as  telecommuni- 
tions,  many  companies  are  concerned 
th  plans  to  eliminate  duty-free  status 
r  imported  machinery  and  to  abolish 
X  rebates  for  exports  of 
Efh  value-added  goods, 
meral  Motors  Corp.,  for 
ample,  which  recently  se- 
red  a  $1  billion  deal  to 
educe  sedans  in  Shanghai, 
uld  be  affected  unless  it 
ns  an  exemption.  "These 
fids  of  tax  svdngs  are  to 

expected  in  an  emerging 
onomy,"  says  gm  Chairman 
hn  F.  Smith  Jr.  '  You  have 
flow  with  the  changes." 
A  slowdovm  in  foreign  in- 
stment  may  not  trouble 
3  leadership  if  it  helps  to 
ep  inflation  under  control, 
ice  Zhu  launched  an  aus- 
ity  program  in  1993,  infla- 
n  and  economic  growth 
ve  moderated.  Growl^h  in 
95  slowed  to  about  10%, 
im  12.6%  a  year  earher, 
lile  retail  prices  eased 
m  a  21.7%  rise  in  1994  to 
)und  15%  in  1995. 
ATHING.  One  reason  for 

leadership's  conservative 
X  of  policies  is  the  fear 
it  poor  inland  provinces 
!  falling  too  far  behind. 

of  restiveness  are 
;rywhere.  Workers  have 

•n  demonstrating  over  un- 


new  policy  proposals.  Guangdong  offi- 
cials also  are  upset  about  the  central 
goveniment's  decision  to  cancel  tax  re- 
bates for  value-added  exports. 

The  changing  signals  in  Beijing  are 
disheartening  to  refoiTners.  "There  will 
be  no  big  push  for  change,"  says  Hai 
Wen,  deputy  director  of  Beijing  Univer- 
sity's China  Center  for  Economic  Re- 
search. Change  is  especially  needed  in 


SIZZLING  SHANG 


miimMimmmimimiimm 

China  in  1996:  What  to  Watch 

BALANCE  AMONG  PROVINCES  The  leadership  is  scaling 
back  privileges  of  rich  coastal  provinces,  trying  to  shift 
resources  to  poor  inland  regions 

ECONOMIC  REFORMS  Beijing  will  go  slow,  further  delay- 
ing sweeping  enterprise  changes  as  well  as  banking  and 
financial-market  reform 

ECONOMIC  GROWTH  Leadership  hopes  to  maintain  non- 
inflationary  growth  without  spurring  unemployment 


equity  for  the  debt.  In  1996,  the  number 
of  enterprises  involved  in  such  experi- 
ments may  reach  4,000,  accounting  for 
50%  of  the  production  value  of  all  state- 
owned  companies. 

The  best  hope  for  major  reform  is 
for  China  to  get  into  the  World  Trade 
Organization.  As  a  member,  China 
would  be  forced  over  a  designated  peri- 
od of  time  to  hberalize  its  economy  by 
dropping  many  trade  bar- 
riers. But  Chinese  officials 
involved  with  the  negotia- 
tions aren't  hopeful.  "Recent 
negotiations  have  not  made 
any  progress,"  says  Li 
Zhongzhou,  a  director  gener- 
al at  the  Ministry  of  For- 
eign Ti'ade  &  Economic 
Cooperation.  "I'm  very  pes- 
simistic." While  Jiang  an- 
nounced in  November  that 
(  'liina  would  lower  tariffs  on 
1,000  products  by  no  less 
than  30%  in  1996,  Chinese 
officials  have  yet  to  disclose 
wWch  goods  will  be  included. 

Clinton  Administration  of- 
ficials question  whether  Chi- 
na's leaders  seriously  want 
to  join  the  new  trade  tribu- 
nal. They  note  that  Beijing 
has  not  fully  responded  to 
the  "road  map"  for  member- 
ship that  Washington  pro- 
vided in  November.  China 
also  has  failed  to  crack  down 
effectively  on  piracy  of  U.  S. 
intellectual  property.  In  an 
election  year,  rising  econom- 
ic nationalism  doesn't  give 
the  Administration  much 
wiggle  room.  "The  pohtical 
reality  is  that  WTO  accession 


d  salaries,  rising  unem-   —   will  be  colored  by  overall  re- 


yment,  and  falling  stan 

•ds  of  living.  In  early 

cember,    500  migrant 

rkers  from  the  interior 

shed  with  police  in  a 

ody  riot  in  Guangdong. 
I  minimize  unrest,  Beijing's 
I  iers  want  to  recentralize 
i  ver.  The  government,  for 

mple,  is  beefing  up  a  new  tax  system 

ensure  that  Beijing  gets  a  bigger 
1  e  of  the  pie  fi'om  the  richer  prov- 
1  »s,  M'hich  would  allow  it  to  poui'  more 
i  ds  into  inland  areas  for  infrastruc- 
t  e,  agriculture,  and  education. 
!  ^ovincial  leaders  in  Guangdong  and 
I  lian  provinces  are  fighting  to  keep 
I  ir  privileges.  The  party  chief  of  Shen- 
)  n,  the  special  economic  zone  adja- 
(  t  to  Hong  Kong,  wrote  a  scathing 
i  cle  in  the  local  press  attacking  the 


POLITICAL  STABILITY  Crackdown  could  intensify  on 
democracy  activists  and  Tibetan  followers  of  the  Dalai  Lama 

FOREIGN  INVESTMENT  Government  could  take  away  spe- 

cial  tariff  and  tax  privileges  for  some  foreign  investors  returning  to  The  era  "when 


lations,"  says  Charlene  Bar- 
shefsky.  Deputy  U.  S.  Trade 
Representative. 

No  one  believes  China  is 


FOREIGN  RELATIONS  Continued  conflicts  with  the  U.S. 
over  such  issues  as  Taiwan,  human  rights,  and  trade 

DATA,  BUSINESSWEEK 

the  state  sector,  one  of  the  biggest  drags 
on  the  economy.  Since  state-owned  facto- 
ries employ  some  50%-  of  the  urban  pop- 
ulation, the  leadership  isn't  willing  to 
let  them  go  bust.  But  they  won't  let  the 
larger  factories  privatize,  either. 

Instead,  modest  experiments  are  the 
nile.  Beijing  is  selecting  1,000  big  enter- 
prises to  run  their  own  operations  fi'ee 
from  government  interference.  The  gov- 
ernment will  also  help  forgive  massive 
bank  loans  by  allowing  them  to  swap 


state  planners  ruled  supreme. 
But  the  recentralization  is 
clearly  an  attempt  to  enable 
Beijing  to  set  the  pace  of  ec- 
onomic development  rather  than  cede 
that  power  to  the  coastal  provinces. 
Some  analysts  even  argue  that  China 
has  outgi'own  the  go-go  Deng  days  and 
now  needs  time  to  consolidate  after  15 
years  of  rampant  growth.  Whatever  the 
case,  China's  leaders  are  detemiined  to 
play  it  tougher  at  home  and  abroad. 

By  Joyce  Barnathan,  with  Dexter 
Roberts,  in  Beijing,  Amy  Borrus 
in  Washington,  and  Kathleen  Kerwin 
in  Detroit 
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GERMANY 


THE  ECONOMY 
THAT  FELL  TO  EARTH 

Germany's  slowdown  is  scaring  its  neighbors 

GeiTnany  is  supposed  to 
be  Europe's  locomo- 
tive. But  thanks  in 
part    to    recent  Frencii 
strikes  delaying  shipments 
of  German  goods,  gi'oss  do- 
mestic product  probably  will 
show  no  growth  in  the 
fourth  quarter,  the  second 
stagnant  quarter  in  a  row. 
Unemployment,  rising  since 
last  spring,  is  at  9.3%.  In- 
dustrial output  is  4%  below 
last  year's  level.  And  new 
orders  in  the  engineeiing  in- 
dustry are  plunging.  Says 
Ian  Harwood,  head  of  strat- 
egy at  London's  Kleinwort 
Benson  Group  plc:  "Fears 
of  a  hard  landing  are  gi-owing." 

Indeed,  while  a  tax  cut,  a  recent  Bun- 
desbank interest-rate  reduction,  and  a 
widely  expected  decline  in  the  German 
mark  may  produce  a  brief  rebound  in 
the  first  half,  the  yeai'  ahead  looks  giim. 
Unless  consumers  unzip  their  pocket- 
books  in  a  huny — and  that  looks  doubt- 
ful— Germany  will  have  a  hard  time 
even  reaching  the  anemic  2%  gi'owd:h 
rate  it  achieved  in  1995  (chart). 
OUT  OF  THE  WATER.  Such  downbeat 
forecasts  scare  Gei-many's  neighbors.  "If 
Germany  slows  down,  everyone  else 
winds  down  with  it,"  says  Sergio  De 
Nardis,  senior  economist  at  Confindus- 
ti'ia,  the  Italian  industrialists'  federa- 
tion. That  could  spell  the  end  of  Eu- 
rope's gi"and  plans  for  a  single  cui'rency 
and  monetary  union  by  the  start  of 
1999.  European  Union  nations,  led  by 
France,  already  are  struggling  to  cut 
budget  deficits  and  cap  goverament  debt 
levels  to  bring  them  in  line  with  the 
Maastricht  Tr-eaty.  But  a  serious  gi'owth 
setback  starting  from  Germany  would 
lower  tax  revenues,  raise  government 
borrowing,  and  bloat  deficits  across  the 
EU,  putting  monetary  union  out  of  reach 
and  blowing  fuilher  European  unifica- 
tion out  of  the  water. 

To  a  great  degree,  Germans  have 
themselves  to  blame  for  their  predica- 
ment. Economics  Minister  Giinter 
Rexrodt  attributes  the  current  slow- 
down to  a  high  mark,  big  wage  hikes, 
and  rising  taxes.  Add  overregulation  of 


business  and  rigid  work  niles,  and  it's 
no  surprise  that  German  companies 
made  $26  billion  in  direct  investments 
abroad  in  the  first  nine  months  of  1995, 
double  the  1994  rate. 

The  money  is  flowing  to  Eastern  Eu- 
rope, Asia,  and  even  Britain,  whose 
manufactuiing  costs  are  40%  lower  than 
Germany's.  The  huge  gap  prompted 
Siemens,  for  example,  to  choose  Britain 
as  the  site  for  a  $1.7  billion  semicon- 
ductoi"  plant.  Consumer-products  maker 
Procter  &  Gamble  Co., 
meanwhile,  has  halted 
new  investments  in 
Germany.  Its  high 
business  costs,  warns 
Harald  Einsmann,  P&G 
regional  president,  risk 
turning  Germany  into 
the  "hole  in  the  dough- 
nut" in  Em'ope's  indus- 
trial landscape. 

As  manufacturers 
rethink  their  commit- 
ment to  Germany,  hol- 
lowing out  is  becoming 
a  gi"owth  business.  Two-thirds  of  man- 
agement consultant  McKinsey  &  Co.'s 
German  trade  now  consists  of  helping 
manufacturers  expand  production 
abroad.  Says  Senior  Partner  Herbert 
Henzler:  "Germany's  present  export 
model — design  it,  make  it,  and  export  it 
from  here — is  no  longer  viable." 

With  more  companies  adopting  that 
mantra,  workforce  cuts  will  continue. 


SIGNS  OF  GERMAN 
STAGNATION 
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DATA.  DEUTSCHE  BANK  RESEARCH,  OECD 


Gei-many  has  already  lost  1  million  j 
since  1992,  mostly  in  mamrfactuiing. 
employers'  organizations  wam  that 
additional  500,000  to  1  miUion  jobs 
at  lisk  unless  wage  costs,  particuL 
welfare  taxes,  fall.  Little  wonder  th;i 
one  recent  poll,  two-thirds  of  easi; 
Germans — and  half  of  those  in  j 
west — told  the  Allensbach-ba) 
Demoskopie  Institut  that  the  risl: 
losing  their  jobs  is  ii 
their  biggest  wony. 

That's  bad  news  for  i 
icymakers  who  are  co 
ing  on  a  revival  of  ( 
sumer    demand.  M; 
expect  further  Bundesh 
rate  cuts,  and  an  $11 1 
lion  income  tax  reduc; 
kicked  in  on  Jan.  1. 
some  analysts  wonde 
the  money  will  find  its 
into  stores,  noting  thaU 
ter  months  of  belt-tighj 
ing  to  pay  higher  tae 
many    consumers  arr 
about  to  loosen  up  vrith'j 
economy  slowing.  "We  \'i 
without  so  much  this 
that  we  might  consider  spending  ,1 
tax  rebate],"  says  Gabi  Lewin,  a  moi 
of  two  whose  husband  works  in  are 
countant's  office.  "But  if  things^ 
worse  over  the  short  term,  we  ni'» 
just  sock  it  away  and  wait." 
BEARING  FRUIT.  Reflecting  that  cauc 
retail  sales  fell  2.5%  in  1995,  the  til 
straight  decline,  and  a  hoped-for  4 
spmt  in  Christmas  buying  failed  to'xi 
terialize.  And  forget  about  1996.  > 
poll  foi'  the  weekly  newspaper  5 
Woche  published 
Jan.  3,  59%  of  the 
Germans  questicit 
said  they  expect*,} 
economy  to  woite 
This  and  other  jil 
says  Walter  Deuss 
of  the  Karstadt  de 
ment-store  chain,  ' 
point  to  any  du 
improvement  in 
sumer  confidence. 

While  Gerr 
waits  for  consi 
spending  to  revive 
economy  continues  to  flag.  If  the  U. 
any  guide,  German  I'estructiuing  ei 
could  start  beai-ing  fiiiit  around  the 
the  EU  plans  to  get  monetary  unior 
motion.  That  could  leave  Gei-many 
competitive  than  ever.  Untfl  then 
pect  anxiety  levels  to  keep  risin| 
Germany  and  across  Europe. 

By  John  Templenian  in  Bonn, 
bureau  reports 
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BRITAIN:  AS  LABOR  SMELLS  BLOOD, 
FOREIGN  COMPANIES  TREMBLE 

rime  is  running  out  for  John  Major.  The  British  Prime 
Minister  wants  to  postpone  national  elections  until  May, 
1997,  when  his  five-year  term  is  up.  By  then  he  hopes  an 
iproving  economy  will  change  the  minds  of  voters  who 
)\v  rate  him  one  of  the  least  popular  leaders  in  British  his- 
ry.  But  the  hapless  Major  may  not  be  able  to  last  that  long. 
Two  members  of  Parliament  from  his  Conservative  Party 
■cently  deserted.  Several  others  have  died  in  the  past  year, 
ajor's  majority  in  the  651-seat  House  of  Commons  is  now 
)wn  to  five  votes.  Febnaary  special  elec- 
ts will  likely  cut  it  to  three.  It  seems 
ily  a  matter  of  time  before  the  harried 
nme  Minister  loses  his  majority  or  a 
nfidence  vote  and  is  forced  to  call  a  snap 
ection  that  he  is  almost  certain  to  lose. 
16  Conservatives  trail  Labor  by  30%  in 
linion  polls. 

ILNERABLE.  At  stake  is  Britain's  attrac- 
^eness  as  a  low-cost  base  for  Ameri- 
n,  Asian,  and  Continental  companies, 
he  becomes  Prime  Minister,  Labor 
ider  Tony  Blair  is  likely  to  adopt  a 
iiimum  wage  as  well  as  the  Maastricht  Treaty's  costly  pro- 
)rker  i-ules.  Thousands  of  foreign  companies  with  some 
00  biUion  in  direct  investments  in  Britain  are  watching 
)sely.  So  are  the  14  other  European  Union  states,  be- 
Lise  a  Labor  government  is  likely  to  favor  tighter  ties  with 
irope. 

Major's  precarious  position  leaves  him  vulnerable  to  special 
erests.  For  instance,  he  increasingly  needs  the  votes  of  nine 
otestant  Ulster  Unionist  MPs.  But  their  leaders  recently 
imed  that  their  support  cannot  be  taken  for  gi-anted.  That 
!ans  the  Northern  Ireland  peace  talks  are  likely  to  be 
Id  hostage  to  Unionist  demands. 

Seeing  Major  totter.  Labor's  Blair  is  closing  in  for  the 
ockout.  He  misses  no  chance  to  issue  sound  bites  about 


MAJOR:  A  razor-thvn  majority 


i  Tory  disarray.  "It  is  difficult  to  see  how  [the  govern- 
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ment]  can  stumble  and  stagger  on  for  another  16  months," 
he  says.  Another  good  opportunity  should  come  soon:  A 
damning  report  is  expected  from  a  special  investigative 
panel,  following  a  two-year  inquiry  into  whether  Margaret 
Thatcher's  government  condoned  weapon  sales  to  Iraq  dur- 
ing an  international  embargo  and  just  prior  to  Saddam 
Hussein's  1991  invasion  of  Kuwait.  Several  key  Thatcher 
aides  at  the  time  are  still  in  government.  Moreover,  local 
elections  in  May  are  almost  certain  to  erode  Conservative 
power  even  further. 

BICKERING.  Major's  own  Conservatives 
are  almost  as  big  a  problem  for 
their  supposed  leader  as  Labor.  Almost 
any  issue,  no  matter  how  trivial,  pro- 
duces a  party  fight  these  days.  In 
late  December,  for  example,  a  handful  of 
Conservative  Eiu'oskeptics  sided  with  La- 
bor to  defeat  Major  on  a  vote  allowing 
Spanish  fishermen  to  enter  British  wa- 
ters. But  the  matter  wasn't  considered 
important  enough  to  trigger  a  confidence 
vote. 

Fed  up  with  this  bickering.  Major  abruptly  quit  last  July 
as  party  leader.  He  thought  an  election  would  flush  out 
troublesome  right-wingers  and  restore  his  credibility.  While 
he  won  by  a  comfortable  margin,  his  efforts  to  placate  the 
right  on  ciTJcial  social  issues,  such  as  restricting  immigi-ation 
and  cutting  benefits  for  single  parents,  alienated  some  long- 
time Tories.  For  instance,  Consei-vative  MP  Emma  Nicholson, 
a  former  deputy  party  chairman,  made  a  big  splash  on  Dec. 
29  when  she  blasted  the  Tories  and  switched  to  the  Liberal 
Democrats. 

All  this  makes  Major  look  more  and  more  like  a  lame 
duck  while  Blair  plays  the  budding  statesman,  jetting  off  to 
Japan  and  Singapore.  Major's  hopes  for  another  15  months 
are  looking  increasingly  unrealistic. 

By  Paula  Divyer  in  London 


iERMAN  AMBIVALENGE 

Germany's  sending  troops  to  Bosnia 
i  being  hailed  as  a  significant  first 
tep  toward  assuming  a  bigger  world 
Die.  But  at  the  same  time,  the  coun- 
ry's  military  leaders  are  beginning  to 
uestion  how  well  prepared  the  coun- 
ty will  be  for  future  operations  of 
lis  sort.  In  the  1996  compulsory 
raft,  the  majority  of  candidates  opt- 
ti  for  alternative  social  service  on 
)nscientious  objector  grounds.  The 
erman  brass  doubts  that  it  will  be 
ble  to  keep  the  Bundeswehr  staffed 


at  its  current  level  of  340,000  troops. 

SAUDI  SHIFT 

►  Saudi  Crown  Prince  Abdullah's 
takeover  of  the  official  duties  of  ailing 
King  Fahd  may  temporarily  cool  spec- 
ulation about  royal  succession.  But  it 
won't  put  an  end  to  the  Saudi  prob- 
lem. There  is  a  natural  rivalry  be- 
tween Abdullah,  72,  and  his  support- 
ers and  the  full  brothers  of  Fahd, 
including  Prince  Sultan,  the  Defense 
Minister,  who  is  considered  second  in 
line  for  the  throne.  There  are  also 
questions  about  the  suitability  of  Sul- 


tan, 71,  who  has  been  the  target  of 
withering  criticism  from  Islamic  dissi- 
dents and  others.  They  say  he  has 
used  his  position  to  reap  enormous 
profits. 

MEXICO'S  NEW  ENERGY  CHIEF 

►  The  most  important  aspect  of  the 
recent  Cabinet  shakeup  is  the  naming 
of  a  new  Energy  Secretary.  Jesus 
Reyes  Heroles,  a  respected  econo- 
mist, is  viewed  as  likely  to  speed 
stalled  efforts  to  open  up  petrochemi- 
cals and  gas  distribution  to  private 
investors. 
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From  Beijing  to  Warsaw, 
hot  local  talent  is  poundini 
away  at  U.S.  dominance  of 
the  music  industry 


It  didn't  matter  that  they  we 
packed  into  a  drafty  college  dini 
hall  or  that  they  only  had  a  ft 
hours'  notice.  They  were  ready 
rock.  For  four  hours  on  a  recent  Sund 
night,  3,000  students  ft-om  the  Beiji 
University  of  Science  &  Technolo: 
abandoned  theii*  books  to  enjoy  the  f( 
bidden  sound  of  a  live  concert.  Th 
chanted  and  waved  lighters  while  s 
bands — including  two  of  China's  hottf 
stars.  He  Yong  and  Dou  Wei — blari 
out  Chinese  versions  of  rock,  grunj, 
and  heavy  metal. 

Because  Chinese  authorities  rare' 
gi-ant  peiTnission  for  rock  concerts,  i 
tickets  were  sold.  So  neither  the  bans 
nor  the  music  company  that  backs  thd 
made  any  money.  But  the  undergi'oui 
concert  was  nonetheless  a  huge  succe. 
The  event  will  help  the  bands  sell  ht.- 
dreds  of  tapes  and  compact  disks  • 
word  of  mouth.  And  that  will  bolstr 
the  reputation  of  Taiwan's  Roi 
Records,  an  independent  label  tha? 
promoting  local  talent — and  taking  ,1 
PolyGram,  Sony,  and  other  giants  in  ti 
region. 

HOT  SPOTS.  Welcome  to  the  new  frc- 
tiers  of  the  music  business.  New  Yc; 
and  London  are  on  their  way  out  ; 
the  world's  hottest  music  towns.  Ai 
the  standards  for  what's  hip  on  the  g- 
bal  music  scene  may  no  longer  be  defc- 
mined  primaiily  by  U.  S.  megastars. 
day,  the  action  is  shifting  to  spots  sui 
as  South  Africa,  where  Johannesburg 
pop-jive  soimd — a  mix  of  traditional  ir 
rican  beat,  jazz,  and  rhythm  &  blues- j 
gaining  popularity  worldwide.  And  ) 
Hong  Kong,  where  superstar  Jac^ 
Cheung  is  creating  hits  that  sell  lis 
gangbusters  as  fai*  away  as  Amsterda 
These  days,  talent  scouts  are  fanni 
out  to  coffee  houses  in  Latin  Ameri 
karaoke  clubs 
Asia,  and  even  sch  j 


STAR  POWER 


Hong  Kong 
singer  Jacky 
Cheung  is  the 
first  Asian 
artist  to  make 
PolyGram's 
Top  10  roster 


dances   in  Centih 
Europe.   They  f]  | 
searching  for  singf ' 
and  rock  groups  vu  ,1 
can  make  it  bigtti 
their  own  regions 
catch  on  around 
world.    Says  Kr 
Berry,  president  \^ 
EMI  Music  Interi' 
tional:  "The  demgjji 
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•  American  music  is  starting  to  re- 
ie.  Now,  the  big  growth  is  in  local 
;ists." 

The  $40  billion  music  industiy  is  in 
5  midst  of  a  dramatic  transfoi-mation. 
is  changing  from  a  business  relying 
avily  on  U.  S.  sales  and  exports  to 
e  that  is  far  more  decentralized  and 
ared  to  local  and  regional  tastes, 
my  experts  think  the  U.  S.  portion 
the  worldwide  music  market  will 
rink  to  just  20%  by  2000,  down  from 
third  today  and  50%  in  1987.  After 
ars  of  selling  the  tunes  of  Michael 
ikson  and  Mariah  Carey  to  overseas 
trkets,  the  five  large 
npanies  that  control 
%  of  the  industry — 
lyGram,  Warner, 
ny,  EMI,  and  Bertels- 
inn — are  pouring  bil- 
r»s  of  dollars  into  re- 
mal  studios,  plants, 
d  distribution  net- 
rks. 

Driving  the  changes 
a  sales  slump  in  the 
S.  After  a  decade  of 
uble-digit  growth, 
isic  sales  in  the  U.  S. 
3W  by  just  2.6%  in 
J  first  half  of  1995 
lart).  One  reason  is 
!  slowdown  in  com- 
;t-disk  sales.  Over 
(  last  decade,  music 
es  soared  as  collec- 
s  converted  vinyl 
ords  and  cassette 
es  to  CDS. 

■^Jow,  that  wave  is 

sting,  just  as  other 

'blems    surface.  A 

irth  of  new  super- 

rs  has  forced  compa- 

3  to  dig  into  their 

Its  and  recycle  hits 
aging  rockers  to 

st  sales.  At  the  same 

e,  profitability  is  tak- 
a  pounding  as  top 
sts  with  global  ap- 
1  are  able  to  extract 

I  ler  fees,  emi  paid 
million  to  sign  Janet 
cson  in  1991.  Now,  the  company  is 
e  to  signing  a  new  contract  for  $80 
ion  to  keep  her,  or  she'll  bolt  to  a 
peting  label.  "You  have  to  pay  a  [top] 
e  to  get  a  top  artist  to  sign  with 
"  says  Rudi  Gassner,  ceo  of  Bertels- 
n's  BMG  Entertainment  International. 

CD  FAR."  Overseas,  the  picture  is  far 
rhter.  From  Warsaw  to  Beijing, 
ig  people  in  emerging  markets  are 
iding  their  rising  disposable  incomes 
apes  and  cos.  And  while  they  will 
line  up  to  buy  the  Hkes  of  Bon  Jo\i 
Michael  Bolton,  they  increasingly 


want  to  hear  stars  who  speak  their  own 
language  and  reflect  their  own  culture. 
The  lifestyle  of,  say.  Madonna,  says  an 
engineering  student  in  Beijing,  "is  too 
far  from  our  own."  His  favorite:  Chi- 
nese rock  singer  Dou  Wei. 

Those  preferences  pose  major  chal- 
lenges for  the  music  giants.  With  tight 
government  controls  and  rampant  pira- 
cy still  the  rule  in  many  countries,  in- 
vesting in  the  music  busmess  m  India  or 
Thailand  is  fraught  with  risk.  In  the 
old  days,  exporting  Madonna's  records 
and  tapes  involved  little  extra  overhead 
cost  and  even  less  imagination.  Now, 
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While  the  U.S.  music  market  is  flat, 
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music  companies  must  scout  out  Chi- 
na's emei'ging  pop  idols — and  struggle 
with  all  the  cultural,  political,  and  lo- 
gistical difficulties  of  starmaking.  While 
local  artists  make  far  less  than  their 
U.  S.  counterparts,  they  can  snag  $10 
million  deals  if  their  music  sells  widely 
across  a  region.  With  recording  and  vid- 
eo production  costs  higher  in  overseas 
markets,  the  onus  is  on  companies  to 
find  artists  vdth  wide  appeal. 

To  make  matters  worse,  the  Big 
Five  ai'e  facing  new  competition.  Power- 
ful new  players  such  as  Seagi'am  Co.'s 


recently  acquired  mca  Inc.  and  Dream- 
Works SKG  are  both  determined  to  build 
a  global  music  business  from  scratch. 
Other  media  giants — Sumner  M.  Red- 
stone's Viacom  Inc.,  Rupert  Murdoch's 
News  Corp.,  and  Michael  D.  Eisner's 
Walt  Disney  Co. — are  nosing  ai'ound  the 
business.  One  of  these  companies  is  ex- 
pected to  pounce  on  emi  Music  when 
its  parent  company.  Thorn  emi,  splits 
in  two  later  this  year 

The  Big  Five  are  also  batthng  new 
regional  independents,  such  as  Taiwan's 
Rock  Records,  Brazil's  Sigla,  or  Japan's 
Pony  Canyon.  Often  njn  by  street-wise 

RAPT  CROWD 

Fans  all  over  the 
world  are  like 
these  Taiwanese- 
they  want  music 
and  lyrics  that 
speak  to  their 
own  concerns 

local  entrepreneiu-s,  the 
independents  are  savvi- 
ei'  about  spotting  new 
talent.  In  16  years, 
Rock  Records  has  built 
itself  into  eastern  Asia's 
largest  independent 
record  company,  with 
50  Chinese-language 
aitists,  including  the  re- 
gion's most  popular 
stars.  Sales  were  an  es- 
timated $85  million  for 
1995. 

The  strains  of  going 
global  are  causing  tur- 
moil in  the  gilded  suites 
of  music  management. 
Squabbling  over  slump- 
ing domestic  profits  and 
the  high  price  of  inter- 
national expansion  are 
behind  some  of  the  tu- 
mult. Warner  Music 
Group  Inc.  is  on  its 
third  chief  in  18 
months.  Sony's  U.  S. 
chief,  Michael  P.  Schulhof,  was  ousted  af- 
ter poor  performance  in  the  company's 
movie  and  record  businesses. 

And  while  management  is  stable  at 
PolyGram,  weaker-than-expected  sales 
plus  delays  in  new  albums  forced  m,an- 
agement  to  issue  a  warning  that  1995 
profits  will  be  flat.  "We've  all  had  a  good 
ran  in  the  U.  S.,  but  it's  slowing  down," 
worries  bmg's  Gassner  "The  question 
is,  can  we  increase  revenues  in  mature 
mai'kets  while  we  wait  for  the  new  ones 
to  develop?  It's  a  very  critical  time." 
The  changing  cuiTents  initially  took 


60 

•|FPI  and  industry  estimate 
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many  music  executives  by  sui'prise.  Al- 
though music  companies  began  to  look 
offshore  in  the  late  1980s,  they  were 
mainly  selling  successful  U.  S.  artists. 
"Music  from  the  rest  of  the  world  was 
an  afterthought,"  says  emi's  Beiry. 

Then  came  disappointing  sales  out- 
side the  U.  S.  Alternative  rock  bands, 
such  as  Warner  Music's  Green  Day  and 
PolyGram's  Blues  Traveler,  haven't  been 
as  well  received  as  were  Nirvana  and 
Pearl  Jam  in  the  early  1990s. 
EARSPLITTING.  Nor  does  rap  music,  so 
lucrative  at  home,  travel  easily.  The  lyr- 
ics conjure  up  the  things  Europeans 
and  Asians  fear  most  about  the  U.  S. — 
crime  and  violence.  French  teens  are 
opting  for  "rai"  music,  and  Italians  "rag- 
amuffin," both  less  harsh  Euro-equiva- 
lents to  rap.  Even  more  popular  in  Eu- 
rope is  "techno,"  or  dance,  music  with 
its  earsplitting  bass  and  minimal  lyrics. 
In  1985,  U.  S.  and  British  artists  ac- 
counted for  65%  of  music  sales  in  Eu- 
rope; now  it's  just  45%. 

Finally,  though,  the  Big  Five  music 
companies  are  starting  to  catch  on  to 
the  demand  for  local  music.  "Developing 
local  repertoire  is  our  No.  1  goal,"  says 
Robert  M.  Bowlin,  president  of  Sony 
Music  Intemational.  He  estimates  that 
80%  of  the  music  sold  in  Latin  America 
is  by  Latins,  while  60%  of  that  sold  in 
Asia  is  by  locals.  Says  Don  Atyeo,  gen- 
era! manager  of  Murdoch's  Hong  Kong- 
based  Channel  [V]  satellite  music-video 
channel:  "At  first,  they  threw  us  Stone 
Temple  Pilots  and  gTunge  music,  which 
doesn't  work  here.  Now  they  send  us 


GLOBAL  SOUND 

Italy's  Laura  Pausini 
has  swept  Europe, 
and  now,  with  a 
Spanish-language 
record,  is  a  hit  in 
Latin  America 

80%  local  repertoire  and 
Western  music  that  works 
in  this  market,  such  as  love 
songs." 

Another  trend  siu-prises 
even  the  most  experienced 
music  managers.  Known  as 
"the  crossover,"  it's  when 
music  fi'om  one  region  out- 
side the  U.  S.  and  Britain 
carves  out  a  big  niche  in 
another.  Continental  Euro- 
pean artists  are  now  sell- 
ing in  astounding  numbers 
in  Japan,  Korea,  and  Brazil. 
Warner's  Italian  chanteuse, 
Laura  Pausini,  has  swept  through  Eu- 
rope and,  having  recorded  a  Spanish- 
language  album,  is  a  big  hit  in  Latin 
America.  So  is  bm(;'s  Italian  superstar 
vocalist,  Eros  Ramazotti. 

Warner's  Luis  Miguel,  Mexico's  fa- 
vorite balladeer,  last  year  sold  500,000 
albums  in  Korea,  where  he  was  voted 
top  intemational  artist  of  the  year  emi's 
obscure  Danish  rock  band,  Michael 
Leams  to  Rock,  sold  2  million  records  in 
Asia,  including  500,000  in  Japan. 


So  far,  no  one  has  discovered 
emerging-market  Madonna  with  worl 
wide  appeal.  But  Warner  Music  maest 
Seymoui'  Stein,  who  discovered  the  U.. 
singer,  is  rolling  the  dice  by  promotingi 
mainland  Chinese  singer  called  DadaM 
worldwide.  Warner's  Elektra  label  wl 
release  her  Sister  Drum  album  in  tj 
U.  S.  in  mid-January,  following  a  Eui- 
pean  tour 

The  Shanghai  singer,  whose  rd 
name  is  Zhu  Zheqin,  doesn't  sound i 


TAPPING 
THE  GLOBAL 
MUSIC 
MARKET 

How  the  Big  Five 
stack  up  in  the  race 
for  new  sounds 


POLYGRAM 


WORLDWIDE  MAR- 
KET SHARE*  19% 

SALES** 

$4.7  billion 

PRETAX  OPERAT- 
ING INCOME 

$685  million 

TOP  U.S.  ARTISTS  Bon  Jovi,  Boyz  II 
Men,  Blues  Traveler,  Stevie  Wonder 

TOP  EMERGING  TALENT  Ace  of  Base 
(Sweden),  Jacky  Cheung  (Hong 
Kong),  MC  Solaar  (France) 

UPSIDE/DOWNSIDE  No.  1  worldwide  and 
No.  2  in  the  U.S.,  with  13.7% 
stake.  Early  focus  on  building  local 
repertoire  now  paying  off,  but  top 
management  is  distracted  by 
demands  of  new  film  unit. 


DATA:  COMPANY  REPORTS,  SOJNDSCAN,  BUSINESS  WEEK 


'Estimate 


"Year  ending  Dec,  31,  1994 


EMI  MUSIC 


WORLDWIDE  MAR- 
KET SHARE*  15% 

SALES** 

$3.35  billion 

PRETAX  OPERATING 
INCOME  $450 
million 

TOP  U.S.  ARTISTS  Garth  Brooks,  Eb 
Seger,  Frank  Sinatra,  Janet  Ja;: 

TOP  EMERGING  TALENT  Roxette  (S'J 
den),  Yumi  Matsutoya  (Japan)!lc 
Secada  (Cuba),  Eric  P\/loo  (Taivin 
Mamonas  Assassinas  (Brazil) 

UPSIDE/DOWNSIDE  Boosted  worldfci 
market  share  from  10%  after  liy 
Virgin  Records  in  1991  and  JcS 
nese  affiliate  m  1994  but  is  v\al 
the  U.S.,  with  10.1%  stake.  t_ 

'Estimate  **Fiscal  year  ending  Mzjl 
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t  like  Madonna,  but  tlie  two  think 
ke:  She  adopted  the  name  Dadawa 
cause  it's  easily  pronounced  in  both 
iian  and  Western  languages.  Warner's 
pe  is  that  the  Chinese  singer's  music, 
lich  is  a  mix  of  Tibetan  chants  using 
ch  ancient  instruments  as  the  long 
impet,  the  barreled  drum,  and  the 
lu  fiddle,  will  resonate  with  millions  of 
egorian  chant  aficionados.  Says  Bill 
tedy,  president  of  mtv  Networks 
;emational:  "I  think  it's  only  a  matter 


ASIAN  MADONNA? 

Dadawa,  a  mainland 
Chinese  singer  about 
to  embark  on  a 
European  tour,  is 
getting  a  worldwide 
push  from  Warner 

of  time  before  a  Michael 
Jackson  or  a  Madonna 
[emerges]  from  Russia  or 
Vietnam  or  India." 

South  Korea,  Taiwan, 
and  Poland,  too,  ai-e  quickly 
becoming  reliable  money- 
spinners,  especially  now 
that  their  governments  are 
reining  in  illegal  sales.  Once 
the  greater  China  market 
develops — including  the  1.4 
billion  or  so  Mandarin 
speakers  from  mainland 
China,  Taiwan,  Indonesia, 
Singapore,  and  Malaysia — 
music  companies  expect  to  rack  up  big 
profits  from  investments  in  Mandarin 
artists. 

And  if  Mexico  and  other  large  Latin 
American  countnes  can  stabilize  their 
economies,  the  music  business  could  see 
double-digit  eamngs  growth  once  again, 
even  without  the  U.  S.  Many  companies 
are  building  a  Latin  American  presence 
now  that  Brazil  and  Mexico  are  ranked 
No.  7  and  No.  8,  respectively,  in  the 
world  in  total  retail  music  sales.  Poly- 


Gram  recently  paid  $57  million  for  the 
region's  largest  independent,  Rodven 
Records  in  Caracas. 

So  far,  PolyGram  is  the  market  lead- 
er. Asia  accounts  for  25%  of  its  total 
sales,  with  such  superstars  as  Jacky 
Cheung  and  Faye  Wong  imder  contract. 
Cheimg-'s  1993  album,  Kisa  and  Goodbye, 
sold  4  miUion  copies  worldwide,  which 
made  him  the  first  Asian  artist  to  get 
on  PolyGram's  annual  Top  10  roster. 
"You've  got  to  take  yoiu-  hat  off  to  Poly- 
Gram,  which  was  doing  15  years  ago 
what  the  rest  of  us  are  starting  to  do 
now,"  says  Michael  Smellie,  senior  vice- 
president  of  BMG  Entertainment,  Asia- 
Pacific. 

ROUGH  PATCHES.  Now,  the  others  are 
racing  to  catch  up.  "We  haven't  grown 
by  less  than  50%  for  the  past  three 
years,  and  we  expect  that  to  continue," 
boasts  Lachie  Rutherford,  regional  man- 
aging director  of  EMI  Music  for  South- 
east Asia  and  China. 

No  doubt,  there  are  still  rough  patch- 
es ahead.  It  will  likely  take  years  for 
government  controls  to  be  rolled  back 
and  for  piracy  to  be  curbed  in  markets 
such  as  China  and  Russia.  But  in  the 
meantime,  as  the  new  middle  class 
gi'ows  in  places  as  fai-flung  as  Shanghai, 
Prague,  and  Mexico  City,  music  lovers 
hunger  for  a  mix  of  local,  regional,  and 
American  tunes.  As  the  music  industry 
responds,  some  executives  can  already 
hear  the  sound  of  money. 

By  Paula  Dwyer  in  London,  with 
Margaret  Dawson  in  Taipei  ami  Dexter 
Roberts  in  Beijing 


NER  MUSIC  GROUP 


BERTELSMANN  MUSIC  GROUP  ■  SONY  MUSIC  ENTERTAINMENT 


NIDE  MAR- 
IRE*  18% 

iion 

OPERATING 

million 


'  .ARTISTS  Madonna,  Green  Day, 
'  &  the  Blowfish,  R.E.M. 

» iRGING  TALENT  Laura  Pausini 
\  Aaron  Kwok  (Hong  Kong), 
l|  a  (China),  Luis  Miguel 

i:  0) 

■|i  

DOWNSIDE  Dominates  the 
i  with  22%  market  share,  but 
ing  catch-up  in  the  global 
;  building  local  repertoire 


"Year  ending  Dec,  31,  1994 


WORLDWIDE  MAR- 
KET SHARE*  13% 

SALES** 

$3.8  billion 

PRETAX  OPERAT- 
ING INCOME  N/A 

TOP  U.S.  ARTISTS 

Whitney  Houston,  ZZ  Top,  Toni 
Braxton,  Grateful  Dead 

TOP  EMERGING  TALENT  Eros  Ramazotti 
(Italy),  Masahuru  Fukuyama 
(Japan),  So  Pro  Contrariar  (Brazil), 
Diego  Torres  (Argentina) 

UPSIDE/DOWNSIDE  Pushing  hard  to 
develop  local  talent.  Weak  in  the 
U.S.,  with  12.2%  stake;  could  see 
worldwide  share  slip  as  distribution 
agreement  with  MCA  is  phased  out. 

'Estimate  **Flscal  year  ending  June  30,  1995 


WORLDWIDE  MAR- 
KET SHARE* 

17.5% 

SALES** 

$4.9  billion 

PRETAX  OPERATING 
INCOME  N/A 

TOP  U.S.  ARTISTS  Michael  Jackson, 
Bruce  Springsteen,  Mariah  Carey, 
Pearl  Jam 

TOP  EMERGING  TALENT  TUBE  (Japan), 
Harlem  Yu  (Taiwan),  Patricia  Kaas 
(France),  Roberto  Carlos  (Brazil) 

UPSIDE/DOWNSIDE  Shares  No.  2  spot 
in  U.S.  with  PolyGram;  dominates 
Latin  America,  but  in  other  markets 
is  overly  dependent  on  American 
talent. 


'Estimate 


**Fiscal  year  ending  Mar,  31,  1995 
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Marketing 


RETAILING 


EVERYTHING  MUST  GO- 
TO THE  LiaUIDATORS 

Retailing's  vultures  are  getting  fat  as  stores  drop  like  flies 


w 


Fith  store  chains  dropping  dead 
left  and  right,  the  past  year  in 
retaihng  has  been  as  dismal  as 
any  in  recent  memory.  Except,  that  is, 
for  the  industiy's  undertakers:  the  small 
and  all-but-invisible  clutch  of  compa- 
nies that  come  in  and  liquidate  leftover 
merchandise  when  a  retailer  shuts 
down  or  shrinks.  Liquidators  purchase 
the  inventory,  nan  the  going-out-of-busi- 
ness  (GOB)  sale,  and  make  a  living  on 
the  difference.  And  retailing's  plague 
year  has  been  very  good  to  them:  In 
1995,  they  disposed  of  an  estimated  $3 
billion  to  $5  billion  worth  of  goods, 
about  double  1994  levels. 

Now,  as  the  financial 
consequences  of  the  latest 
Chiistmas  bust  take  hold,  an 
other  rash  of  bankiuptcy  filings 
is  almost  certain.  "The  outlook 
for  the  liquidators  in  the  next 
few  years  is  pi'etty  good,  given 
that  we  still  have  several  more 
years  of  consolidation  ahead  of 
us,"  says  Thomas  R.  Rauh,  na- 


country,  from  Jamesway  to  Fayva. 
Schottenstein  Professional  Asset  Man- 
agement in  Columbus,  Ohio,  will  help 
close  362  outlets  of  Edison  Brothers 
Stores  and  198  of  Petrie  Stores  by  the 
end  of  the  month.  Even  healthy  retail- 
ers— or  at  least  viable  ones — have  start- 
ed calling  in  the  liquidators  to  close  se- 
lected stores  as  they  cut  back. 

Why  don't  retailere  just  hang  out  theii' 
own  sales  banners  and  pocket  the  pro- 
ceeds? For  starters,  liquidators  pay  cash 
for  the  inventoiy — a  plus  for  strapped 
operators  and  their  creditors — and  take 
on  all  the  nsk.  "We  know  what  we're 
going  to  get  going  into  the  deal,"  says 
Kevin  J.  Kuhnowski,  vice-president  for 
store  operations  at  Jamesway  Coip.,  who 
expects  Gordon  Brothers  to  close  the 


SOINS  OUT  OF  BUSINESS 


at  Ernst  &  Young. 
BIG  UNKNOWNS.  A  handful  of 
major  players,  all  privately  held 
and  scattered  from  New  Eng- 
land to  the  West  Coast,  may  be 
the  biggest  retailers  no  one  has 
ever  heard  of.  Gordon  Brothers 
Partners,  a  Boston  outfit,  is  op- 
erating 800  stores  around  the 
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RETAILER 

LIQUIDATOR 

EDISON  BROTHERS 

AIco,  Nassi  Bernstein*, 

(selected  stores) 

Schottenstein 

FAYVA 

Gordon  Brothers 

JAMESWAY 

Gordon  Brothers 

KMART 

Buxbaum  Ginsberg,  Gordon 

(selected  stores) 

Brothers,  Schottenstein 

PETRIE  STORES 

AIco,  Nassi  Bernstein, 

(selected  stores) 

Schottenstein 

WOODWARD  &  LOTHROP 

Gordon  Brothers 

•NOW  NASSI  GROUP  AND  BERNSTEIN  FINANCIAL  GROUP                          DATA:  BUSINESS  WEEK 

SHOP  TILL  IT  DROPS:  Hunting  for 
bargains  at  a  liquidatioyi  sale 

last  of  the  chain's  outlets  by  mid-Januati 
And  for  chains  that  are  merely  cuttirj 
back,  bringing  in  an  outside  company  ■ 
close  stores  frees  management  to  foci 
on  continuing  oper'ations. 

Besides,  running  a  gob  sale  isn't  i 
easy  as  just  marking  dovm  prices.  Liqi 
dators  have  to  have  a  shrewd  eye  ft 
pricing  merchandise.  And  since  they  tal 
over  oper-ations  during  a  gob  sale,  the 
have  to  estimate  expenses  accur^ately- 
everything  from  payr"oll  to  phone  bil 
to  the  big  ad  budgets  needed  to  lui 
bar'gain  hunter-s.  A  typical  sale  lasts  6 
10  weeks,  with  markdowns  starting 
20%  and  climbing  as  high  as  90%  in  tl 
final  days.  Gor-don  Br'others  Preside 
Robert  C.  Sager  calls  his  team  the  Gre( 
Berets  of  retail.  "You  drop  them  in  som 
wher-e,  you  give  them  a  compass  and 
knife,  and  they  have  to  survive,"  he  saj 
INCENTIVES,  indeed,  these  are  not  ide 
selling  conditions.  To  deal  with  store  ei 
ployees  who  will  be  out  of  a  job  wh 
the  sale  ends,  liquidators  have  to  craft 
centive  plans  to  make  it  more  profital 
for  staff  to  stay  and  work  rather  th 
quit  or  walk  off  with  annloads  of  m( 
chandise.  Or  worse.  When  W.  T.  Gra 
closed  two  decades  ago,  employees  tri 
to  block  the  gob  sale  by  emptying  t 
cash  r'egisters.  The  money  went  into  t 
bank,  but  the  stor*es  were  unable 
make  change.  And  airy  miscalculation 
what  the  mei-chandise  is  worth  or  h( 
much  traffic  ads  will  generate  can  be 
tal.  Says  David  M.  Bernstein,  ceo 
Ber-nstein  Financial  Group:  "It's  like  hi 
ing  a  party  and  wonying  that  nobo 
shows  up."  Or  too  many,  for  that  matt 
So  great  was  the  throng  on  the  fii 
day  of  the  B.  Altman  sale  in  1989  tl 
Bernstein  was  forced  to  close  the  doc 
at  3  p.m. 
Jif-      Although  the  current 
tail  climate  has  brought  mc 
^    opportunity,  there's  also  mc 
competition.  That  means  liquic-' 
toi"s  ar-e  paying  more  to  win  jo . 
And  consumers,  who  can  fil 
half-price  sales  any  day  of  ti 
week  in  their  local  departme; 
stoi'es,  ar-e  growing  inured  ) 
screaming  gob  sale  signs.  "Gts 
are  losing  their  touch,"  s* 
James  L.  Schaye,  executive  vi  - 
president  of  Schottenstein.  "Wl 
have  to  find  something  new."t 
may  be  getting  harder  to  attr  t 
moiuTiers,  but  the  fiiner-als  wot 
be  stopping  any  time  soon. 

By  Lori  Bongior^ 
in  New  Ftc 


or  vice  versa. 


ricing  ahead  of  features 

HP  PCs* 

W  you  don't  have  to  ask  / 

^  "  which  comes  first. 

Gone  are  the  days  of  sacrificing  features  to 
get  reliable,  reasonably  priced  business  PCs. 
Unlike  other  vendors,  which  offer  good  prices 
only  on  their  low-end  boxes,  Hewlett-Packard 
is  committed  to  offering  the  very  best  prices 
on  the  very  best  PCs. 

Witness  the  high  performance  HP  Vectra  VL4  PC. 
Designed  around  new  technologies  to  ensure 
that  your  software  runs  better  and  faster  than 
ever  before,  it  has  one  of  the  most  aggressive 
prices  in  the  industry  A  price  that  has  left  our 
competitors  gasping. 

So  stop  compromising.  You  can  have  it  both 
ways.  For  more  information  or  the  name  of 
your  nearest  HP  dealer,  call  1-800-322-HPPC, 
Ext.  1098.^  Or  visit  http://www.hp.com/go/vectra 
on  the  World  Wide  Web. 


from 

1,679' 


HEWLETT^ 
PACKARD 


Cover  Story 


THE 
SHREDDER 

Did  CEO  Dunlap  save  Scott  Paper-or  just  pretty  it  up 


Albert  J.  Dunlap  had  just  completed  the  biggest  deal 
of  his  life.  On  Dec.  12,  Scott  Paper  Co.  shareholders 
approved  his  $9.4  billion  merger  with  Kimberly- 
Clark  Corp.  amid  cheers  at  Florida's  luxurious  Boca 
Raton  Resort  &  Club.  "It  was  almost  like  a  rock  con- 
cert," says  "Chainsaw  Al,"  as  he  is  known  to  de- 
tractors and  friends  alike.  Rather  than  pop  the  cork  on  a 
bottle  of  champagne,  however,  Dunlap  went  home  to  his  wife, 
Judy,  foi'  what  he  describes  as  a  "quiet  and  pensive"  evening. 
"It  was  a  bit  of  an  empty  feeUng  for  me,"  he  says.  "There  was 
this  hollowness  there.  It  was  like  part  of  me  was  gone." 

Investors  and  WaO  Street  analysts  did  plenty  of  celebrating, 
though.  The  deal  created  a  $12  bil- 
lion global  consumer-products  com- 
pany. And  it  represented  a  profes- 
sional triumph  for  Scott  Chainnan 
and  CEO  Dunlap,  who  has  won 
widespread  plaudits  for  transfoiTn- 
ing  Scott  fi'om  a  stodgy,  tii-ed  un- 
derperformer  into  a  profit  power- 
house. Under  his  leadership,  Scott's 
stock  rose  225%,  adding  $6.3  billion 
in  value  to  the  company.  The  latest 
numbers  for  the  world's  largest 
maker  of  tissue  products  left  neaiiy 
everyone  dazzled:  Thanks  to  hefty 
price  hikes  and  deep  cost-cutting, 
third-quarter  earnings  more  than 
doubled,  to  a  record  $155.4  milhon, 
surpassing  even  the  rosy  expectations  of  Wall  Street. 
"WAKE-UP  CALL."  Dunlap  is  haixUy  demiu-e  about  what  he  has 
wrought.  "The  Scott  story  will  go  down  in  the  annals  of 
American  business  history  as  one  of  the  most  successful, 
quickest  tuniarounds  ever,"  he  says.  "It  makes  other  turn- 
arounds pale  by  comparison."  In  the  process,  Dunlap  trans- 
formed himself  into  a  high-profile  business  leader  and  out- 
spoken champion  of  the  shareholder  "He  has  been  a  wake-up 
call  to  a  lot  of  ceos,  and  he  has  been  good  for  American  busi- 
ness," says  Wayne  R.  Sanders,  chaii-man  of  Kimberly-Clark. 

Little  known  before  his  arrival  at  Scott  in  April,  1994, 
the  58-year-old  Dunlap  has  garnered  widespread  attention  and 
acclaim  in  the  media.  He  now  speaks  before  mba  students  at 
Wharton  and  Hai-vard  business  schools,  and  a  ghostwriter  is 


"Chainsaw  Al"  brags 
that  other  turnarounds 
pale  by  comparison. 
Critics  charge  that  he 
slashed  plenty  of  muscle 
along  with  the  fat 


hard  at  work  on  his  autobiogi-aphy.  Headhunters  canvas  i 
boards  of  other  sleepy  companies  that  need  to  be,  as  Dunk 
so  willingly  puts  it,  "Dunlapped."  j 
Much  as  his  brief  tenure  at  Scott  did  for  Dunlap's  repu|i 
tion,  it  did  more  for  his  personal  worth.  After  less  than  tl( 
years'  work,  Dunlap  walked  away  with  nearly  $100  millior|i 
salary,  bonus,  stock  gains,  and  other  perks.  Kimberly-Cl^ 
had  agreed  to  pay  Dunlap  and  a  corps  of  his  loyal  liji- 
tenants  an  extraordinary  $41  million  in  the  most  luci-atit 
noncompete  agreement  ever  crafted  in  American  busines 
Dunlap  alone  got  $20  million  in  exchange  for  his  agreemAt 
not  to  work  for  a  rival  for  five  years,  while  five  senior  eji 
utives  pocketed  $4.2  million  eacl 
But  critics  inside  and  outsjs 
Scott  say  Dunlap  is  leaving  the  co> 
pany  in  a  much  less  healthy  pn 
tion  than  he  claims.  While  it  is  |r 
porting  record  profits  and  wl|e 
investors  have  reaped  big  gaii;, 
Scott  is  losing  U.S.  market  sh-e 
in  its  tliree  major  product  fields:  i- 
per  towels,  bathroom  tissue,  and  fs 
cial  tissue  (table,  page  58).  Dun|) 
maintains  the  numbers  are  "distf'i- 
ed"  because  he  weeded  out  nunr 
ous  unprofitable  products.  Yet  sits 
numbers  in  the  U.  S.,  accordingjb 
an  independent  research  firm,  ^ 
down  in  such  key  brands  as  ( 
tonelle  bath  tissue,  Scotties  facial  tissue,  and  the  renanK' 
Scott  Clean  paper  towels.  In  Britain,  an  important  oversp 
market,  Scott's  share  in  toilet  paper  has  fallen  from  31  .S'/dc 
26.4%  in  the  past  two  years,  according  to  A.  C.  Nielsen  C( 

Former  execs  say  that's  partly  because  Dunlap  cut  plent^)! 
muscle  along  with  the  fat — pumping  up  short-term  resus 
at  the  expense  of  long-term  health.  More  than  11,000  peopl^- 
71%  of  headquartei's  staff,  50%  of  the  managers,  and  20'^»f 
houi'ly  workers — saw  their  jobs  eliminated  under  Dunlap. 
the  same  time,  he  slashed  spending  on  research  and  develh 
ment  and  staff  tr-aining.  These  for-mer  executives  beUeve  6 

FETCH:  Dnnlap  bought  a  house  in  Boca  Raton,  Fla.,  aw(|~ 
moved  Scott  headquarters  there  from  vear  Philadel'phi(\ 
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Two  Views  of  a  Turnaround 

Scott  Paper  Chairman  At  Dunlap  says  he  has  been 
responsible  for  "one  of  the  most  successful,  quickest 
turnarounds  ever  "Many  former  Scott  executives  and 
other  observers  take  a  different  view. 


WHAT  DUNLAP  SAYS      WHAT  OTHERS  SAY 


deep  cuts  in  both 
workforce  and  long- 
term  investment  will 
make  it  hard  for 
Kimberly  to 
achieve  the  full 
$600  million  in 
"synergies  and 
cost  reduc- 
tions"   that  Wall 
Street  is  expecting 
from  the  combined 
companies. 

What  galls  many 
foiTner  executives, 
employees,  and 
union  leaders  is 
their  belief  that 
Dunlap   and  his 
team  took  credit 
for  improvements 
that  had  been  in  the 
works  foi'  months,  if 
not    years.  Scott's 
board  of  directors 
began  to  consider 
the  $1.6  biUion  sale 
of  publishing  paper- 
maker  S.  D.  Warren 
Co. — which  Dunlap 
himself    calls  "the 
linchpin  of  my  strate- 
gy"— in  the  spring  of 
1993,  a  full  year  before 
Dunlap    arrived.  A 
modern  tissue  mill  in 
Owensboro,  Ky.,  that 
Dunlap  opened  with 
gi'eat  fanfare  last  May 
had  been  under  way 
since  1990,  when  man- 
agers selected  the  site. 
Several  of  the  new 
products  that  Dunlap's 
team  claims  responsibili- 
ty for  are  the  result  of 
years  of  effort  by  ousted 
staffers.  Even  many  of 

the  employee  layoffs  had  already  been  approved  by  Scott 
before  Dunlap  came  on  board.  Counters  Dunlap:  "It's  one 
thing  to  make  an  announcement.  It's  another  to  actually  do  it." 
BROKEN  PLEDGE.  Then  there  are  the  human  and  social  costs 
of  Dunlap's  tenure.  Besides  the  thousands  of  employees  laid 
off,  many  more  were  cut  loose  after  Scott  sold  various  pieces 
of  itself.  Several  communities  have  lost  a  generous  coi-porate 
citizen — especially  in  the  Philadelphia  area,  where  the  com- 
pany was  headquartered  from  its  founding  in  1879  until  last 
year.  Before  moving  the  world  headquarters  to  Boca  Raton, 
Fla. — just  after  he  bought  a  $1.8  million  house  there — Dunlap 
also  eliminated  all  coiporate  gifts  to  charities,  even  reneging 
on  the  final  $50,000  payment  of  a  $250,000  pledge  to  the 
Philadelphia  Museum  of  Art  . 

The  debate  over  what  a  company  owes  its  shai'eholdei-s  and 
what  it  owes  its  stakeholders — the  people  who  work  for  it  and 
the  communities  in  wliich  it  operates — is  a  long-nmning  one, 
of  course.  But  rarely  have  the  issues  been  placed  in  such 
stark  relief  as  at  Scott.  Because  Dunlap  openly  revels  in  his 
"Chainsaw"  sobriquet  and  loudly  tiumpets  his  slashing  tactics, 
he  is  helping  change  the  nornis  of  acceptable  coiporate  be- 


•A  key  part  of  his  strategy 
was  to  invest  in  Scott  for  the 
future 

•  He  went  to  Scott  to  run  it  for 
the  long  term — not  just  to 
pretty  it  up  for  a  quick  sale 

to  the  highest  bidder 

•  Scott  launched  107  new 
products  while  under  Dunlap's 
tenure 

•The  "linchpin"  of  his 
strategy  was  to  sell  printing 
unit  S.D.  Warren 

•  His  team  claims  credit  for 
an  innovative  product  that 
combines  baking  soda  with 
bath  tissue 

•  He  claims  credit  for  signing 
joint-production  pacts  in 
China,  India,  and  Indonesia 
to  expand  the  global  reach  of 
the  company 


havior,  argues  Pe 
D.  Cappelli,  chairr 
of  the  managem 
d  e  p  a  r  t  m  ( 
at  Wharl 
I  "He  is  J 
suading  c 
ers  that  shi 
holder  value  is 
be-all  and  end-all,"  ^ 
Cappelli.  "But  Dur 
didn't  create  value, 
redistributed  income  from 
employees  and  the  com; 
nity  to  the  shareholders.' 

There's  no  question  t 
before  Dunlap's  arrival 
Apr.  19,  1994,  Scott  Paper- 
a  prime  example  of  a  morib 
bureaucracy.  Founded  by  bri 
ers  Irvin  and  Clarence  Scot 
was  the  fii'st  to  market  roll 
tissue  for  use  as  toilet  pa 
Over  the  yeai's,  Scott  bee 
the  world's  largest  supj 
of  toilet  tissue,  paper  i, 
kins,  and  paper  towels:  S. 
gi'ew  to  $5.4  bilHon  in  somi; 
countries  by  1990.  But  toj 
competition  from  rivals  sue 
Procter  &  Gamble  Co.  be; 
to  erode  profit  margins  as  ; 
ly  as  the  1960s.  And  like  n  i 
old-line  American  compaii 
Scott  was  slow  to  react. 
Enter  Dunlap.  A  V> 
Point  gi'aduate  and  fori 
paratrooper,  he  has  mai; 
career  out  of  being  aggE 
sive  and  decisive.  By  t 
count,  Dunlap  has  tun 
around  eight  ailing  compa  t 
In  the  eai'ly  1980s,  he  woi;i 
his  magic  on  a  badly  trouK 
Lily-Tulip  Inc.  by  filing  ha' 
headquaiters  staff  and  26' 
salaried  employees.  Theil 
helped  Sii-  James  Goldsmith  tu!Ti  around  his  U.  S.  operate 
Dunlap  got  the  nickname  "Chainsaw"  from  a  Goldsmith  fi!i 
who  admired  Dimlap's  abOity  to  cut  fat  from  bloated  compart 
When  Scott's  board  of  director-s  was  looking  for  a  repc 
ment  for  Chairman  and  ceo  Philip  E.  Lippincott,  Buh 
was  in  retirement.  He  had  quit  a  job  in  Australia  after  v 
years  as  managing  director  of  Consolidated  Press  Hoklj] 
Ltd.,  the  TV  and  magazine  empire  owned  by  billionaire  e 


LOSING  GROUND  WITH  AMERICAN  SHOP 


•  He  pumped  up  short-term 
results,  slashing  R&D 
by  50% 

•  Dunlap  arrived  in  April, 
1994;  Salomon  was  retained 
later  that  same  year  to  shop 
the  company 

•  Many  of  the  "new  products" 
can  be  accounted  for  by 
changes  in  packaging 

•Scott's  board  had  given  the 
O.K.  a  year  earlier  to  pursue 
the  sale  of  Warren 

•  Marketing  staffers  say  they 
began  work  on  this  successful 
product,  a  version  of  Cot- 
tonelle,  as  early  as  1991 

•The  groundwork  for  the 
Chinese  deal  had  begun  as 
early  as  1988,  and  the  deal 
might  not  have  been  otherwise 
possible 


SALES  IN  U.S.  FOOD.  DRUG.  AND 
MASS  MERCHANDISE  OUTUTSIN 


PAPER  TOWl! 


THE  52  WEEKS  ENDED  OCT.  29 

TOTAL  MARKET 

$2  Billion 

SCOTT  PAPER  SALES 

$306.6  Million 

SCOTT  MARKET  SHARE 

15.3% 
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Packer.  The  board's  deci.sion  to  hire  Dunlap,  Scott's  first 
tside  CEO,  was  made  with  the  expectation  of  quick  action. 
The  board  got  more  than  it  bargained  for  Dunlap  brought 
everaged-buyout  mind-set  to  Scott:  sla.sliing  expenses,  ditch- 
T  assets,  and  paring  debt.  He  showed  his  impatience  with 
i-fashioned  notions  of  corporate  behavior.  Touring  a  Scott 
int,  Dunlap  asked  an  employee  how  long  he  had  worked 
are.  The  worker,  recalls  a  colleague,  proudly  replied  that  he 
us  a  30-year  veteran.  "Why  would  you  stay  with  a  company 
-  30  years?"  asked  Dunlap  incredulously. 
EACHED  WHALE."  Within  two  months  of  his  anival,  he 
•ote  a  bi-utal  prescription  for  Scott.  There  would  be 
yor  changes  in  management,  a  restnictuiing  that  would 
ininate  35%  of  the  employees,  outright  sales  of  units 
related  to  Scott's  core  tissue  business,  and  a  new 
•ategy  for  the  future.  "Scott  was  a  beached  whale,"  he 
ys,  noting  that  it  had  lost  market  share  for  four 
ars  in  a  row,  lost  $277  million  the  yeai-  before  he  ar- 
•ed,  and  had  seen  its  credit  standing  deteriorate.  "Peo- 
;  have  to  understand  that  I  didn't  create  the  problem." 
While  Dunlap's  cuts  went  far  and 
ep,  he  told  employees  that  his  goal 

15  to  reinvest  in  the  business  and 
;hion  a  clear  vision  for  the  future, 
it  many  survivors  say  it  soon  he- 
me clear  he  was  interested  in  sell- 
l  out.  "At  the  employee  meetings, 

spoke  about  building  the  compa- 
,"  recalls  a  former  marketing  ex- 
utive.  "But  by  the  end  of  1994,  it 
it  became  a  volume-driven  plan  to 
etly  up  the  place  for  sale." 
Dunlap  bristles  at  the  charge, 
hat's  pure  bullshit,"  he  says,  ticking 
'  a  list  of  achievements  during  his 

16  at  Scott:  It  introduced  107  new 
oducts  last  year,  signed  its  first 
nt  ventures  in  China,  India,  and 
lonesia,  and  redesigned  its  pack- 
ing worldwide.  "It  has  nothing  to 

with  the  short  term,"  he  says. 

Tiat  I've  turned  over  to  Kimberly-Clark  is  a  corporation 
;h  a  laid-out  strategy,  new  products,  and  new  facilities." 
Tiberly-Clark's  Sanders  has  no  doubts  about  the  deal.  A 
)kesperson  says  the  merger  gives  Kimberly  far  gi-eater 
ch  around  the  world  in  a  broader  range  of  products.  "Now 

have  a  stable  of  some  of  the  best-known  brands  in  the 
rid,"  says  Tina  S.  Ban-y,  a  Kimberly-Clark  vice-president. 
But  of  those  107  new  pi'oducts  Dunlap  points  to,  neai'ly  hah" 

accounted  for  by  changes  in  packaging  of  a  single  product 
1  the  upgrading  of  anothei-.  Marketing  chief  Richard  R. 
;olosi  concedes  that  Scott  counts  as  22  "new  products" 

repackaging  of  Scott  Clean  paper  towels  in  22  countries, 
other  22  come  from  upgrading  its  basic  Baby  Fresh  wet 
les  to  a  thicker,  quilted  product  in  those  same  22  countries. 


•nings  hit  record  levels,  thanks  to  sharp  cost-cutting, 
p's  Scott  has  yet  to  halt  a  slide  in  market  share 


Cover  Story 


"Dunlap  didn't  create 
value.  He  redistributed 
income  from  the 
employees  and 
the  community  to  the 
shareholders" 

PETER  D.CAPPELLI 

Management  Department  Chairman, 
Wliarton  School 


ILET  PAPER 


FACIAL  TISSUE 


4  BUlion 

up 
7.7% 

$11.7  Billion 

up 
5% 

Million 

up 

2% 

$77.3  Million 

down 
2.5% 

% 

down 
1.2  points 

6.6% 

down 
0.5  points 

DATA;  INFORMATION  RESOURCES  INC 

Dunlap's  boasts  about  signing  joint-production  agi'eements  in 
China,  India,  and  Indonesia  also  rankle  the  former  executives 
who  laid  the  gi'oimdwork  for  those  initiatives  years  ear-lier  The 
foimdation  for  the  joint  agreement  to  produce  tissue  paper  vrith 
Shanghai  Paper  Co.  in 
China,  for  example, 
was  laid  in  1988,  when 
Scott  bought  a  small 
outfit  in  Hong  Kong,  according  to  a  foiTner  executive. 

Even  Dunlap's  rhetoric  about  layoffs  doesn't  quite  match 
reality.  Many  of  the  employee  cuts  had  been  approved  by 
Scott's  board  under  Lippincott.  "The  cutbacks  on  the 
hourly  side  had  been  agreed  to  before  Dunlap  ever 
came  into  the  pictui'e,"  says  Donald  L.  Langham,  inter- 
national vice-president  for  the  United  Paperworkers 
Union.  "He  just  nished  up  the  process." 

It's  also  deal'  that  Dunlap  and  his  top  aides  began  ex- 
ploring the  possibility  of  selling  Scott  within  months 
of  their  arrival.  Merger  documents  filed  with  the  Secu- 
rities &  Exchange  Commission  show  that  Salomon 
Brothers  Inc.  had  been  retained  in 
"late  1994"  to  begin  shopping  the 
company.  By  December  and  January, 
Salomon  had  already  identified  two 
dozen  potential  acquisitors,  including 
Kimberly-Clark. 

Beginning  in  late  1994,  former 
managers  say,  Dunlap's  team  began 
making  moves  that  suggested  their 
time  horizons  weren't  very  long. 
Scott's  R&D  budget  was  slashed  in 
half,  to  about  .$35  milhon,  and  60%  of 
the  staffers  in  r&d  were  eliminat- 
ed. At  Nicolosi's  behest,  the  mar- 
keting department  began  weekly 
volume  forecasts,  up  from  monthly 
reports.  "We're  talking  about  a 
whole  new  definition  of  short  term," 
says  a  former  Scott  marketer. 

The  cost-cutters  didn't  go  after 
just  R&D.  They  also  foi-bade  managers 
ft-om  being  involved  in  community  activities  because  that 
would  take  away  fi*om  their  business  duties.  They  banned 
memberships  in  industry  organizations  that  allowed  man- 
agers to  network  with  competitors.  They  also  scrapped  a 
yearly  event  at  which  Scott  met  with  its  leading  suppliers  to 
improve  relationsliips  and  get  better  piices  for  goods.  Dunlap 
saw  the  meeting  as  a  waste.  "This  was  nonsense,"  he  says. 
HOGGING  THE  CREDIT.  Former  company  officials,  on  the  oth- 
er hand,  say  Dunlap's  take  on  purchasing  was  nonsense.  The 
meeting  was  pait  of  a  major  reengineering  of  tliis  function  be- 
gim  in  late  1991.  Scott  winnowed  some  20,000  suppliers  to 
about  1,000,  knocked  off  more  than  $100  million  in  annual  pm-- 
chasing  costs,  and  wrote  up  plans  for  a  75%  reduction  in 
the  200-employee  department — all  before  Dunlap  arrived. 
"The  numbers  were  showing  up  just  as  Dunlap  was  coming 
thi'ough  the  door,"  says  Theodore  R.  Ramstad,  former  direc- 
tor of  worldwide  procui-ement. 

There  were  still  other  occasions  when  the  Dunlap  forces 
claimed  credit  for  initiatives  begun  by  their  predecessors. 
One  of  the  most  innovative  of  Scott's  new  products  is  a  bak- 
ing-soda-laced toilet  tissue,  Cottonelle.  "It  was  one  of  the 
initiatives  that  we  created  and  put  into  the  marketplace," 
boasts  Nicolosi,  a  former  p&o  executive  Dunlap  had  met  on 
the  clay  tennis  courts  of  the  Boca  Raton  Hotel  and  recruited 
as  marketing  chieftain.  But  fomier  marketing  staffers  say 
they  had  been  working  on  this  product  since  1991.  "That 
did  not  happen  in  two  months,"  notes  a  fonner  executive. 
Another  claim  that  doesn't  stand  up  to  scrutiny:  Dunlap 
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The  Winners 


The  Losers 


▲  BASIL  ANDERSON 

The  chief  Jinuucktl 
officer  ivalfci^  away 
with  SIA.O  million 


►  RICHARD 
NICOLOSI  A  hnul  of 
$17.2  m  illion  for 
the  marketing  chief 

says  he  was  at  Scott 
only  one  week  when 
he  took  his  ax  to  the 
lethargic  11-person 
executive  committee. 
"I  got  rid  of  9  of  the 
11,  and  the  other 
two  I  gave  more  re- 
sponsibility," he 
says.  How  did  he 
know  so  fast  whom 
to  fire?  "I've  done 
enough  of  these  be- 
fore," he  says.  "Each  time  you  do  one,  you  get  a  little 
smarter.  And  after  a  while,  it's  almost  predictable." 

In  fact,  Dunlap  didn't  fire  any  of  the  11  in  the  fii'st  week. 
Three  had  already  announced  plans  to  retire  before  he  ar- 
rived. Another  thi'ee  were  simply  taken  off  the  committee  but 

remained  employed  by 
Scott.  Four  others — 
including  two  senior 
vice-presidents,  the 
general  counsel,  and  the  vice-president  for  human  resources — 
were  axed  on  May  26 — five  weeks  after  Dunlap  came  aboard. 
Another  was  let  go  a  month  later.  "It's  a  fish  story  that 
gets  better  with  each  telling,"  laughs  one  former  member  of 
the  committee.  Retorts  Dunlap:  "It  was  pretty  quick." 

In  their  place,  Dunlap  installed  a  six-person  operating 
committee.  It  included  thr-ee  executives  he  reciiiited:  Russell 
A.  Kersh,  who  had  worked  with  him  for  nearly  a  decade  at 
both  Lily-Tulip  and  under  Goldsmith;  John  P.  Murtagh,  a 


Cover  Story 


<  MICHAEL  COLE: 

After  S7  t/ears,  h 
was  summarily  I 
go — at  a  much 
reduced  pension 

▼  MIKECHAMBLESi 

Axed  from  his  jo 
he  has  not  found 
other  work  and  a 
stroke  has  left  hi 
IV  a  wheelchair 


lawyer  he  had  also  met  at  Lily  and  had  retained  for 
Goldsmith  group;  and  Nicolosi,  the  marketing  honcho. 

Scarcely  a  year  after  they  came  on  board,  Dunlap  sente- 
nior  vice-presidents  Kersh  and  Murtagh  to  begin  merger  e- 
gotiations  with  Kimberly-Clark.  On  June  16,  the  parr — al<g 
with  Salomon  Managing  Director  Mark  C.  Davis,  who  U 
also  worked  with  Dunlap  previously  and  whose  finn  gai'A 
$28  million  on  the  deal — worked  out  juicy  details  of  the  .'V 
erance  and  noncompete  payments  for  Dunlap  and  five  otei 
top  members  of  his  team.  Kersh,  who  arrived  at  Scott  in  id- 
June,  1994,  is  walking  away  with  $16.4  milhon.  Murt;h 
who  joined  Scott  on  June  9,  1994,  is  leaving  viath  $15.9  milr- 
Nicolosi,  who  came  aboard  the  Dunlap  express  that  Augit 
is  getting  $17.2  million  for  16  months  of  work.  Basil  L.  n- 
derson,  chief  financial  officer,  leaves  with  $14.9  million. 
BEARING  THE  BRUNT.  All  this  is  salt  in  the  wound  to  t]^ 
who  have  lost  their  jobs.  Jeiry  Michael  Chambless,  49,  ac 
worked  in  Scott's  paper  plant  in  Mobile,  Ala.,  for  29  yearsie- 
fore  being  axed  as  a  $60,000-a-year  supervisor  in  the»i|' 
bloodletting  of  August,  1994.  He  has  been  unable  to  ftndJi- 
other  job,  is  under  increasing  financial  pressure,  and  a  strjtt 
has  put  him  in  a  wheelchair.  "He  vdll  never  be  able  to  do  ^ 
thing  again,"  says  his  wife,  Marty.  The  Chamblesses 
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THE  MAKING  OF  A  CORPORATE  TOUGH  GUY 


During  Albert  J.  Dunlap's  days  at 
West  Point,  his  boxing  coach 
scored  cadets  on  how  much 
leather  they  thi-ew  and  how  much 
blood  they  lost.  Dunlap  punched  up  a 
storm  and  rarely  bled.  "He  was  ag- 
gressive and  tough  to  hit,"  recalls 
Philip  A.  Tripician,  who  roomed  with 
Dunlap.  "He  fought  out  of  a  crouch. 
And  when  he  hit  you,  he  stung  you." 

From  the  boxing  ring  to  the  exec- 
utive suite,  Al  Dunlap,  58,  has  fol- 
lowed a  remarkably  similar  strategy. 
He  moves  into  troubled  companies 
with  an  in-your-face  attitude  rare 
among  executives:  He  attacks  and 
challenges  nearly  every  premise  and 
person  in  sight.  Those  who  get  in  his 
way  feel  stung  by  the  experience. 

His  tough,  tell-it-hke-it-is  persona 
stems  from  humble  beginnings.  He 
was  bom  in  Hoboken,  N.  J.,  the  son 
of  a  shipyard  worker  As  a  boy,  he 
delivered  papers  and  hauled  crates  of 
soda  off  trucks.  "My  parents  couldn't 
afford  to  send  me  to  college,"  he 
says,  "so  either  I  got  a  scholarship  or 
I  wouldn't  get  an  education." 
"HOTSHOT."  After  graduating  from 
high  school  in  1956,  he  won  a  spot  at 
West  Point.  Of  the  more  than  1,000 
cadets  who  reported  to  the  academy 
that  July,  DurJap  was  among  the  608 
who  made  it  through  through  plebe 
year  and  "beast  barracks,"  the  first 
eight  weeks  of  verbal  hazing.  "I 
didn't  Uke  it,"  says  Dunlap.  "You  had 
to  be  a  total  masochist  to  like  it,  but 
I  knew  I  had  to  survive." 


Although  hardly  a 
stellar  student,  Dunlap 
got  by  on  toughness 
and  humor.  "He  kept 
things  Ught,"  says  Ken 
Sindora,  a  fellow 
cadet.  "He  had  a  hot- 
shot attitude,  but  he 
kept  us  laughing." 
More  important,  says 
Dunlap,  "West  Point 
made  me  tenacious 
and  very  organized.  It 
gave  a  poor  little  noth- 
ing kid  a  chance  to  get 
a  very  good  education, 
and  it  opened  up 
worlds  I  didn't  even 
know  existed." 

He  left  the  Army 
in  1963  after  a  manda- 
tory three-year  stint: 
There  was  no  action 
available,  no  war  to 
fight.  He  joined  Kim- 

POINT  MAN:  Tlie 
(icadeiny  made 
Dunlap  '"tenacious" 


berly-Clark  Corp.  as  a  $7,800-a-year 
trainee.  He  learned  the  paper  indus- 
try's basics  at  Kimberly  and  Sterling 
Pulp  &  Paper  Co.  before  becoming 
an  itinerant  troubleshooter  at 
Manville,  American  Can,  and  Lily- 
Tulip.  In  1986,  he  emerged  as  an 
aide-de-camp  to  British  billionaire  Sir 
James  Goldsmith. 


Sometime  during 
his  five-year  stint  with 
Goldsmith,  Dunlap 
reinvented  himself  as 
a  champion  of  the 
shareholder.  He  helped 
lead  the  attack  on 
Goodyear  Tire  &  Rub- 
ber Co.  management 
when  Goldsmith  made 
his  unsuccessful  hostile 
takeover  bid.  Dunlap 
charged  that  the  com- 
pany wasn't  doing 
enough  to  maximize 
shareholder  wealth — a 
situation  he  also  found 
and  has  corrected  dur- 
ing his  20-month 
tenure  as  chairman  of 
Scott  Paper  Co. 

Dunlap  bristles  at 
the  notion  that  a  busi- 
ness should  be  nm  for 
such  stakeholders  as 
employees  and  commu- 
nities. "Stakeholders 
are  total  rubbish,"  he 
says.  "It's  the  share- 
holders who  Qiwa  the 
company.  Not  enough  American  exec- 
utives care  about  the  shareholders." 

The  former  cadet  hopes  to  put  his 
philosophy  to  the  test  at  another 
company  soon.  Friends  say  Dunlap 
has  turned  down  a  few  job  offers, 
but  they  expect  him  back  in  the  ring 
shortly. 

By  John  A.  Byrne  in  New  York 


ir  two  children,  7  and  10,  are  living  on  Social  Security  pay- 
its  of  $12,000  a  year  and  may  have  to  sell  their  house. 
Mother  Mobile  employee,  Emoiy  Michael  Cole,  .58,  had  fol- 
1  ed  his  dad's  footsteps,  joining  Scott's  labor  pool  at  $1.72  an 
I  r  on  Nov.  17,  1958.  Four  of  the  seven  boys  in  the  Cole 
I  ily  had  worked  for  the  company  at  one  time  or  another. 
I  ir  37  years.  Cole  worked  himself  up  to  a  supei-visoiy  job 
(  a  $72,000-a-year  salary.  On  Aug.  16,  1994,  he  was  called  in 
\  n  vacation  and  fired.  "I  wanted  to  work  foiu-  or  five  more 
\  rs  to  get  my  full  retu'ement,  nearly  $4,000  a  month,"  he 
)  5.  Instead,  he'll  get  a  monthly  pension  of  $2,670. 
\  LLOW  CORE."  Dunlap  says  he  is  not  insensitive  to  the  pain 
\  measures  have  inflicted.  "People  say  I've  made  a  lot  of 
|i  ley  off  the  backs  of  people  by  cutting  all  these  jobs,"  he 
Ei !.  "I  find  that  personally  offensive.  I  come  from  a  working- 
i  s  family,  a  father  who  was  a  union  steward  at  the  ship- 
( Is  and  a  mother  who  worked  in  the  five-and-dime.  If  I 
i|  ^  to  get  rid  of  35%  of  the  people  to  save  65%,  that's 
1|  t  I  am  going  to  do.  It  was  me  or  Dr.  Kevorkian." 
I  roblem  is,  the  65%  who  survived  don't  feel  much  as  if 
( ■  were  saved.  The  day  after  the  merger's  completion,  Kim- 
I  y-Clark  said  it  would  cut  8,000  of  the  combined  companies' 
i'  X)  workforce  by  1997.  Among  other  things,  Kimberly  said 


it  would  shutter  Scott's  headquarters  in  Boca  Raton — an  an- 
nouncement it  made  the  same  day  that  local  officials  received 
Dunlap's  request  for  a  $156,000  incentive  gi-ant  for  job  creation. 

His  supporters  insist  that  what  ultimately  counts  is  the 
$6.3  billion  in  value  that  Dunlap  created.  Some  of  the  stock's 
rise,  however,  can  be  attributed  to  Wall  Street  speculation 
that  the  company  would  be  sold.  The  day  Dunlap's  appointment 
was  announced,  a  highly  respected  Brown  Brothers  Hairiman 
&  Co.  analyst,  Kathiyn  F.  McAuley,  i-an  a  check  on  his  previous 
experience.  Recalls  McAuley:  "I  said  to  myself:  'Well,  the 
board  sold  the  company.'  When  you  looked  at  his  background, 
you  realized  that  what  he  had  done  best  was  sell  companies." 

In  any  case,  Dunlap's  "empty"  feelings  on  his  day  of  cele- 
bration are  probably  shared  by  thousands  of  other  Scott  em- 
ployees. "His  sentence  should  be  to  run  the  company  as  it  is 
for  five  years,"  says  a  fonner  high-level  Scott  executive.  "He 
would  never  be  able  to  do  it.  Scott  is  just  a  hollow  core." 
Kimberly-Clark  Chairman  Sanders  may  have  been  right 
when  he  said  Dunlap  had  been  a  wake-up  call  to  a  lot  of  CEOs. 
But  the  lesson  to  be  drawn  fi'om  his  tenui'e  at  Scott  may  not 
be  quite  the  one  Sanders  had  in  mind. 

By  John  A.  Byrne  in  New  York,  with  Joseph  Weber  in 
Philadelphia 
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IN    THE    AGE    OF  THE 
VIRTUAL  OFFICE 


If  you're  wired,  VISIT  HYATT  ^ 
at  the  TravelWeb""on  the 
World  Wide  Web  at 
http://www.  travelweb. 
com/hyatt.html  and  connect 
to  a  complete  resource  of 
everything  Hyatt. 


FOR  RESERVATIONS, 
call  your  travel  planner  or 
Hyatt  at  1-800-233-1234. 


HYATT  BUSINESS  PLAN 
gives  you  everything  you 
need  to  stay  in  control  on 
the  road.  From  an  in-room 
fax  machine  to  24-hour 
access  to  photocopiers  and 
printers.  Plus  an  express 
breakfast  and  morning 
nevifspaper  to  keep 
you  up  to  speed. 


'  HYATT  GOLD  PASSPORT  ' 
is  our  way  of  saying  thanks, 
by  giving  you  generous 
I  benefits,  services  and  valuable 
points  that  add  up  to  exciting 
travel  awards  including  free 
nights,  upgrades  and  more. 
Call  1-800-63  HYATT 
to  enroll  today. 


AT&T 

Your  True  Choice 


At  Hyatt,  we  offer  our  guests  access  to  user- friendly  business  equipment  including  in-room  fax  machines,  telephones  with 
and  prmters.  All  the  took  you're  sure  to  need  when  you're  away  from  the  office.  Not  to  mention  a  friendly  person  who  kn]/if 
than  just  how  to  use  them.  Hyatt  Guest  Services  Manager  Lana  Trevisan,  for  instance,  has  dedicated  her  career  to  hell 


Discover    the  peopi 

This  full  portfolio  of  Business  Services  is  available  exclusively  al  a  limiled  number  of  Hyatt  business  hotels  in  the  U.S.  and  Canada.  Hyatt  is  proud  to  offer  ATiT  Long  Distance  Service  for  all  your  AT&lt  . 
AT&T  Universal  Card  and  operator-assisted  calls  To  receive  airline  bonus  miies/l(ilometers.  |ust  present  your  membership  card  and  pay  an  Eligible/Qualifying  rate  500  bonus  miles  will  be  awarded  on  each  ql 
Members  of  Aeromexico  and  Passages  will  earn  1,000  bonus  kilometers  Eligibility  tor  airline  credit  is  subject  to  the  terms  and  conditions  of  each  airline  program  Please  allow  6-8  weeks  for  bonus  miles/kil|! 


i/ E  '  R  E    PROUD   TO  INTRODUCE 
THE   ACTUAL  PERSON. 


Lana  Trevisan 

Hyatt  Guest  Services  Manager. 
Slie'U  help  you  with  all  of 
your  business  needs. 


Hyatt  TOUCH  AND  GO" 
services  are  the  fastest  way  to 
check  in  or  out.  Simply  call 
l-SOO-CHECK-IN'  before 
you  arrive.  Or  use  our  auto- 
matic check-in  terminals  in 
some  hotels.  And  when  you 
leave,  our  in-room  Video 
Check-Out  will  speed 
you  on  your  way. 


Discover  REGENCY  CLUB:' 
a  private  floor  where  we  attend 
to  even  the  smallest  details, 
including  complimentary 
breakfast  and  afternoon  hors 

d'oeuvres  served  in  the 
exclusive  Regency  Club  lounge. ' 
And  there's  a  dedicated 
concierge  on-hand  to 
meet  all  your  needs. 


Earn  airline  bonus  miles/ 
kilometers  on  each  qualifying 
stay  with  any  one  of  our 
AIRLINE  PARTNERS, 
including  Alaska  Airlines, 
American  Airlines,'  Delta  Air 
Lines,  Northwest  Airlines, 

United  Airlines,  USAir, 
Aeromexico,"  Passages,  and 
South  African  Airways. 


} 


her  knowledge  and  resources,  she's  sure  to  make  your  business  trip  a  success.  So  if  you're  looking  for  actual 
ity  on  the  road,  you're  virtually  there.  Stay  at  any  one  of  our  business  locations  in  the  U.S.  and  Canada  and 
siness  take  care  of  yours.  Simply  call  Hyatt  at  1-800-233-1234  to  discover  the  people  with  the  Hyatt  Touch. 


TH       THE       HYATT  TOUCH'" 

•  airline  account  Gold  Passport  members  must  choose  to  receive  either  Gold  Passport  points  or  airtine  credit  in  one  ot  the  participating  programs  American  Airlines  and  AAdvantage  are  registered  trademarl(S 
tirlines.  Inc.  American  Airlines  reserves  the  right  to  change  the  AAdvantage  program  at  any  time  vinthout  notice,  and  to  end  the  AAdvantage  program  with  six  months  notice  Hyatt  Hotels  and  Resorts® 
hotels  and  resorts  managed,  tranchised,  or  operated  by  two  separate  groups  ol  companies  — Hyatt  Corporation  and  its  attiliates  and  affiliates  of  Hyatt  International  Corporation.  ©  1996  Hyatt  Corp 


The  Corporation 


STRATEGIES 


THE  PRESS 

OF  NEW  BUSINESS 

Printer  Donnelley  thrives  by  seizing  electronic  tools 


As  he  walks  around  a  splendid 
Gothic-style  library  at  the  Chicago 
headquarters  of  R.  R.  Donnelley 
&  Sons  Co.,  John  R.  Walter  proud- 
ly points  to  museum-quality  material — 
everything  from  Ming  Dynasty  currency 
to  leaves  from  The  Canterbtiry  Tales. 
The  48-year-old  chairman  pulls  out  an 
inaugural  issue  of  Life  magazine  dated 
Nov.  23,  1936.  But  as  he  turns  the  aging 
pages,  he  says,  with  a  trace  of  irony: 
"This  isn't  relevant  anymore." 

In  recent  years,  Walter  and  his  top 
managers  have  wondered  whether  Don- 
nelley, the  world's  largest  commercial 
printing  company,  was  still  relevant  it- 
self. In  a  world  that's  becoming  increas- 
ingly dominated  by  software,  electronic 
publishing,  and  the  Internet,  they  wor- 
ried that  traditional  ink-on-paper  print- 
ing might  be  facing  a  gi-adual  but  inev- 
itable obsolescence. 

Now,  those  wonies  appear  to  have 
been  premature.  The  company  is  thriv- 
ing, thanks  to  Walter's  two-pronged 
strategy:  Donnelley  is  taking  advantage 
of  high-tech  and  electronic  publishing 
tools  to  increase  its  share  of  the  ma- 
ture U.  S.  market  while  bolstering  its 
position  in  the  still-lucrative  traditional 
print  business  in  developing  countries. 
Early  this  year,  the  company  will  begin 
a  series  of  big  new  contracts,  ranging 
from  the  printing  of  phone  books  in  Chi- 
na to  a  huge  10-year  pact  to  print  15 
million  copies  a  month  of  Reader's  Di- 
gest in  the  U.  S.  Indeed,  growth  in  its 
magazine  unit — which  prints  Time, 
Newsweek,  and  business  week — and 
growth  in  catalogs  and  phone  books 
helped  boost  Donnelley's  19i).5  sales  an 
estimated  31%,  to  $6.4  billion,  and  earn- 
ings 12%,  to  $301  million,  figures  James 
D.  Dougherty  of  Dean  Witter  Reynolds 
Inc.  He  expects  sales  to  jump  a  further 
18%-  this  year,  to  $7.6  billion,  and  in- 
come to  rise  17%,  to  $353  million. 
EXACT  AIM.  Yet  Donnelley's  future  does 
indeed  lie  in  the  digital  era.  Walter  talks 
of  transforming  the  old-line  printer  from 
a  njanufacturer  to  a  marketing-and-ser- 
vicGs  company  able  to  provide  custom- 


ers with  editorial  products  in  whatever 
format  they  want — from  magazines  to 
software  disks  and  online  material.  "We 
will  take  any  kind  of  content  to  the 
end-user,"  says  Walter 

In  fact,  technology  that  once  seemed 
so  threatening  is  now  strengthening 
Donnelley's   ties   to   customers.  A 
longtime  printer  of 
Microsoft  Corp.  soft-  , 
ware  manuals,  Don-  IVllXGQ 
nelley  is  now  one  of         ^ . 
the  top  duphcators  1X16013;! 
and  wholesale  dis-  -p. 
tributors  of  software  DOniieiley 
disks  for  Windows  .        ,       ■, . 
95.  And  insiders  at  IS  E  leading 
Reader's  Digest  say    ,         .  , 
Donnelley  won  the  (llipilCatOr 
contract  to  print  the      n  «. 
American      edition  01  SOIlWare 
from  Quebecor  Inc.,  .  , 

a    Montreal    rival,  -311(1  IS  alSO 
after    agreeing    to  ,     ,  , 
invest  in  new  compu-  DOlSterillg 
terized  sorting  equip-  .  ,  ... 
ment  at  its  Lancas-  ItS  pOSlllOIl 
ter  (Pa.)  plant.  The  .     ,  ,  . 

gear  allows  the  pub-  111  iUCratlVe 
lisher  to  aim  promo- 
tional inserts  or  ads 
at  specific  groups  or 
neighborhoods.  While 
Walter  figures  that 
the  rise  of  software 
and   other  market 
trends  could  make 
25%  of  Donnelley's 
business  obsolete,  "the  opportunities 
created  by  technology  far  outweigh  the 
risks,"  he  says. 

But  that  means  heavy  spending:  Over 
the  past  two  years,  Walter  has  invested 
roughly  $225  million  annually  on  new 
technology.  In  mid-1995,  Donnelley  ac- 
quired Corporate  Software  Inc.,  then 
merged  it  with  its  own  Global  Software 
Services.  Now  renamed  Stream  Intema- 
tional,  the  $1.5  billion  software  producer, 
distributor,  and  consultant  represents 
23%  of  sales,  up  from  an  8%  sliver  five 
years  ago.  Stream  is  growing  at  25% 


annually  and  this  year  is  poised  to  ov( 
take  catalogs  as  Donnelley's  largest  di 
sion.  Its  traditional  business  is  getting 
high-tech  gloss,  too:  Donnelley  openec 
digital  printing  plant  in  Memphis  th 
allows  it  to  download  information  ( 
rectly  from  customers  and  print  targi 
ed  catalogs  and  promotional  materi; 
the  same  day. 

THREAT  OVERSEAS.  To  be  sure,  Donn 
ley  isn't  the  only  old-line  printer  goi 
electronic.  Rivals  such  as  Quebecor.  Bi 
ta,  and  Quad  Graphics  are  also  maid 
the  shift.  But  the  sheer  scale  and  rar 
of  Donnelley's  services — funded  by  i 
nual  cash  flow  of  roughly  $700  millioi 
are  winning  kudos  from  customers.  ". 
of  the  printers  have  access  to  the  sa: 
technology,  but  Donnelley  understai 
the  full  implications  of  how  we  rm\ 
market  our  products,"  says  Steve 
Joss,  vice-president  for  marketing 


magazine 
printing 


WALTER:  "WE  WILL  TAKE 
ANY  KIND  OF  CONTENT 
TO  THE  END-USER" 


Capital  Cities/ABC  Inc.'s  Agricultia! 
Group.  Joss  now  has  19  magazines  i- 
der  contract  with  Donnelley.  Donne -y 
turns  out  thousands  of  variationsjl 
some  of  the  titles,  tied  to  data  suclis 
the  size  of  subscribers'  farms. 

Investors  have  certainly  cheered  )ie 
shift.  The  company's  return  on  eqti^y 
had  averaged  nearly  17%  in  the  ni- 
1980s— but  eariy  in  "the  1990s  it  felco 
13.5%.  The  stock  mostly  moved  se- 
ways,  trading  around  30  until  late  154. 
"Opei-ating  results  never  quite  matcid 
the   rhetoric,"  says   Dean  Wittf's 


64  BUSINESS  WEEK  /  JANUARY  15,  1996 


AS  DONNELLEY  GOES 
HIGH-TECH  AND  GLOBAL... 


PERCENT  OF  SALES 


I  ELECTRONIC  PRINTING  ■  INTERNATIONAL  REVENUE 
I  TRADITIONAL  PRINTING      ■  U.S.  REVENUE 


...EARNINGS 
RISE... 


...AND  ITS  STOCK 
TAKES  OFF 


'95  EST.  '95  EST. 

DATA:  COMPANY  REPORTS.  BLOOMBERG  FINANCIAL  MARKETS.  DEAN  WIHER  REYNOLDS 
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AMILLIONSOF  DOLLARS 


ugherty.  Now,  analysts  expect  roe 
return  to  nearly  17%  by  1997,  up 
m  around  14.9%  in  1995.  Over  the 
St  year,  Donnelley's  shares  have 
nped  33%,  to  39%.  Says  E.  Wayne 
irdberg,  an  equity  partner  at  Lord, 
ibett  &  Co.,  a  Donnelley  shareholder: 
hey  have  become  much  more 
masters  of  their  own 
de.'tiny." 

Overseas,  too,  Don- 
nelley   is  becoming 


itaiy-jet  hangai*  in  Krakow,  Poland,  into 
a  350,000-squai-e-foot  printing  plant  and 
built  a  new  facility  in  Shenzhen,  Chi- 
na. Baltimore's  Waverly  Inc.,  a  $140  mil- 
lion medical-book  publisher,  is  eyeing 
Donnelley's  Chinese  and  Pohsh  plants 
as  a  springboard  for  its  own  expansion. 

Such  moves  have  pushed  estimated 
Intel-national  sales  to  16%  of  the  total, 
up  fi-om  7%  five  years  ago.  While  Eu- 
rope is  crowded  with  printers,  Hans 
Preising,  an  official  at  the  print  and 


re  of  a 
jat.  Over 

•  past  two 
I  rs,  Walter 
i  poured  an 

S  mated  .$300  million  into  four  ven- 
?    abroad.  He  has  steered  clear  of 

•  well-established  heavyweights  in  de- 
li ped  markets.  Instead,  he's  aiming 
tl  ap  developing  countries  that  have 
h  literacy  rates  and  a  growing  middle 
B  !,  where  conventional  printing  is  still 

•  "owlh  business.  Donnelley  has  ac- 
^  ed  a  51%  stake  in  Chile's"  Editorial 
I'  i  Cochrane  and  a  25%  stake  in  In- 
c  Tata  Pi-ess  Ltd.  It  converted  a  mil- 


publishing  arm  of 
Bertelsmann  AG,  says  the  German  gi- 
ant is  taking  "special  note"  of  Donnelley. 
"It  is  making  its  way  onto  the  market- 
place with  power  and  force,"  he  says. 

Much  of  the  credit  for  the  remake 
goes  to  Walter.  Intense,  h>T3ercompeti- 
tive,  and  self-confident,  Walter  rose  to 
the  presidency  at  39  in  1987  after  stints 
in  sales  and  manufacturing.  He  recalls 
asking  one  former  chairman  "to  pro- 


DEC.  '95 


mote  me  until  I  fail.  I  don't  want  to  be 
held  back  because  of  my  age."  When 
Walter  became  chainnan  and  ceo  two 
years  later,  he  took  over  a  company 
that  insiders  have  described  as  bureau- 
cratic, slow-moving,  and  beset  by  re- 
gional rivalries. 

NIMBLER.  Walter  quickly  set  a  new  tone. 
He  pushed  contract  negotiations  and 
pricing  decisions  away  fi'om  headquar- 
ters and  into  the  hands  of  business-unit 
managers,  and  he  urged  them  to  spend 
more  time  with  customers  and  employ- 
ees. "This  used  to  be  a  militaris- 
tic, autocratic  operation  where 
much  of  the  management  team 
and  hourly  workforce  were  ad- 
ministrators," says  Jonathan  P. 
Ward,  head  of  the  commercial 
printing  unit.  "Now,  we're  ex- 
pected to  make  decisions." 

Still,  it's  hard  to  make  a  com- 
pany of  Donnelley's  size  veiy  nim- 
ble. Although  Lee  E.  Ki'ubner, 
vice-president  for  operations  at  a 
Waverly  unit,  generally  lauds 
Donnelley,  he  also  says  the  com- 
pany's marketing  thunder  some- 
times exceeds  its  ability  to  deliver. 
"They  move  into  mai'kets  with  the 
bnite  force  of  a  [.$6  billion]  compa- 
ny," says  Kinbner.  "They  can  tell 
the  right  stoiy,  but  getting  all  the 
pieces  to  work  together  takes 
time."  Wams  Hany  V.  Quadracci, 
CEO  of  $1  billion  privately  held 
Quad  Graphics  Inc.:  "Donnelley's 
challenge  will  be  deaUng  with  size. 
They'll  see  smaller  companies  that 
are  more  flexible  and  guenilla-like 
in  their  sales."  Quadracci  says  he 
has  picked  up  contracts  from  pub- 
lishers that  became  w^ary  of  a  gi'ow- 
ing  Donnelley  dominating  the  market. 

It's  a  dilemma  that  Walter  insists  he's 
well  awai'e  of.  "Size  can  be  our  gi-eatest 
asset,"  he  says,  "but  it  can  also  be  a  big 
problem  if  we  ai'e  not  nimble  and  fast." 
If  he  can  continue  to  biing  about  change 
at  the  company,  he's  certain  to  ensure 
Donnelley's  future,  even  if  its  printing 
presses  one  day  end  up  in  a  museum. 
By  Richard  A.  Melcher  i)i  Chicago 
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Every  day,  you  make 
decisions  that  determine  the 
future  of  your  company. 


What  computer  system 


do  you  have? 


As    the    world's    leading    UNIX'*  vendor, 
we've    helped    provide    solutions    to  thousands 
of    companies    around    the  globe. 
If    the    business    decisions    are  yours, 
the    computer    system    should    be  ours. 


HEWLETT^ 
PACKARD 


Computer  Systems 


UNIX  IS  a  registered  ttadetnark  in  the  United  States  and  other  countries  licensed  exclusively  through  X/Open  Company  Limited  <&']995  Hewlett  Packard  Company  CSO9501 


Government 


CONGRESS 


DISCOVERED  ALIVE: 
GOP  MODERATES 

In  fact,  they've  actually  managed  to  rein  in  the  Newtoids 

Last  August,  House 
Speaker  Newt  Gin- 
grich (R-Ga.)  faced 
an  insurrection.  A 
cadi-e  of  Republican  mod- 
erates, led  by  Representa- 
tive Shei-wood  L.  Boehleit 
of  New  York,  was  threat- 
ening to  block  GOP  plans 
to  slash  spending  for  La- 
bor Dept.  job  training  and 
to  kill  heating-bill  subsi- 
dies for  the  poor  "I  know 
you  ai-e  unhappy,"  Gingiicli 
told  the  rebels  in  a  private 
meeting,  recalls  Boehlert. 
Then,  Gingrich  conceded 
that  passage  of  the 
appropriations  measure 
didn't  have  a  chance  with- 
out theii'  backing.  Gingiich 
hinted  he  would  push  for 
more  funding.  With  that, 
the  moderates  fell  back  in 
line.  Now,  the  final  bill 
seems  likely  to  preserve 
heating  aid  and  some  job 
training  for  at  least  an- 
other year 

While  a  noisy  group  of 
far-right  freshmen  has 
been  getting  all  the  atten- 
tion, a  quiet  but  persistent 
bloc  of  about  80  centrist 
Republicans  has  been  sur- 
prisingly .successful  at  ac- 
tually getting  things  ac- 
complished. Although  they 
remain  a  minority  within 
the  strongly  conservative 
House  GOP  caucus,  the 
moderates  have  emerged 
as  a  critical  swiiif;  bloc. 
The  key  to  their  le\  f'rage: 
threatening  to  team  iq*  with  the  197 
Democratic  members  to  r(  in  in  the  Re- 
pubhcan  revolutionaries. 

The  bloc's  proudest  achievement  is  a 
series  of  envii'onmental  victories  in  1995 
that  thwarted  cop  hard-liner  attempts 
to  junk  clean-water  laws  and  curb  Envi- 
ronmental Protection  Agency  enforce- 


WHERE  REPUBLICAN  REBELS  WIELDED  CLOUT 


ENVIRONMENTAL  ISSUES  Blocked  efforts  by 
conservatives  to  scrap  clean-water  laws  and  limit 
Environmental  Protection  Agency  enforcement. 

TAX  CUTS  Successfully  argued  that  Republi- 
cans should  target  their  child  tax  credit  to  mid- 
dle-income families  and  exclude  families  earning 
more  than  $110,000  a  year. 

PUBLIC  BROADCASTING  Scuttled  plans  to 
scrap  funding  for  the  Corporation  for  Public 
Broadcasting,  winning  modest  cuts  instead. 

FAMILY  PLANNING  Prevented  hard-liners  from 
eliminating  federal  assistance  to  groups  that  pro- 
vide family-planning  advice. 

DAVIS-BACON  Stopped  a  plan  to  repeal  the  Da- 
vis-Bacon Act,  which  requires  federal  contractors 
to  pay  workers  at  prevailing  union  rates. 
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ment  power's.  "The  moderates  have  real- 
ly been  sticking  their  necks  out,"  says 
Paul  Brotherton,  research  director  of 
the  League  of  Conservation  Voters. 
"They've  helped  tremendously  in  stem- 
ming huge  [environmental]  losses." 

The  triumphs  don't  end  there.  The 
moderate  bloc  is  also  credited  with 


forcing  Gingrich  &  Co.  to  target  ■ 
cuts  to  middle-income  parents,  sa\' 
the  Corporation  for  Public  Broadci 
ing,  and  scuttling  a  business-backed  jp 
to  repeal  the  Davis-Bacon  Act,  wl'; 
requires  federal  contractors  to  li 
workers  at  prevailing  union  rates.  ' 

Emboldened  by  its  influence,  the  c 
trist  group  is  now  gearing  up  for  a  ii 
rescue  mission.  Among  their  objectifi 
salvaging  Amtrak  subsidies,  aid  to  ' 
arts,  and  family-planning  funding.' 
we  stick  together,  we  can  be  a  fori 
says  Representative  Marge  Roukr 
(R-N.J.).  "We  shouldn't  be  balanc 
the  budget  on  the  backs  of  the  sick,  i 
elderly,  children,  and  the  disabled." 

Sounds  almost  liberal.  But  the 
publican  rebels  have  succeeded  wll 
Democratic  dissidents  failed  beca< 
they  are  unquestionably  loyal  to  : 
party  and  its  top  priority:  a  balar; 
budget  in  seven  years.  Although  su 
House  leaders  de: 


TRUMP  CARD 

By  threatening 
to  undo  the  slim 
GOP  majority, 
Boehlert  and 
his  bloc  exert 


these  career  b;] 
benchers  as  be 
"squishy"  becaus  - 
their  eagerness^ 
compromise,  t^ 
work  smoothly  \1 
the  Speaker.  "( 
grich  has  discovt; 

leverage  beyond  that  we  are  g: 

their  numbers  team  players,"  sj 
Boehlert,  a  leaca 
centrist  who  readily  admits  he'll  tl 
controlling  the  House  over  minot 
status  any  day.  The  hitch?  "I  am  'i 
vinced  that  we  will  be  in  the  majol 
for  the  next  generation  if  we  so:; 
some  of  our  hard  edges  and  don't  tr 
our  back  on  the  environment." 
GRIM  DAYS.  Success  for  Boehlert  hai 
been  easy.  In  early  1995,  the  New  Yi 
er  mustered  only  one  other  gop 
against  the  Contract  With  Amerij 
sweeping  deregulation  plan.  "Am  In 
last  moderate  Republican?"  he  lameii 
at  the  time.  Since  then,  the  gro) 
ranks  have  swelled  along  vrith  polls  s 
show  most  voters  consider  the  Ging: 
agenda  too  extreme.  Nowadays,  the 
plots  strategy  at  a  weekly  Tues 
Lunch  Bunch  headed  by  Represe  t 
fives  Frederick  S.  Upton  of  Michii 
and  Steve  Gunderson  of  Wisconsin.', 
Some  GOP  colleagues  bristle  at  i 
moderates'  clout.  To  counteract  t'i 
gains,  hard-liners  have  organized  a'C 
member  Conservative  Action  Tr 
(cat).  "They're  off-base  on  a  numbec 
issues,"  scoffs  Representative  Dan  1' 
ton  (R-Ind.),  one  of  cat's  top  dogs.  ' 
the  centrists'  influence  is  no  joking  nt 
ter  to  Burton.  "The  moderate-to-lib 'a 
members  of  the  party  were  startin  ti 
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■urina  Mills  Satisfies  Data-Hungry 
lecislon  Makers  witli  the  SASSystem 


Every  business  day,  information 
nagers  at  Purina  Mills — Americas 
der  in  animal  nutrition — satisfy  a 
ferent  kind  of  craving:  the  need  of 
executives  to  get  their  hands  on 
itegic  information  to  support  better 
ility  decisions. 

Luckily,  they've  cut  preparation  time 
)stantially  since  adding  SAS  software 
heir  menu  of  productivity  tools, 
jmparing  the  SAS  System  to  anything 
s  we've  ever  used  to  analyze  business 
a,  Fd  say  SAS  software  is  by  far  the 
it,"  says  Gerry  Daignault,  Region 
itroller.  'There  was  a  time  when  we 
1  to  do  things  manually.  But  today, 
can  review  many  aspects  of  our  busi- 
s  just  by  pointing  and  clicking." 

Piuina  Mills  relied  on  the  SAS  System 
luild  client/server  applications  now  in 
by  field  representatives  and  managers 
pecific  manufacturing  locations, 
gnault  adds  that  "SAS  software  is  so 
pie  to  use  that  even  those  managers 
executives  who  have  not  previously 
i  computers  feel  right  at  home." 

iy  Decisions  at  Every  Levei 

According  to  Mike  Dudjin.  Super- 
r  of  Information  Services  for  Purina 
s,  his  department  needs  to  get 
rmation  to  managers  as  quickly  as 
dble,  who  in  turn  must  deliver 
vanl  details  to  upper  management 
uickly  as  possible. 

"We  use  SAS  software  in  many 
s  of  operation  including  budgeting, 
arch,  and  as  a  management  support 
"  says  Durbin.  "Activities  include 
cing  customer  volume,  cunent 
me,  and  comparative  analyses 
come  year-by-year." 


Connie  Brown,  Purina  Mills 
Information  Analyst,  says  the  key  busi- 
ness benefits  of  using  the  SAS  System 
are  "improved  productivity  by  key  fiekl 
management  and  a  consistent  thought 
process  in  the  use  of  management  infor- 
mation. There  is  no  question  that  field 
management  spends  less  time  gathering 
numbers  and  more  time  using  good 
information  to  support  the  decision 
process.  Mapping  and  graphical  presen- 
tations are  becoming  more  important  in 
the  decision  process,  and  SAS  Institute 
has  been  \ery  supportive  in  helping  us 
implement  these  tools." 

"SAS  software  is  doing  the  job 
for  us,"  Daignault  concludes.  "All 
of  our  directors  will  eventually  have 
it  available." 


To  recfiv  f  a  SAS  System  Executive 
Siniuiiary,  give  ua  a  call  or  send  us 
E-mail  at  bw@sas.sas.com 


/M 


SAS  Institute  Inc. 
Phone  919-677-8200 
Fax  919-677-4444 
URl,:  Iittp://www..s;is.(  ()m/ 


SAS  is  a  lVl^i^t('^l■ll  liiideniarlv  cii  SAS  lll^tlllllt■  Iiic 
Cdpyri^hl  O  IWS  iiy  SAS  InsUliiti-  Inc. 


Legal  Affairs 


have  too  big  an  impact  on  the  leader- 
ship," he  says.  "If  the  Hberals  start  to 
push  the  party  in  the  wrong  direction, 
we  think  it  is  incumbent  upon  us  to 
make  sure  this  doesn't  happen." 

That's  why  incensed  right-wingers 
are  warning  House  leaders  not  to  kow- 
tow to  the  centrists — even  if  it  means 
the  defeat  of  some  gop  initiatives.  "They 
are  holding  the  majority  hostage," 
grouses  L.  Brent  Bozell  III,  chairman  of 
the  Conservative  Victory  Committee, 
an  activist  gi"oup.  "Consei-vatives  should 
fight  for  principles.  You  might  lose  a 
battle,  but  you'll  win  the  war." 

To  bridge  his  party's  ideological  di- 
vide, Gingrich  has  created  a  Conten- 
tious Issues  Group  to  seek  consensus 
on  such  flash  points  as  the  Endangered 
Species  Act  and  legal  aid  for  the  poor. 
So  far,  thanks  to  the  budget  impasse, 
cig's  bridge-building  has  been  put  on 
hold.  But  the  players  are  hopeful.  Ex- 
plains Biuton:  "We  either  start  shooting 
each  other  or  try  to  hammer  it  out." 

But  some  battles  will  be  unavoidable, 
and  the  centrists  show  no  wiUingness 
to  buckle.  Indeed,  many  are  cool  to  tax 
cuts.  And  Boehlert  expects  more  skir- 
mishes over  regulatoiy  refonn,  environ- 
mental enforcement,  education,  job  train- 
ing, and  safety-net  programs  for  the 
poor  and  elderly.  "We  want  to  demon- 
strate that  government  is  not  all  bad," 
he  says.  "Most  of  it  works  well." 
RECRUITING.  Such  talk  drives  GOP  revolu- 
tionaries crazy.  But  as  President  Clin- 
ton's sui'ging  poll  numbere  show,  sti-iking 
a  moderate  pose  against  excesses  of  the 
left  and  the  right  seems  to  be  a  winner 
vrith  mainstream  voters  right  now.  And  if 
the  ranks  of  the  Newtoids  ai-e  thinned 
come  November,  the  clout  of  Boehlert's 
gang  could  gi-ow  in  1997.  Already,  they 
are  trying  to  expand  their  numbers: 
They  boosted  the  recent  special  election 
campaign  of  moderate  Representative 
Tom  Campbell  (R-Calif.)  by  collecting 
endoi-sements  from  envu-onmental  groups. 

For  now,  a  key  part  of  their  plan  is 
to  keep  hot-button  issues  like  abortion 
and  gun  control  off  the  GOP  agenda,  as 
they  recently  did  when  they  helped 
block  a  planned  vote  on  lifting  the  as- 
sault rifle  ban.  Tlie  moderates — general- 
ly supporters  of  Presidential  hopeful 
Bob  Dole — hope  new  polls  and  the  vot- 
ers will  "send  a  message  to  the  leader- 
ship that  it  is  suicidal  to  push  some  of 
the  more  right-vring  aspects  of  the  agen- 
da," confides  a  Boehlert  staffer. 

Whether  the  moderates  can  win  this 
battle  for  the  Republican  soul  remains 
to  be  seen.  But  they're  confident  that 
smoothing  the  GOp's  harsher  edges  gives 
their  party  its  best  shot  at  retaining 
control  of  Congi'ess  for  years  to  come. 

By  Richard  S.  Dunham  and  John 
Carey  in  Washington 


SO  FAR,  BORIS  , 
SMIRNOFF  HAS 
BESTED  HEUBLEIN 
IN  RUSSIAN  COURTS 


TRADEMARKS 


WHO  OWNS 

THE  SMIRNOFF  NAME? 

In  the  post-Soviet  era,  an  heir  contests  Heublein's  rights 


Boris  Smirnoffs  decaying  office,  lo- 
cated across  the  river  from  the 
Kremlin  in  Moscow,  is  in  the  same 
building  that  housed  his  great- 
grandfather's world-famous  vodka  busi- 
ness more  than  a  centmy  ago.  The  walls 
are  decorated  with  black-and-white  pho- 
tos of  ancestors,  including  Pyotr  Smir- 
noff, founder  of  the  Trade  House  of  P.  A. 
SmiiTioff,  as  well  as  with  prerevolution- 
ary  advertisements  used  to  promote 
Czar  Alexander  Ill's  vodka  of  choice. 
And  now,  almost  80  years  after  Bolshe- 
vik rulers  stripped  the  Smirnoffs  and 
all  other  Russians  of  their  private  prop- 
erty, Boris  has  laimched  a  series  of  legal 
assaults  to  reclaim  the  family  spirits 
business.  "We  have  287  recipes,  and  we 
are  going  to  produce  them,"  says  the 
37-year-old  onetime  kgb  officer. 

The  problem  is  that  Boris'  lineage  may 
not  be  enough  of  a  claim  to  let  liim  pick 
up  where  his  ancestors  left  off.  In  the 
intei-vening  decades,  since  1939,  Heub- 
lein  Inc.,  a  subsidiaiT  of  London-based 
Intel-national  Distillers  &  Vintners  (IDV) 
and  its  parent,  food  giant  Grand  Metro- 
politan PLC,  became  the  exclusive  dis- 
tributor of  Smirnoff  vodka.  The  company 


says  it  paid  $14,000  for  the  rights  to  tht 
Smirnoff  name  fi-om  an  American  busi 
nessman  who  acquired  them  in  19133  fi-on^ 
Vladimir  Smirnoff,  one  of  Pyotr's  thi-eej^ 
sons.  Today,  the  brand  is  worth  an  esti-| 
mated  $1.4  billion.  i 

With  registered  trademarks  in  135j 
countries,  Heublein  isn't  about  to  giv€| 
up  the  brand  that  is  outsold  only  by 
Bacai'di  nun.  "We  acquii-ed  the  rights  iri 
good  faith  and  subsequently  built  the| 
brand  thi-ough  our  efforts  and  invest- 
ments alone,"  says  Heublein  spokesmarl 
Jack  Shea.  "Boris  Smirnoff  is  simply  at- 
tempting to  profit  fi'om  the  enomnous  in  i 
vestments  Heublein  has  made."  She?|i 
estimates  that  Heublein  has  spent  "hun  p 
dreds  of  milHons  of  dollars"  over  the; 
past  50  years  plugging  the  Smirnofl|' 
brand.  In  1995  alone,  he  says,  the  coml 
pany  poured  more  than  $10  million  intci 
advertising  just  in  the  U.  S. 

The  contested  ownership  of  the  Smirt; 
noff  brand  is  one  of  a  growing  numbei- 
of  legal  battles  in  the  U.  S.  and  Russia 
The  cases  could  signal  the  way  in  whici 
post-communist  Russia  addresses  an  in- 
creasingly familiar  problem:  Who  owns, 
the  rights  to  former  Soviet  state  enter-! 
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prises?  "Where  is  it  that  you  draw  the 
line  with  respect  to  restoration  of  pri- 
vate interests?"  asks  Jeffrey  A.  Burt,  a 
Russian-law  expert  at  Arnold  &  Porter 
in  Washington.  "Everything  in  the  en- 
tire country  was  owned  by  somebody 
before  the  revolution." 

Other  former  communist-bloc  coun- 
tries have  tried  to  deal  with  reclamation 
issues  by  passing  new  intellectual-prop- 
erty laws  or  by  paying  nominal 
amounts  to  individuals  whose  property 
was  seized.  That  hasn't  solved  every 
problem.  Anheuser-Busch  Cos.  has  been 
fighting  in  the  Czech  Republic  for  years 
over  the  Budweiser  beer  trademark. 
But  in  Russia,  virtually  all  heii's  seeking 
rights  to  prerevolutionary  possessions 
must  resolve  their  disputes  on  a  case- 
by-case  basis. 

FAMILY  SPLIT.  Consequently,  a  diverse 
and  grovmg  number  of  claimants  is  tak- 
ing the  offensive.  World-re- 
nowned cellist  Mstislav  L.  Ros- 
tropovich,  for  one,  has  sued  two 
U.S.  companies  for  selling  re- 
cordings made  in  the  1960s  be- 
fore liis  defection  to  the  U.  S. 
The  Anghcan  Chui'ch  is  trying 
to  regain  owoiership  of  a  chiu-ch 
in  Moscow  now  used  by  a  re- 
cording studio.  "There's  the  po- 
tential for  a  huge  amount  of  lit- 
igation and  mischief,"  says 
Michael  A.  Epstein,  an  intellec- 
tual-property lawyer  in  New 
York.  "The  Communist  govern- 
ment appropriated  all  soils  of 
inventions  and  businesses  from 
individuals."  Adds  Oleg  Garsov, 
dii'ector  of  the  Society  of  Rus- 
sian Merchants  &  Industrialists, 
a  gi'oup  that  tries  to  protect 
owner  interests:  "The  problem 
is  that  there  are  no  laws." 

Boris  Smirnoff  and  his 
American  business  partners 
aren't  deterred — at  home  or 
abroad.  On  Dec.  8,  they  sued 
Heublein  for  fraud  and  con- 
sumer deception  in  a  Delaware 
federal  court  in  an  effort  to  invalidate 
the  company's  U.  S.  trademark.  The  ar- 
gument: Vladimir  had  no  right  to  sell 
the  Smirnoff  trademarks  back  in  1933, 
because  he  ah-eady  had  sold  his  stake  in 
the  family  business  to  his  brother  in 
1904— for  500,000  mbles.  Therefore,  they 
claim,  Heublein's  use  of  the  brand  and 
its  various  quality  awards,  emblems, 
and  medals  has  been  based  on  a  fi-audu- 
lent  transaction.  "Heublein  has  misled 
generations  of  Americans  into  believ- 
ing that  their  vodka  has  something  to 
do  with  Pyotr  Smirnoff,"  says  William 
N.  Walker,  president  of  Russian  Ameri- 
can Spirits  Co.,  an  outfit  that  hopes  to 
sell  Smirnoff  vodka  in  the  U.  S.  and 
elsewhere. 


Walker  and  Boris  Smirnoff  are  so 
confident  of  theii'  position  that  they  have 
invited  the  10  lai'gest  international  spir- 
its companies  to  bid  by  Feb.  16  for  the 
rights  to  mai-ket  Smimoff  vodka  in  Rus- 
sia. They're  charging  $50,000  up  front 
just  to  participate  in  the  auction. 

Their  optimism  has  some  basis.  On 
Sept.  11,  a  court  in  Kiymsk,  Russia, 
declared  Heublein's  use  of  the  Smirnoff 

trademark  to  be  unlawful  and   

barred  the  company  from  mak-  GOLDEN  LABEL:  signed  declarations  stating 
ing  any  claims  that  its  products  A  brand  valued  that  they  back  Heublein's 


Poland.  "There  was  nobody  else  from 
whom  to  acquire  the  Smirnoff  rights," 
says  Heublein's  Shea.  "The  company 
was  dormant  after  the  revolution." 

In  addition,  through  the  three-year- 
old  Smirnoff  Foundation,  funded  by 
Heublein  and  its  parent  companies  with 
$200,000  annually,  numerous  family 
members  have  been  tracked  dovm  who 
oppose  Boris'  crusade.  IDV  says  that 
  so  far,  34  Smirnoffs  have 


are   related   to   the   original  at  $14  billion 
Smirnoff  vodka,  including 
its  treasured  distinction 
as  the  "Official  Purvey- 
or to  the  Russian  Im- 
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perial  Court."  A  court 
in  Krasnodar  upheld 
that  decision  on  Dec. 
19.  In  addition,  the 


PRIVATE 
PROPERTY- 
WHATS  THAT? 

Heublein's  trademark  dispute 
raises  important  legal  issues 
in  post-communist  Russia: 


OWNERSHIP  With  the  collapse  of  the 
Soviet  state,  ownership  of  some  property 
and  former  government  enterprises  is  up  for 
grabs.  Should  they  belong  to  citizens, 
descendants,  emigres,  or  deep-pocketed 
companies? 

STATUS  OF  INTELLECTUAL  PROPERTY 

Under  communism,  many  patents,  copy- 
rights, and  trademarks  remained  unused. 
Are  those  rights  still  valid  years  after  foreign 
interests  have  assumed  control? 

CREATING  VALUE  Prerevolutionary 
businesses  had  a  certain  value.  But  are 
would-be  inheritors  entitled  to  those 
businesses  after  foreign  investments  in 
marketing  have  greatly  mcreased  their  value? 


Russian  Patent  Office  Chamber  of 
Appeals  has  invalidated  Heublein's 
trademarks. 

Heublein  and  its  big-name  owners  con- 
cede nothing,  however,  and  vow  to  ap- 
peal the  decisions.  That's  not  sui'prising 
given  that  Smirnoff  is  the  companies' 
single  largest  liquor  brand,  selling  some 
15  million  cases  worldwide.  Heublein  is 
banking  on  three  key  arguments  to 
prove  that  its  ownership  is  legitimate. 

First,  Heublein  contends  that  Vladi- 
mu-  had  eveiy  right  to  sell  the  Smimoff 
name  when  he  did.  After  the  Bolshe- 
vik revolution,  the  trademai-k,  like  many 
others,  was  abandoned  by  the  Soviet 
government.  That  left  Vladimir,  who 
had  fled,  free  to  revive  the  business  in 


claims  and  object  to  what  they 
view  as  Boris'  selfish  efforts 
to  win  exclusive  rights  to 
Pyotr  Smirnoff's  legacy. 
"Justice  will  prevail,  and 
the  undertaking  of  Boris 
will  finally  collapse," 
says  Kira  Vladimirovna 
Smirnova,  a  direct  de- 
scendant of  Vladimir 
who  admits  to  receiv- 
ing a  small  salary  as 
an  employee  of  the 
foundation.  An  IDV 
spokesman  denies  buying 
the  support  of  Smir- 
noffs and  notes  that  only  half 
of  the  signatories  have  received 
compensation  from  the  company — 
most  of  them  earning  "less  than  five- 
figure  sums"  annually. 
CRUCIAL  CONNECTION.  Last,  Heublein 
argues  that  Boris  Smirnoff  is  not  enti- 
tled to  take  conti-ol  of  a  product  that  it 
has  largely  created  through  marketing 
campaigns  and  othei-  investments. 
Smirnoff  was  selling  5,000  cases  a  year 
in  the  U.  S.  when  Heublein  first  took 
over  the  brand.  In  1995,  the  company 
says  it  sold  more  than  5  million  cases. 
"It's  a  well-established  principle  that 
if  one  claimant  lets  a  [trademark]  sit 
fallow  and  another  puts  a  lot  of  energy 
and  investment  into  it,  then  that  can  be 
the  basis  for  awarding  the  mark  to  one 
claimant  over  another,"  says  Michael 
A.  Newcity  of  the  Center  for  Slavic, 
Eurasian  &  Eastern  European  Studies 
at  Duke  University. 

Heublein  had  better  hope  that  courts 
in  the  U.  S.  and  elsewhere  see  it  that 
way.  Industry  experts  say  the  company 
would  have  difficulty  holding  onto  mar- 
ket share  if  it  loses  its  connection  to 
Pyotr  Smimoff.  "It's  a  tittle  bit  like  fuid- 
ing  out  that  your  mom  and  dad  aren't 
your  real  mom  and  dad  and  that  you 
were  adopted,"  observes  Tom  Pirko, 
president  of  Bevmark  plc.  "It's  hard  to 
come  up  with  a  value  for  the  brand  if  it 
can't  claim  that  Russian  heritage  any- 
more." That  seems  to  be  the  one  thing 
on  which  both  sides  agi'ee. 

By  Linda  Himelstein  in  New  York, 
with  Peter  Gahiszka  in  Moscow  and 
Julia  Flynn  i)i  London 
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REAL  ESTATE 


I  WANT  MY 

CENTURY  21 ! 

MTV's  former  CEO  aims  to  sell  you  more  than  just  a  house 


Leave  it  to  Robert  W.  Pittman  to 
come  up  with  a  catchy  rallying  ciy 
for  his  sales  force.  As  the  new 
chief  executive  of  Centiuy  21  Real 
Estate  Corp.,  Pittman — perhaps  best 
known  as  a  founder  of  .\ITV  Networks 
and  the  man  who  turned  around  Six 
Flags  Corp.'s  theme  parks — shares  a 
simple  message  with  the  real  estate  bro- 
kers and  agents  he  meets:  "You  either 
make  dust  or  you  eat  dust."  It's  vin- 
tage Pittman.  The  42-yeai-old  entertain- 
ment-industiy  hotshot  is  out  to  reshape 


the  Centui-y  21  franchise  into  a  mar- 
keting powerhouse.  Not  only  will  it  sell 
homes,  but  Pittman  envisions  a  "viitual 
home  store"  able  to  offer  and  sign  up 
customers  for  a  wide  range  of  discount- 
ed home  sei"vices — all  via  an  agent's  lap- 
top computer. 

Until  last  August,  Centuiy  21,  a  fran- 
chise operation  of  more  than  6,000  offic- 
es in  11  countiies,  was  owmed  by  Metro- 
politan Life  Insurance  Co.  "The  overall 
philosophy  of  companies  that  own  resi- 
dential real  estate  brokerages  has  been 


Li  Century  21 
is  the  big  sleep- 
ing giant  of  this 
business,  n 

—  BOB  PITTMAN, 
Chief  Executive 

to  try  and  push  theii-  pi'oprietary 
products  through  the  system," 
notes  Michael  G.  Mueller,  a  lodg- 
ing analyst  with  Montgomery  Se- 
curities of  San  Francisco.  By  and 
large,  that  hasn't  been  an  effective 
strategy,  he  says,  because  brokers 
are  uncomfortable  marketing  only 
one  company's  product.  Century 
21  did  tiuii  a  small  profit  for  Met- 
Life,  but  "there  is  only  so  much 
capital  and  so  much  attention  to 
go  around,  and  it  was  a  distrac- 
tion," says  a  MetLife  spokes- 
person. 

In  August,  HFS  Inc.  paid  $200 
million  in  cash  and  stock  for  the 
brand.  As  the  world's  lai'gest  fran- 
chise service  business,  hfs  owtis 
brands  such  as  Ramada  and  Ho- 
ward Johnson.  It  sounds  ho-hum, 
but  HFS  is  a  fast-gi'owing,  entre- 
preneurial operation  (box). 

Pittman  is  taking  a  fresh  ap- 
proach to  the  fragmented  real  es- 
tate brokerage  industry.  The  plan:  play 
on  the  growing  importance  of  brand 
names  and  make  Centuiy  21  a  one-stop 
shopping  center  "Centuiy  21  is  the  big 
sleeping  giant  of  this  business,"  says 
Pittman.  His  high-tech  vision  has  home- 
owners sitting  dowm  with  an  agent  and 
ordering  up  cable  sei-vice,  appliances,  a 
mortgage,  insurance,  and  so  on — all  at 
discounts  that  hfs  has  negotiated  with 
vendors.  "Centuiy  21  is  not  about  buy- 
ing and  selling  houses,"  says  Henry  R. 
Silverman,  the  ceo  of  hfs.  "It's  a  mar- 
keting and  distribution  opportunity  to 
the  400,000  to  -500,000  people  buying 
homes  through  us." 

"CASH-FLOW  MACHINE."  First  and  fore- 
most. Century  21  must  convince  bro- 
kers that  there  is  a  sohd  economic  ben- 
efit to  being  affiliated  with  it.  Growth  in 
its  fi'anchise  system  was  shght  under 
fonner  management.  And  "we  have  yet 
to  see  how  much  these  prefeired  vendor 
aiTangements  will  contiibute  to  the  bro- 
ker's business,"  notes  Mueller.  But  with 
an  aggi'essive  new  management  and  a 
market  share  nearly  three  times  that 
of  the  next  competitor,  and  growing, 
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Pittman  has  a  powerful  lure  for  new 
iranchisees. 

When  Silverman  needed  someone  to 
mplement  his  grand  plan  for  Century 
II.  he  turned  to  Pittman.  He  had  met 
Pittman  in  1990  when  the  two  worked 
jn  a  joint  venture  between  Pittman's 
jmployer.  Time  Warner  Inc.,  and  the 
Blackstone  Group,  where  Silvennan  was 
general  partner,  to  buy  Six  Flags.  He 
A^as  impressed:  "When  Pittman  started 
it  Six  Flags,  cash  flow  was  $100  mil- 
ion,"  he  says.  "When  it  was  sold  3^ 
fears  later,  cash  flow  was  $170  milhon." 

The  concept  at  the  heart  of  the  plan 
;o  reshape  Century  21  is  the  same  one 
;hat  has  made  hps  what  analysts  call  "a 
;ash-flow  machine."  The  idea:  build  a 
letwork  of  preferred  vendors  that  gain 
narket  share  and  access  to  Century  21 
:ustomers  in  return  for  fees  that  are 
iplit  between  HFS  and  franchisees  and 
/olume  discounts.  At  the  same  time,  in- 
.•rease  brand  name  awai-eness  and  reve- 
lues  by  inking  licensing  deals  for  the 
Dentury  21  name. 

The  pieces  appear  to  be  falling  into 
jlace.  In  October,  1995,  the  company 
iigned  a  20-year  licensing  deal  with  a 
Dallas-based  home  improvement  chain, 
\MRE  Inc.  AMRE  had  been  the  biggest  U- 
;ensee  of  Sears,  Roebuck  &  Co.,  operat- 
ng  as  Sears  Home  Improvement  Cen- 
;ers.  amre  will  now  operate  under  the 
lame  Centuiy  21  Home  Improvements 
md  pay  Centui-y  21  annual  fees  of  $11 
nilhon  or  3%  of  revenues,  whichever  is 
greater.  Brokers  making  referrals  to 
^MRE  that  pan  out  eam  referral  fees. 
\GGRESSIVE  ADS.  A  steady  stream  of 
leals  has  been  announced  in  recent 
nonths.  Centuiy  21  franchisees  now  get 
I  volume  discoimt  fi'om  at&t  and  can  of- 
fer discounts  on  cars  through  an  agi'ee- 
nent  with  Potamkin  Fleet  Sales  of  New 
iTork,  a  large  General  Motors  Corp. 
lealer.  The  brand  name  will  get  more 
exposure  through  a  deal  with  a  book 
publisher  for  a  series  of  how-to  guides 
"or  homeowners,  a  joint  venture  to 
aunch  a  revamped  magazine.  Century 
U  House  &  Howe,  and  a  deal  with  ge 
Capital  Consumer  Card  Co.  to  issue  co- 
branded  credit  cards  using  the  Centmy 
l\  and  HSF  hotel  brand  names. 

Also  in  the  works  ai'e  deals  with  mort- 
gage lenders,  home-security  companies, 
md  onUne  sei-vices.  Pittman  developed 
technological  expertise  during  his  ten- 
are  as  head  of  Time  Warner  Enteiprises. 
tie  currently  serves  on  the  boards  of 
'knerica  Online  Inc.  and  3D0  Co.,  a  com- 
Dany  focused  on  interactive  multimedia. 

Implementing  technology  across  the 
/ast  franchise  network  may  prove  diffi- 
cult. "What  HFS  and  Century  21  are 
trying  to  do  is  take  existing  technology 
ind  push  it  into  a  business  that  hasn't 
seen  very  receptive  to  it,"  says  Steven 


M.  Friedman,  director  of  the  housing 
segment  of  E&Y  Kenneth  Leventhal 
Real  Estate  Group,  hfs's  recent  acqui- 
sition of  Electronic  Realty  Associates,  a 
pioneer  in  applying  technology  to  the 
real  estate  business,  may  give  Centuiy 
2rs  efforts  a  jump  start. 

Pittman's  most  visible  salvo  will  be  an 
aggressive  national  ad  campaign.  At 
MTV,  Pittman  had  the  "I  want  my  MTV" 
slogan,  and  at  Six  Flags,  he  had  "Bigger 
than  Disney  and  closer  to  home."  Pitt- 


man says  he  will  unveil  a  "high-impact" 
slogan  in  the  next  few  months.  "The 
current  advertising  is  too  generic,"  he 
says.  "I  want  our  advertising  to  be 
more  of  a  call  to  action." 

It's  too  early  to  tell  if  Pittman  can 
turn  Century  21  into  a  marketing  pow- 
erhouse. But  Pittman,  who  flies  air- 
planes and  rides  Harley-Davidson  mo- 
torcycles in  his  spare  time,  has  a  way  of 
moving  companies  into  the  fast  lane. 
By  Suzanne  Woolley  in  New  York 


HOTELS  CALL  THEM 
FOR  ROOM  SERVICE 


For  Henry  Silverman,  1995  was  a 
great  year.  His  company,  hfs 
Inc.  of  Parsippany,  N.  J.,  saw  its 
stock  price  triple.  But  Silverman, 
the  largest  single  shareholder  of 
HFS,  isn't  wasting  time  patting  him- 
self on  the  back.  After  becoming  a 
dominant  force  in  the  hotel  industry, 
he  is  setting  his  sights  on  the  home- 
sales  and  -services  business. 

HFS  is  the  franchisor  of  lodging 
chains  such  as  Howard  Johnson,  Ra- 
mada,  and  Days  Inn, 
as  well  as  Century  21, 
the  leading  residential 
real  estate  broker- 
age brand.  "We 
are  a  service 
provider . . .  and  our 
commodity  is 


HFS  IS  ON  A  ROLL 
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brand  marketing 
and  brand  assur-  IE 
ance,"  says  Silver-  ^ 
man.  hfs  provides 
franchisees  with 
ad  campaigns, 
reservation  sys- 
tems,  training  pro-  Ui 
grams,  and  other  support. 

But  in  addition  to  getting  a 
straight  fee  from  franchisees,  hfs  ne- 
gotiates deals  with  vendors  such  as 
AT&T  and  Pizza  Hut  that  bring  in  ad- 
ditional revenue  to  both  itself  and 
the  franchisee.  Morgan  Stanley  & 
Co.  analyst  Neil  Barsky,  who  has  a 
"strong  buy"  rating  on  hfs's  stock, 
uses  the  example  of  a  traveler  check- 
ing into  an  hfs  hotel  and  taking  ad- 
vantage of  a  Pizza  Hut  coupon  in  the 
room.  For  eveiy  pizza  ordered,  hfs 
gets  50c  and  the  franclusee  gets  50c. 
The  franchisee  and  hfs  get  extra  in- 
come, the  traveler  gets  their  pizza, 
and  Pizza  Hut  presumably  gains 
market  share. 

Such  progi-ams  have  helped  hfs's 
earnings  achieve  a  48%  compound 


annual  growth  rate  since  going  pub- 
lic in  1992.  "The  truly  different  thing 
hfs  has  done  in  lodging  is  to  use 
their  buying  power  to  negotiate 
deals  with  so-called  preferred  ven- 
dors," says  Michael  G.  Mueller,  an 
analyst  for  Montgomery  Securities. 
"It  generates  enormous  cash  flow 
and  requires  no  capital  spending." 
ON  THE  PROWL.  Silverman  recently 
added  to  his  stable  of  brands  by 
agreeing  to  buy  Electronic  Realty 
Associates  and  its 
home-warranty  busi- 
ness for  $46  million. 
ERA  will  be  man- 
aged as  a  brand 
separate  from  Cen- 
tury 21.  But  togeth- 
er, the  brands  have 
a  15%  mai'ket  share. 
And  Silverman  is  on 
the  prowl  for  other 
residential  real  es- 
tate brokerages. 

SilveiTnan's  career 
has  not  been  without 
controversy.  His  his- 
tory of  rapid-fii-e  dealmaking  includes 
profiting  from  buying  and  selling  the 
Days  Inn  chain  a  number  of  times. 
The  fii'st  time  was  in  the  mid-1980s, 
when  he  was  ceo  of  Rehance  Capital 
Group,  a  venture-capital  subsidiary  of 
Rehance  Insurance.  In  1990,  he  be- 
came general  partnei'  of  investment 
firm  Blackstone  Group,  where  he  ran 
an  $850  inillion  buyout  fund  that  was 
the  genesis  of  hfs.  In  1992,  when 
part  of  hfs  was  sold  to  the  pubUc,  Sil- 
vennan became  its  chainnan  and  ceo. 

Judging  from  analysts'  earnings 
estimates,  hfs  has  a  bright  futiu"e. 
The  consensus  earnings  estimate  for 
1996  is  a  44%  increase  from  1995. 
For  Silverman,  1996  could  be  another 
gi-eat  year. 

By  Suzanne  Woolley  in  Neiv  York 
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A  PEOPLE  EXPRESS 
FOR  THE  1990s? 

Bill  Hambrecht  launches  another  no-frills,  high-risk  carrier 

Taking  fliers  on 
Genentech  Inc. 
and  Apple  Com- 
puter Inc.  made  Wil- 
liam R.  Hambrecht 
a  fortune.  When  it 
comes  to  airlines, 
however,  the  co- 
founder  and  chair- 
man of  Hambrecht 
&  Quist  Group  Inc., 
the  San  Francisco 
investment  bankers, 
hasn't  much  to  brag 
about.  After  h&q 
undei-wrote  the  1980 
initial  public  offering 
of  People  Express 
Airlines,  the  stock 
soared.  But  the  air- 
line folded  in  1986, 
and  stockholdei's  lost 
a  bimdle.  Well,  today 
Hambrecht  has  re- 
turned  to  the  skies — and  they  are  start- 
ing to  look  as  cloudy  as  they  were  a 
decade  ago. 

Once  again,  Hambrecht  is  the  under- 
writer and  lead  shareholder  of  an  air- 
Une — and  it's  a  virtual  clone  of  People 
Express.  It's  called  Vanguard  Airlines 
Inc.,  and  it's  based  in  Kansas  City,  Mo., 
far  from  People's  old  Newark  (N.J.) 
hub.  But  the  differences  pretty  much 
end  there.  Like  People,  Vanguard  is  a 
low-cost,  no-frills  carrier,  and  it  has 
some  of  the  same  executives — such  as 
chief  executive  officer  Robert  J.  Mc- 
Adoo,  who  was  chief  financial  officer  of 
People.  Like  People,  Vanguard  has  be- 
gun to  encounter  some  turbulence — and 
Wall  Street  has  taken  notice.  Vanguard's 
shares  have  languished  in  recent  weeks 
(chart). 

TOUGH  ODDS.  Does  Vanguard  have  a 
better  chance  of  success  than  its  ill- 
starred  predecessor?  Hambrecht  is 
hanging  in  there.  "I  decided  to  tiy  it 
one  more  time,"  he  says,  "to  see  if  it 
works."  Still,  the  odds  certainly  aren't 
good.  Nine  out  of  ten  start-up  airlines 
fail  within  the  fii'st  few  years,  and  low- 
fare  competition  is  much  more  fierce 
and  widespread  today  than  15  years  ago 


Charting  a  course  around  the  major  carriers 


when  People  Express  was  launched. 

Hambrecht  vows  that  Vanguai'd  won't 
be  making  the  same  mistakes  as  People, 
which  expanded  too  quickly.  He  says 
the  airline  will  stick  to  its  knitting — 
low-fare,  mostly  short-haul  flying  in  ar- 
eas abandoned  by  some  of  the  larger 
carriers.  Its  eight  leased  jets  ply  low- 
traffic  routes  such  as  Kansas  City  to 
Denver,  where  Continental  Airlines  Inc. 
closed  its  hub  in  1994,  and  Dallas  to 
Wichita,  where  American  Airhnes  Inc. 
recently  replaced  its  jet  service  with 
smaller,  turboprop  aircraft.  "We  end  up 
doing  things  others  don't  find  as  attrac- 
tive," says  McAdoo,  who  believes  Van- 
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guard  could  expand  to  35  or  40  air- 
planes in  the  next  several  years. 

But  so  far.  Vanguard  has  been  doing 
more  retreating  than  expanding.  Only 
three  months  after  stalling  nonstop  ser- 
vice from  Kansas  City  to  Milwaukee, 
Vanguard  pulled  out,  citing  inadequate 
traffic.  Dallas-Kansas  City  looked  tenif- 
ic  until  American  met  its  fares.  Minne- 
apolis-Kansas City  looked  promising — 
until  Northwest  Airlines  Inc.  fought 
back.  Again,  Vanguard  retreated. 

McAdoo  says  Vanguard's  changing 
route  map  is  a  sign  of  flexibihty,  not 
overambition.  He  is  still  pushing  Van 
guard  into  new  niarkets,  recently 
launching  nonstop  service  from  Kansas 
City  to  San  Francisco,  which  is  project- 
ed to  bring  in  $20  million  in  revenues 
this  yean  "It's  not  worth  spending  our 
equity  to  compete  with  someone  who 
can  lose  more  in  a  day  than  the  entire 
value  of  our  airline,"  says  McAdoo.  But 
Michael  J.  Boyd,  president  of  Aviation 
Systems  Research  Corp.  in  Golden, 
Colo.,  says  Vanguard's  rapid  shifts  show 
the  aii'line  isn't  doing  a  good  job  of  iden 
tifying  opportunities.  "They've  been 
bouncing  in  and  out  of  markets  like 
yo-yo,"  says  Boyd. 

The  next  12  months  will  be  critical  to 
Vanguard's  survival.  The  airline's  $13 
million  equity  cushion  is  dwindling.  Van- 
guard had  accumulated  losses  of  about 
$10  million  thi'ough  the  end  of  the  third 
quarter,  on  revenue  of  $25.5  million,  and 
was  projected  to  lose  another  .$2  million 
in  the  fourth  quarter  But  Hambrecht 
says  the  losses  were  anticipated  and 
the  worst  is  over  "We  think  they're  go- 
ing to  make  money  in  1996.  And  as- 
suming we  don't  buy  a  bunch  of  air- 
lines, there  should  be  plenty  of  cash.'' 
Still,  any  economic  downturn  or  hike  in 
fuel  prices  could  easily  defeat  that  rosy 
prognosis.  Michael  Lowiy,  president  oi 
AirWatch  Report,  a  credit  advisoiy  ser 
vice  in  the  airline  industry,  says  that 
although  Vanguard  isn't  in  immediate 
financial  danger,  it  must  start  showing 
profits  by  the  end  of  September  if  it  is 
to  survive  next  winter,  the  industry's 
slowest  season. 

But  investors  hop 
ing  to  get  in  on  the 
next  ValuJet  Air- 
lines Inc.,  whose 
shares  quintupled 
during  1995,  are 
growing  restless 
Vanguard's  stock 
price  chart  resem- 
bles the  Denver  air- 
port— sharp  peaks 
and  then  a  flat,  dul 
runway.  The  compa- 


t 


VANGUARD'S  IPO 
HAS  GONE  NOWHERE 


OCT,  31, '95  JAN,  3, '96 

▲  DOLLARS      DATA  BLOOMBERG  FINANCIAL  MARKETS 


74  '-:i,iS[[jE 


WtEK  /  JANUARY  15,  1996 


ny's  shares,  after  an  initial  ninup,  have 
stayed  virtually  flat  after  an  initial  flur- 
ry following  its  Oct.  31  ipo.  At  $6  a 
share,  the  company  has  a  market  capi- 
talization of  about  $55  mUlion.  By  con- 
trast, when  Western  Pacific  Airlines,  a 
Colorado  cairier,  went  public  in  Decem- 
ber, its  stock  price  rose  from  $19  a 
^hare  to  $25,  giving  it  a  peak  market 
:ap  of  about  $250  million.  "I'm  miffed 
the  market  hasn't  identified  Vanguai'd's 
aotential,"  says  Cameron  Burr,  who 
bought  shares  along  with  his  father 
Donald  C.  Burr,  the  driving  force  behind 


the  creation  of  People  Express.  Don 
Burr,  who  is  retired  and  not  involved 
with  Vanguard's  management,  declined 
to  be  interviewed. 

Some  insiders  say  McAdoo's  fierce 
aversion  to  spending,  learned  the 
hard  way  at  People  Express,  may  be 
holding  back  the  airline.  Vanguard  cer- 
tainly isn't  throwing  any  money  around 
at  its  cramped  corporate  headquarters, 
which  is  lodged  on  the  mezzanine 
level  of  the  Kansas  City  International 
Airport  terminal  where  restaurants 
once  were. 


At  least  McAdoo's  biggest  sharehold- 
er says  he's  happy  so  far.  Hambrecht, 
whose  investor  gi'oup  controls  50%  of 
Vanguard,  says  things  are  going  so 
weO  that  he's  even  looking  at  investing 
in  one  or  two  other  airlines,  possibly  in 
Europe  or  elsewhere  outside  the  U.  S. 
But  as  his  People  Express  experience 
has  taught  him,  starting  up  an  airline 
is  a  bit  like  piloting  an  aircraft:  an 
aircraft  whose  wings  have  a  way  of 
coming  off. 

By  Susan  Chandler 
in  Kansas  City,  Mo. 


REAL  ESTATE 


and  smaller  cities.  He's  mwm  on  details, 
but  industry  sources  say  Schrager  is 
talking  with  Starwood  Lodging  Tiiist,  a 
real  estate  investment  trust  with  inter- 
ests in  48  hotels,  including  the  652-room 
Doral  Inn  in  New  York.  Starwood  ceo 
Barry  S.  Stemlicht  declined  to  comment. 
Schrager  admits  the  deal  would  test 


MR.  HOLIDAY  INN 
HE  AIN'T 

Middle  America  check  into  Ian  Schrager's  hip  hotels? 

New  York  hotelier  Ian  Schrager  is 
living  proof  that  when  you  move 
in  the  right  ciix-les,  a  checkered  fi- 
aancial  past  need  not  stand  in  the  way 
)f  a  bright,  star-studded  future. 

A  former  co-owner  of  Studio  54,  the 
lefunct  nightclub  that  symbolized  the 
excesses  of  the  1970s,  the  49-year-old 
schrager  served  time  for  in- 
!ome-tax  evasion  and  later  de- 
k^eloped,  vidth  various  partners, 
;hree  trendy  luxury  hotels  in 
f^ew  York.  More  i-ecently,  he 
nought  one  in  Miami  and  an- 
other in  Los  Angeles.  Tapping 
Schrager's  Studio  54-era  con- 
lections  vdth  the  rich  and  fa- 
nous,  his  hotels  have  catered 
:o  celebrities  and  wannabes  in 
;he  media  and  entertainment 
ivorlds.  Those  connections  also 
Mve  helped  finance  new  ven- 
:ures;  Madonna  is  a  business 
oartner  in  the  restaui-ant  at  the 
238-room  Delano  in  Miami 
Beach,  his  newest  hotel,  which 
Dpened  last  June. 

Although  Schrager's  major 
New  York  projects  have  spent 
cime  in  banianaptcy  or  defaulted 
Dn  loans,  that  has  not  stopped 
the  charismatic,  soft-spoken  en- 
trepreneur from  attracting  high- 
powered  investors  such  as  Apol- 
lo Advisor-s  LP,  hea(led  by  Leon  D.  Black, 
and  Amstai-  Group  Ltd.,  a  Denver-based 
real  estate  investment  concern. 

And  in  a  bid  to  build  a  national  net- 
work of  stylish  boutique  hotels,  Schrager 
is  eyeing  his  biggest  deal  yet — a  joint 
ventui'e  that  could  involve  as  many  as  20 
hotels  in  New  York,  Atlanta,  Seattle, 


SCHRAGER:  "This  is  put-up-or-shut-up  time" 


whether  his  hotels'  trademark  avant- 
garde  style  can  gain  broad  acceptance. 
"This  is  put-ui>or-shut-up  time,"  he  says. 

Indeed,  industry  experts  remain  skep- 
tical that  these  kinds  of  hotels  wiW  make 
money  in  mainstream  America.  If  it 
comes  off,  his  new  ventui'e  also  will  test 
whether  Schrager  can  lay  to  rest  a  rep- 


utation for  overborrowing,  financial 
wheeling  and  dealing,  and  hardball  tac- 
tics. Schrager  shows  investors  "great 
projections — and  then  finances  to  the 
hilt,"  says  one  former  associate.  In- 
vestors "like  riding  on  his  pr."  For  his 
part,  Schrager  says  "the  businesses 
were  always  successful,  but  they  were 
overleveraged."  He  also  attributes  the 
hotels'  earlier  financial  difficulties  to  the 
recession  and  the  dowmtui-n  in  the  New 
York  real  estate  market;  his  hotels,  he 
says,  now  generate  $120  million  in  an- 
nual revenue  and  operate  in  the  black. 

Expanding  his  empire  will  require 
Schrager  to  give  up  some  duties  to  pro- 
fessional managers  and  resist  his  stub- 
born— and  costly — urge  to  fuss  over 
every  design  feature,  from  toilet  paper 
holders  to  mirrors.  To  bolster  his  opera- 
tion, Schrager  recently  hii-ed  ex- 
perienced top  executives  fr-om 
the  Omni  Hotels  and  Mamott 
International  Inc.  hotel  chains. 
The  new  hires  have  installed 
centralized  reser^vation  and  pur- 
.  basing  .systems.  Another  thing 
uoing  for  him  now  is  timing: 
Experts  forecast  record  profits 
for  the  industry  in  1996. 

Schi-ager  actuaOy  got  hLs  stait 
as  a  lawyer  in  the  1970s  repre- 
senting college  buddy  Steve 
Rubell's  steak-house  chain.  To- 
gether, they  launched  the  Studio 
54  nightclub  in  1977  and  became 
deities  of  the  disco  set.  But  the 
Internal  Revenue  Service 
crashed  the  party  by  discover- 
ing sacks  of  unreported  cash. 
Convicted  for  evading  $800,000 
in  taxes,  Rubell  and  Schrager 
received  SV^-year  jail  sentences, 
reduced  to  20  months  after  they 
fingered  other  club  operators. 
After  prison,  they  pooled 
their  remaining  $60,000  in  1982  and  ap- 
proached New  York  real  estate  investor 
Philip  Pilevsky  to  aiTange  $6.1  million  in 
financing  to  buy  a  seedy,  154-room  hotel 
they  renamed  the  Morgans.  Pilevsky 
took  a  50%  interest  and  Schrager  and 
Rubell  split  the  rest.  After  two  years 
and  $4  milUon  in  renovations,  the  Mor- 
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Finance 


On  his  financing  problems,  Schrager  says:  "I  made  a  mis- 
take, and  I  didn't  say  no  to  the  money" 


gans  opened  in  October,  1984,  and  soon 
posted  occupancy  rates  of  more  than 
85%.  The  partners'  fiiendships  with  such 
entertainment  figiu'es  as  Bianca  Jagger 
and  David  Geffen  added  cachet. 

That  celebrity  aura,  former  associ- 
ates say,  also  helped  lure  lenders.  In 
1987,  at  the  peak  of  the  real  estate 
boom,  Sclirager  and  Rubell  opened  theii' 
second  New  York  hotel,  the  Royalton,  a 
pricey  establishment  with  suiTeal,  avant- 
garde  design  and  $280  average  room 
rates.  A  year  later,  the  Bank  of  Tokyo 
Ltd.  extended  a  $46  million  refinancing 
on  the  hotel,  and  in  1989,  it  refinanced 
the  Morgans  for  .$30  million. 

Then  came  a  string  of  misfortunes  and 
troubled  deals.  Rubell  died  of  hepatitis  in 
July,  1989.  The  recession  took  its  toll. 
The  Paramount  Hotel,  wliich  Schi-ager 
opened  in  August,  1990,  siphoned  guests 
fi-om  his  other  hotels.  The  Morgans  filed 
foi'  bankiTjptcy  pi-otection  in  1991,  and 
the  Royalton  filed  three  years  later. 
Meanwhile,  a  partnership  involving 
Sclirager  defaulted  on  a  $;i5  milhon  loan 
secured  by  the  Pai'amount. 

Other  deals  failed.  Plans  to  convert 
the  Barbizon  Hotel  into  an  urban  spa 
sputtered  when  renovation  financing 
didn't  materialize,  and  lenders,  including 
the  Bank  of  Tokyo,  foreclosed  on  the 
property  in  1993.  Nonetheless,  the  part- 
nership of  Pilevsky,  Schrager,  and  real 
estate  developer  Arthur  Cohen  still 
managed  to  extract  a  hefty  fee  for  ar- 
ranging a  sale  to  a  third  party. 
SELF-RELIANCE.  But  Schi'ager's  deft  ma- 
neuvering left  lenders,  contractoi's,  and 
other  creditors  holding  the  bag.  With 
the  backing  of  Amstar  Group,  Schi'ager 
bought  back  the  Morgans  in  October, 
1994,  for  $12  million  and  spent  an  addi- 
tional $1.6  million  on  renovations.  Now 
he's  planning  to  buy  the  Royalton  out  of 
bankiiiptcy. 

Moreover,  some  vendors  claim  that 
Schrager  clijis  them  on  bills.  "It  was  al- 
ways a  nightmare  getting  paid,"  says  one 
finsti'ated  Morgans  creditor  "We  watch 
eveiy  penny  and  fight  for  every  penny," 
Schrager  concedes.  By  late  December, 
subcontractors  had  slapped  about 
$400,000  in  hens  against  the  Delano,  al- 
though they  are  now  being  satisfied.  For 
a  renovation  this  complex,  $400,000  in 
hens  isn't  much,  says  Schrager. 

In  part,  Schrager  blames  his  troubled 
track  record  on  easy  money.  "It  was  a 
feeding  fi'enzy  among  the  banks — every- 


one wanted  to  get  into  hotels — and  I 
wasn't  smart,  and  I  made  a  mistake, 
and  I  didn't  say  no  to  the  money." 

Now,  even  though  banks  are  cau- 
tiously making  hotel  loans  again, 
Schr"ager  says  he's  relying  more  on  eq- 
uity investors — including  himself.  For 
example,  of  the  total  $26  million  cost  of 
buying  and  renovating  the  Delano,  only 
$14  million  is  boiTowed.  The  rest  is  eq- 
uity, primarily  from  the  Apollo  Group. 

Apollo  and  Amstar,  Schi'ager's  new 
partners,  "drive  harder  deals  than  the 
real  estate  guys,"  he  says.  Amstar  ceo 


COMMODITIES 


A  HOT  ITEM 
GALLED  HEAT 

Icy  weather  is  stoking  the 
price  of  natural-gas  futures 

Chicago  steelmaker  A.  Finkl  &  Sons 
Co.  could  fuel  its  3.5  blast  furnaces 
with  oil  or  electricity  instead  of  the 
natural  gas  it  now  bur-ns.  Yet  even  as 
gas  prices  spiked  up  during  the  past 
two  months,  Pr-esident  Bnice  Liimatai- 
nen  has  been  sitting  tight.  "It's  a  short- 
term  blip  in  the  market," 
he  says. 

But  what  a  blip:  Fu- 
tures prices  doubled  in 
the  last  six  months  of  ^ 
1995,  to  $2.62  per-  milhon  2 
BTUs,  including  a  29% 
gain  in  December  alone  2 
(chart).  The  contract  for 
January  delivery  at  the  ^ 
New  York  Mercantile 
Exchange  shot  up  15% 
in  a  day,  when  it  expii'ed 
on  Dec.  21.  A  week  later, 
prices  for  February  delivery  took  off, 
closing  at  $2.99  per  million  btus  on 
Jan.  3,  up  14%  in  two  trading  sessions. 
MERCURIAL.  Wliat's  happening?  Colder-- 
than-nor-mal  weather,  especially  in  the 
Midwest  and  the  East,  the  nation's  top 
gas-consuming  regions.  Heating  requii'e- 
ments  ran  as  much  as  13%)  above  nor- 
mal in  November  and  December — and 
gas  suppliers  were  caught  unprejjared 
for  the  sudden  sur-ge  in  demand. 

But  the  hot  market  in  gas  is  not  just 


David  B.  Agnew  says  that  after  invest- 
ing in  the  Morgans  and  monitoring  the 
Delano,  he  concluded  that  the  boutique 
concept  could  be  expanded  to  other 
cities  and  invested  in  the  $17.4  million 
acquisition  of  Mondrian  Hotel  in  Los 
Angeles,  now  under-going  renovation. 
"One  thing  certain  about  Ian  is  that  he 
brings  a  special  niche  to  the  hospitality 
industry,"  Agnew  says.  Maybe.  But  how 
profitable  that  niche  will  pr'ove  in  the 
long  ter-m  is  questionable. 

By  Gail  DeGeorge  in  Miami,  with 
Phillip  L.  Zweig  in  New  York 


a  matter  of  mercury.  The  r-ally's  seeds 
were  planted  last  year;  when  many  util- 
ities and  industrial  users  switched  to 
gas  from  more  expensive  fuels  to  take 
advantage  of  prices  that  were  about 
half  today's.  Usage  soared  7.8%  in  the 
second  quarter  and  10.4%  in  the  third. 
That  limited  supplier's'  ability  to  salt 
away  gas  for  winter-. 

When  the  cold  weather  came  early 
supplier's  rushed  to  buy,  paying  a  pr'emi- 
um  for'  gas  that  could  be  deliverec 
quickly.  With  everyone  chasing  the  same 
quar'ry,  cash  prices  for  gas  soar-ed  in 
the  Easter'n  half  of  the  country — the 
weather'  in  the  West  I'emained  mild— 
and  that  pushed  up  futures  prices  ori! 
the  New  York  Mercantile  Exchange  \ 
the  nation's  pr-incipal  mar'ket  for  natural- ! 
gas  futures. 

But  at  least  two  fac- 
tors should  put  a  damper  I 
on   natur'al-gas   prices  ; 
New  York  Merc  officials  { 
have  tr-ipled  the  amounl  I 
of  mar'gin  money  needec  • 
to  tr'ade  firtur'es — a  move ; 
that  tends  to  cool  specu-  j 
lation.  Per'haps  more  sig  : 
nificant:  Meteorologist  Jor ' 
Davis  of  Smith  Barnej ; 
Inc.  pr'edicts  the  nation's  [ 
coldest  air'  will  shift  west-  i 
ward,  which  would  r'educe  heating  de- 1 
mand  on  the  populous  East  Coast.  i 
For'  Liimatainen  of  Finkl  steel,  there  \ 
are  some  monetar'y  costs  as  well  as  the  \ 
management  time  and  trouble  associat 
ed  with  switching  fuels.  And  those  are 
costs  users  don't  want  to  incur  if  thej 
think  gas  prices  will  flag  soon.  "It  doe.' 
not  take  much,"  he  explains,  to  senc 
prices  down — or  up — as  the  market 
knows  all  too  well. 

By  Greg  Burns  in  Chicagi 


SUDDENLY, 
GAS  FURES  UP 
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Thanks  to 
Sprint  Business, 
we're  doing  more 
business  in  skis. 


Hank  Kdshiwci,  Olympic  Skier 
Co-founder,  VolcDit  Skis 


"We  make  state-of-the-art  skis.  Hut 
the  way  we  sold  them  was  outdated'.' 

Volant  is  a  yoLin.i;,  tasl-grow  ini;  company  with  <;lol")al 
ambitions.  Biit  their  communications  system 
wasn't  helping  them  reah/e  their  IliII  potential. 

"Sprint  came  in  and  showed  us 
which  technology  was  rij^ht  for  us." 

Sprint  consultants  did  an  e\tensi\  e  analysis  of  Volant's 

business.  And  came  up  with  real  solutions  [or  them  — 

like  putting  inventory  on-line  for  real-lime  access. 

And  videoconferencing  —  to  present  new  prockicts  worldwide. 

"Now  we're  doing  business  a  whole  new  way." 

Today  Volant  is  a  more  nimble,  more  profitable  comjiany. 

Because  Sprint  made  their  commimications  as  cutting- edge 

as  their  stainless  steel  skis.  Call  us.  We  can  help  your 

business  do  more  business,  too. 


Sprint 


We  Help  Business 


Do  IVlore  Business 


1-800- 816 -REAL 


Real  BLTSINESS 
Volant  Skis 


Real  PROBI.EM 
Outdated  field  sales 
communications 


Real  SOLUTION 
Instant  access  to 
inventory  data 


Real  RESULTS 

Fa.ster  shipping, 
reduced  inventory  risk 


Making  headway  in  the  CJhinese  marketplace 
s  a  conipheatcd  maneuver,  even  for  today's  most 
ophisticated  companies.  Now  Business  Week 
an  give  you  the  boost  you  need  by  bringing  you 
ace-to-face  with  China  s  key  economic  decision- 
lakers.  Don't  miss  this  important  gathering  of 
op  officials  from  China's  central  government, 
;aders  of  Chinese  enterprise,  and  senior 
xecutives  of  major  corporations  around  the  world 

'resented  in  partnership  witii: 

^he  Development  Research  Center  of  the  State 
'ouncil  of  the  People's  Republic  of  China,  and 
viation  Week  Group  and  Sweet's  Groupl Architectural 
\  \ecord,  divisions  of  The  McGraw-Hill  Companies 


Be  a  part  aff  The  China  Congress 

Addressing  the  Challenges  to  Realize  the  Promise'^ 

APRIL  17-19,  1996.  THE  CHINA  WORLD  HOTEL,  BEIJING. 

b  register  for  The  China  Congress, 

dl  +1(212)  512-2184,  fax  your  response  to 

1(212)  512-6281,  or  mail  this  registration  form  to: 

nn  McKenna  Business  Week  Executive  Programs 
221  Avenue  of  the  Americas,  36th  floor 
lew  York,  NY  10020-1095  U.S.A. 

EE:  US  $1,500                   Bill  my:  _l  American  Express 

louie  or  quest,  no  additional  charm.               r-.  . .        ^  . 
„.„  *                           ^               □  MasterCard 
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Sun  Shangqing  Dr.  Henry  Kissinger 

President,  Development  Research  IKS.  Secretary  of  State 
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People's  Republic  of  China  Security  Advisor 
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In  association  witii: 

Hewlett-Packard  Company 
J.D.  Edwards  and  Company 


Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

LUMEX  rS  ALL  SET 
TO  GET  IN  SHAPE 

The  Street  can  be  stubbornly  unfor- 
giving when  its  expectations  are 
dashed.  But  that  can  produce  some  al- 
luring bargains,  says  Michael  Connor, 
managing  partner  at  CB  Partners,  a 
New  York  hedge  fund. 

Take  Lumex  (lum),  a  leader  in 
health-care  and  fitness  equipment.  In 
spite  of  the  I'obust  perfoiTnance  of  the 
Dow,  the  stock  is  trading  neai'  its  lows, 
at  around  9  a  share — down  fi-om  more 
than  15  early  in  1995.  Why?  Investors 

INVESTORS  LOST  INTEREST 


EARNINGS 
PER  SHARE 

1997  Est 

$1.20 

1996  Est. 

400 

K 

1 

1995  Est. 

-550 

1994 

810 

J 

1993 

-20 

96 

JULY  14,  '95  JAN  2.  '96 

ADOLIARS 
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were  disappointed  that  Lumex  didn't 
sell  one  of  its  two  major  businesses 
some  time  ago  to  boost  its  stock. 

Well,  the  new  management  that  took 
over  in  September  announced  in  mid- 
December  that  it  would  at  last  sell  a 
unit,  also  called  Lumex,  that  makes 
health-care  equipment,  including  wheel- 
chairs and  specialty  seating,  and  would 
focus  energies  on  its  Cybex  division. 
But  that  still  hasn't  lifted  the  Lumex 
share  price. 

"Investors  continue  to  ignore  the 
stock,"  notes  Connor.  It  trades  below 
the  book  value  of  $11.58  a  share.  Part- 
ly for  that  reason,  he  and  other  pros 
are  convinced  that  Lumex  is  a  bargain. 

"The  stock  is  washed  out  because 
investors  don't  care — after  two  yeai's  of 
disappointments,"  says  Connor  But  he 
believes  the  shares  are  undervalued 
and  are  worth  20,  judging  from  Lumex' 
assets  and  earning  power. 

The  Lumex  division  alone  could 
fetch  $8  a  share,  based  on  recent  sales 
of  similar  outfits,  figures  Connor.  He 
expects  proceeds  would  be  distribut- 
ed among  shareholders.  The  unit  post- 
ed revenues  of  $61  milUon  in  1994  and 


an  estimated  $65  million  in  1995.  The 
sale  of  Lumex  and  the  accompanying 
resti-ucturing  are  expected  to  produce 
a  loss  for  1995  and  in  the  fii'st  half  of 
the  new  year.  But  Connor  expects 
earnings  of  400  a  share  for  all  of  1996, 
mainly  because  the  company  will  con- 
centrate in  bolstering  the  Cybex  unit, 
which  makes  rehabilitation  equipment. 
Its  products  are  sold  to  physical-thera- 
py clinics,  hospitals,  rehab  centers,  and 
other  fitness  faciUties. 

"Cybex  will  be  a  big  winner  as  a 
stand-alone  company,"  says  one  invest- 
ment manager  who  also  has  been  buy- 
ing shares.  Cybex,  which  produced  rev- 
enues of  $70.4  million  in  1994  and  an 
estimated  $77  million  in  1995,  is  ex- 
pected to  post  $90  million  in  1996  and 
$105  million  in  1997,  he  says.  Connor 
notes  that  no  analysts  cover  Lumex 
now.  "But  they  will  soon  wake  up  to 
the  new  Lumex." 

IS  SOMEONE  OUT  TO 
DEVOUR  SMITH'S? 

Just  as  the  drugstores  are  consoli- 
dating, grocery  chains  are  teaming 
up,  too.  Competition  in  the  industiy  is 
intense,  notes  an  analyst,  and  profit 
margins  slim.  A  perfect  setup  for  mer- 
gers and  acquisitions? 

"You  bet,"  says  a  strategist  at  a  New 
York  investment  bank  who  has  been 
buying  into  Sinith's  Food  &  Di-ug  Cen- 
ters (SFD),  trading  on  the  Big  Board 
at  26  a  share,  near  its  high  of  27% — af- 
ter drooping  to  18  in  August.  This  pro 
is  convinced  that  Smith's,  a  Salt  Lake 
City  chain  with  145  outlets  in  eight 
Westem  states,  is  a  takeover  target. 
He  believes  American  Stores  (asc),  also 
based  in  Salt  Lake  City,  which  operates 
1,600  food-and-diiig  stores  in  27  states, 
has  its  eye  on  Smith's. 

"The  strategic  and  geographic  fit  is 
there  for  an  American  Stores-Smith's 
Food  link,"  says  the  investment  strate- 
gist. He  thinks  Smith's  large  food-and- 
drug  centers  appeal  to  American 
Stores,  which  owns  such  food  opera- 
tions as  Lucky  Stores  in  California  and 
Jewel-Osco  in  New  Mexico.  Its  drug 
outlets  include  Osco  Drug  in  Illinois 
and  Sav-On  Dings  in  California. 

"Rather  than  open  up  new  units, 
American  Stores  is  thinking  of  acquir- 
ing established  chains"  that  offer  both 
food  and  dnag  products,  says  one  ana- 
lyst, whose  securities  firm  does  busi- 
ness with  American  Stores.  In  a  buy- 
out, this  analyst  thinks  Smith's  Food  is 


worth  40.  American  Stores  declined 
comment.  Smith's  didn't  return  calls. 

WHY  THIS  TECH 
STOCK  DIDN'T  TANK 

Technology  stocks  were  stunning  per- 
formers in  1995,  many  of  them  hit- 
ting lofty  peaks — before  latei'  slumping, 
giving  back  much  of  their  gains.  But 
not  all  headed  south:  Little-known 
MICROS  Systems  (mcrs),  for  instance, 
whose  stock  was  trading  at  27  a  share 
in  mid-May,  zoomed  to  49>!  at  the  end  of 
December,  pulling  back  on  Jan.  2  to  47. 

Not  bad  for  an  outfit  that  doesn't 
make  very  sophisticated  gear,  micros 
makes  custom  point-of-sale  electronic 
terminals  for  hotels  and  restaurants, 
including  fast-food  and  institutional 
food-service  eateries.  The  systems  help 
clients  improve  efficiency,  customer  ser- 
vice, and  inventory  control.  Westing- 
house  owned  62%  of  micros  but  sold 
its  stake  this  past  summer. 

micros'  earnings  have  grown  fast, 
notes  money  manager  Robin  Kerr  of 
Axe-Houghton  Associates,  an  invest- 
ment firm  in  Rye  Brook,  N.  Y.  She.be- 
heves  such  growth  will  accelerate  be- 
cause of  its  November  acquisition  of 
Fidelio  Software. 

That  buy  prompt-      WITH  FIDELIO. 
ed  her  to  raise    MORE  CRESCENDO 

her  estimates  for 
the  year  ending 
June' 30,  1996,  to 
$1.85  a  share,  up 
from  a  previous 
$1.75.  More  impor- 
tant, she  upped 
her  fiscal  1997 
number  to  $2.60 
from  $2.44.  "No- 
body paid  much 
attention  to  this 
deal,  but  it  will 
score  big  for  mi- 
cros," says  Ken-. 

Fidelio  was  a  gi'eat  bargain,  at  a 
price  of  $35.4  million,  she  says.  A  fast- 
gi-owing  player  in  systems  for  proper- 
ty management  and  central  reserva- 
tions, it  posted  1994  revenues  of  $36 
milhon  and  an  estimated  $57  million  in 
1995,  says  Kerr.  For  1996,  she  fore- 
sees Fidelio  revenues  of  $70  milhon. 

Analyst  Bill  Loomis  of  Fenis  Baker 
Watts  agi'ees.  "Fidelio  is  growing  rap- 
idly and  capturing  market  share,"  he 
says.  Based  on  micros'  own  growth 
plus  the  addition  of  Fidelio,  Kerr  fig- 
ures the  shares  are  worth  65. 
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The  Right  Hon.  Douglas  Hwd  addresses  European  financial  direclois  uL  Oit  business  Week  Forum 


The  New  Competitive  Realities 

Tlie  cliaiiged  world  business  scene  dominated 
discussion  at  The  Business  Week  Europe  Forum 
of  Financial  Directors.  "We  operate  in  markets 
that  are  being  reshaped,"  said  George  Cox,  chief 
executive  of  Unisys  in  the  United  Kingdom  and 
Ireland.  "We  still  compete  on  product,  price,  and 
quality,  but  lookjust  beneath  the  surface.  Product 
cycles  are  immeasurably  shorter.  Price  pressure 
is  incessant.  Quality  is  no  differentiator  when  every- 
one has  it.  We  compete  on  the  same  things  but  it 
is  difficult  to  get  a  peniianent  edge. 

"What  matters  is  how  quickly  you  can  get  new 
products  out  —  repeatedly  —  while  competing 
constandy  on  product,  price,  and  quality,  while 


"  Product  cycles 
are  Immeasur- 
ably shorter. 
Price  pressure 
Is  incessant." 

George  Cox 

chief  executive,  Unisys 
Gt.  Britain  &  Ireland 


continuously  moving  forward,  and  while  endlessly 
countering  the  opposition.  Systems,  processes, 
structure,  and  culture  are  the  four  enabhng  factors 
critical  to  that  level  of  performance.  If  you  get  these 
things  right,  you  permanently  com|)ete.  If  you  get 
them  wrong,  the  business  fails." 


Do  I  Do.That? 

The  job  of  the  finance 
director  is  moving  through 
a  personal  restmcturing 
equal  in  degree  to  cor- 
porate change. 

"We  are  looking  for 
a  statesman,"  says  Brian 
Birkenhead,  new  chair- 
man of  The  100  Group 
of  Finance  Directors, 
and  group  FD  of  Britain's 
National  Power  PLC. 
"The  finance  director's 
role  is  decisive,  reporting 
to  investors,  bankers, 
agencies,  and  the  public. 
YouVe  got  to  satisfy  the 
money  markets  and  to  do 
that,  you've  got  to  have  a 
reputation.  Contrast  that 
with  the  scene  20  years 
ago  when  the  FD  would  have  been  little  more 
than  the  keeper  of  the  keys  to  the  safe,  and  would 
have  been  relied  upon  for  a  cautious,  possibly 
even  negative  approach  to  business.  Now  the  FD 
is  expected  to  be  proactive,  with  radical  finance 
solutions  to  add  to  competitive  advantage." 


By  Scott  Shutttr.  iiiii.sultiiiit  tu  Business  Week  Executive  Progrnms, 
and  chair  of  The  1995  Business  Week  Europe  Forurn  of  Financial 
Directors. 
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Beyond  news.  Intelligence. 


"The  finance 
director's  role 
is  decisive.  We 
are  looking  for 
a  statesman." 

Brian  Birkenhead 

group  finance  director, 
National  Power  PLC 
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"Change  has 
to  be  radical.  If 
you  stay  in  your 
comfort  zone, 
you  will  not  be 
internationally 
competitive." 

Eric  A.  Croson 

vice-president  & 
managing  director; 
Thomas  Group  Europe 
GmbH 


"Transforma- 
tion has  to  be 
in  the  leader's 
heart,  in  your 
heart,  and  in  the 
hearts  of  all  the 
senior  people." 

Joseph  V.  Marulli 

president, 

information  services, 
eunetcom 


Radicals! 

"Radical"  is  not  the  word  most  people  in  business 
would  apply  to  their  financial  director.  But  radical 
transformation  is  what  most  companies  need  — 
and  that  rec|uires  a  radical  FD.  Here  are  the  com- 
ments of  a  few  stand-out  radicals  at  the  Business 
Week  London  gathering: 

Richard  H.  deMoll 

vice-president,  operation  services. 
The  Dun  &  Rradstreet  Corporation 


"The  fastest  way  to  get  results  is  to  align  strategy 
and  culture.  Our  chairman  wanted  to  reduce  layers 
and  loosen  uj)  the  culture.  The  alignment  study 
revealed  that  our  real  estate  —  our  office  space  — 
was  a  barrier  to  cultural  change,  so  we  tackled  real 
estate  first. 

"Real  estate  traditionally  has  an  8  to  10  year 
payback.  We  decided  to  get  diat  down  to  four 
years.  Today  I  can  tell  you  we  are  averaging  about 
two  years.  We  have  reduced  our  real  estate  portfolio 
globally  by  1 7  percent  while  at  the  same  time 
dramatically  enabling  the  rest  of  the  transformative 
process.  That's  alignment." 

Eric  A.  Croson 

vice-president  &  managing  director, 
Thomas  Group  Europe.  GmbH 

"Change  has  to  be  radical.  If  you  stay  in  your  com- 
fort zone,  you  will  not  be  internationally  competi- 
tive because  there  are  companies  out  there  doing 
things  you  are  not  even  dreaming  about.  For  exam- 
ple, many  of  the  leading  Japanese  fimis  have  plans 
in  place  ensuring  that  their  next  products  will  be 
able  to  compete  at  65  yen  to  the  dollar.  They  are 
also  cutting  their  product  development  cycle  times 
by  factors  of  over  50  percent.  This  is  happening 
right  now.  That  is  why  you,  too,  must  think  radically. 

"And  you  nuist  think  "fast."  Speed  is  the  biggest 
competitive  issue.  Your  reengineering  efforts  may  be 
excellent,  but  if  it's  not  coupled  with  speed,  you  lose. 

"Also,  you  must  use  and  measure  driiit  rs.  One 
of  the  traps  that  finance  professionals  fall  into  is  to 
look  at  ROI.  jirofits,  cash  flow,  and  similar  measures, 
and  be  driven  by  those  results.  That  is  the  wrong 
approach.  Results  must  be  driven,  not  awaited. 
You  must  identify  the  drivers  and  then  drive  them. 
To  say  'sales  is  our  driver'  is  not  enough  and  may 
actually  be  wrong.  In  most  companies,  the  drivers 
are  processes  —  processes  widi  cycle  times.  This 
morning  we  heard  British  Aerospace  finance  direc- 
tor Richard  Lapthorne  describe  how  he  shrank  his 
new  ])roduct  development  cycle  time  in  half  That 
means  British  Aerospace  can  grow  the  toj)  line 
when  the  competition  cannot.  That's  the  real  goal." 


Joseph  V.  Marulli 

president,  information  services, 
eunetcom 

"Transformation  should  be  accomplished  as 
cjuickly  as  possible.  In  a  large  organization,  it  is 
very  difticult  to  change  a  lot  of  behaviors  just  a 
little  bit.  So  if  you  are  not  radical  in  reshaping 
your  focus,  you  will  not  get  a  substantive  change 
in  behavior.  The  primary  determinant  of  how  fast 
a  transformative  goal  can  be  accomplished  is  the 
degree  of  commitment  from  the  top.  The  chief 
executive's  support  is  the  sine  qua  non  of  the 
entire  process.  Transformation  has  to  be  in  the 
leader's  heart,  in  your  heart,  and  in  the  hearts 
of  all  the  other  senior  people." 

Alain  Rousset 

chief  financial  officer 
Young  &  Rubicam  Europe 


"Let  me  expand  on  what  Joseph  Marulli  of 
eunetcom  just  said  about  top  management  support. 
This  process  can  take  three  years,  it  can  take 
four  years,  it  can  take  five  years.  Throughout  the 
process,  the  top  management  support  Joe  referred 
to  must  remain  constant. 

"Very  often  companies  start  to  speak  about 
reengineering  because  it  is  the  fashion  of  the  day, 
and  then  for  about  six  months  there  is  activity: 
committees  and  groups  and  so  forth.  Then  for 
some  reason  top  management  focus  shifts  and  the 
transformation  fails.  The  focus  has  to  remain  very 
intense.  The  maintenance  of  that  focus  is  the  job 
that  the  top  management  must  pursue  most  relent- 
lessly. Without  constant,  full-time  support  from 
the  top,  reengineering  becomesjust  a  word." 

Roelof  R.  Hendriks 

chiej  financial  officer 
Royal  Van  Ommeren  N.V 


"We  changed  from  a  company  with  13  business 
units  to  one  that  does  only  three  things.  Our  total 
luimber  of  employees  drop]jed  from  8,000  to 
3,000,  our  turnover  decreased  from  $1.25  billion 
to  $625  million  —  and  our  profitability  increased 
fnjm  $18.75  million  to  a  forecast  $43.75  million. 

"Our  debt  equity  ratio  improved  more  than 
100  percent  and  our  market  capitalization  more 
than  doubled. 

"We  started  by  considering  procedures, 
systems,  core  activities  where  we  would  earn  most 
of  our  money  in  the  future,  determining  which 
comj)anies  had  tc^  be  divested  and  which  to  be 
grown.  But  more  important  was  that  we  set  about 
creating  a  new  spirit.  It  all  has  to  do  with  people, 
so  culture  and  mentality  are  essential  factors." 


Two  Very  Unusual  Bankers 

When  Business  Week  invited  The  Ri^rht  tlonor- 
able  Doiijrlus  Hiircl  and  Peter  D.  Siitlierlaiid  to 

address  our  Europe  Forum  ot  Financial  Directors, 
Mr.  Hurd  was  UK  Foreign  Secretary  and  Mr. 
Sutherland  was  Director-General  of  the  GATT,  now 
the  World  Trade  ()rji;anization.  By  the  date  of  the 
conference,  hoth  had  left  g(»vernment  anti  hotli  had 
become  leaders  ot  investment  banking;  com|)anies. 

"The  world  is  full  of  politicians  who  talk  ai)out 
finance  without  knowing  anything  about  it,  and 
financiers  who  talk  about  politics  without  having 
the  first  idea  about  the  political  scene,"  said  Hurd. 
"We  live  in  a  world  where  politicians  need  to  be 
elected  and  the  business  community  needs  an  un- 
derstanding of  that.  But  equally,  polidcians  have 


to  understand  that  their  bread  and  butter  dej)ends 
on  the  success  of  business.  Politicians  and  business 
leaders  actually  need  to  live  in  each  others  pockets, 
for  their  own  good.  The  temjjtation  to  be  scornful 
of  one  another  is  deeply  misguided.'"  Hurd  delivered 
a  ringing  endorsement  of  European  integration  and 
a  single  currency,  warning  tliat  "the  debate  on  this 
subject  has  belonged  to  the  political  chatterers. 
The  next  leap  forward  should  be  a  single  currency, 
an  economic  union.  But  this  measure,  designed 
to  be  unifying,  has  so  far  had  the  opposite  effect. 
If  this  persists  it  may  cast  into  doubt  what  Europe 
has  already  achieved.  And  what  we  have  achieved 
is  very  notable.  The  progress  against  any  back- 
ground of  history  has  been  stupendous,  and  we 
really  must  not  proceed  in  a  way  that  causes  the 


The  1995 
BusinessWeek 
Europe  Forum  of 
Fir       I  Directors 


The  Right  Honorable 
Douglas  Hurd 


Give  Us  A  Government  That  "Gives  A  Little  Push" 


"Government 
needs  to  under- 
stand that 
there's  a  real 
world  out  here, 
and  that  a  little 
push  here  and 
there  makes  all 
the  difference." 

Richard  Lapthorn 

finance  director, 
British  Aerospace 


Companies  in  transfornnation  need  all  the  help  they  can  get,  and  financial  directors  at  The 
,      BusinessWeek  Europe  Forum  were  vocal  in  expressing  disappointment  at  government  services. 

"I  am  jealous  of  the  Americans,"  said  Richard  Lapthorne,  finance  director 
of  defense  giant  British  Aerospace.  "We  are  fighting  on  our  own  here  in  the 
UK.  Government  needs  to  understand  that  there's  a  real  world  out  here, 
and  that  a  little  push  here  and  there  makes  all  the  difference." 

Governments  the  world  over  are  in  competition  to  position  themselves 
as  best-places-to-do  business.  "We  were  humbled  recently  by  the  news 
that  Ohio  was  the  only  American  state  to  be  named  as  having  one  of  the 
ten  best  economic  development  agencies  in  the  world,"  said  Donald  E. 
Jakeway,  director  of  the  Ohio  Department  of  Development.  "We  see 
economic  development  as  a  business:  serving  the  site  selection  needs  of 
enterprises.  As  Joseph  Marulli  of  eunetcom  pointed  out  a  few  minutes  ago, 
achievement  does  not  happen  by  accident.  We  study  the  needs  of  foreign 
and  domestic  corporations,  and  design  and  implement  the  financial  and 
other  incentives  required.  When  we  have  to,  we  pass  new  laws.  Governor 
Voinovich  involves  himself  personally." 


Ohio's  statistics  are  astounding:  more  new  facilities  and  expansions  than  the 
combined  total  of  28  states  and  the  District  of  Columbia;  more  manufactur- 
ing companies  selling  "value  added"  products  in  the  world  market  than  any  other  state.  Ohio's  record 
of  success  IS  so  impressive  other  states  benchmark  their  economic  development  efforts  against  Ohio. 

Because  of  his  success  rebuilding  what  Govemmg  Magazine  called  "one  of  the  more  decayed  buckles 
in  the  Rust  Belt,"  Governor  Voinovich  has  been  named  by  Governing 
as  the  "Governor  of  the  Year" 


"We  see 
economic 
development 
as  a  strategy  to 
create  win-win 
relationships." 

Donald  E.  Jakeway 

director;  Ohio 
Department 
of  Development 


Ohio  IS  ending  the  century  as  it  began 
development  leader 


as  America's  economic 


Ohb 

America's  Economic  Development  leader 
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Peter  D.  Sutherland 


"The  use  of 
derivatives  by 
some  to  gamble 
and  take  risks 
rather  than  to 
hedge  risk  has 
complicated  the 
task  of  financial 
oversight." 

Professor  Richard 
C.  Marston 

James  R.F.  Guy  professor 
of  finance  and  economics: 
director,  Weiss  Center 
for  International 
Financial  Research, 
The  Wharton  School 
of  The  University  of 
Pennsylvania 


single  market  to  unravel." 

"We  must  address,"  said  Peter  D.  Siitiierland. 
"whether  we  have  an  institutional  structure  that 
allows  us  to  move  into  the  next  miUennium  without 
catastrophe.  After  World  War  II,  the  free  world 
created  new  stmctures  for  this  puqjose.  Today  it 
has  become  a  litde  unpopular  to  speak  positively 
of  some  of  those  forms  of  cooperation.  But  these 


are  among  the  most  noble  ideas  that  mankind 
has  ever  conceived:  movements  to  bury  historic  ( 
hatreds,  and  challenge  xenophobia,  nationalism, 
and  racism.  Today,  pohticians  have  again  dis- 
covered that  people  can  easily  be  persuaded  by  , 
protectionist  rubbish.  Protectionism  is  a  seduc-  |' 
tive  argument,  but  it  is  one  that  the  corporate 
community  should  work  to  defeat."  11 


Derivatives:  Not  A  Gamble  (Unless,  Of  Course, You  Choose  To  Gamble...) 


As  governments  worry  about  a  few  high-profile  disasters,  financial  direc- 
tors feel  constrained  to  restrict  the  use  of  derivatives.  FDs  themselves 
are  not  afraid  of  derivative  instruments;  the  problem  they  face  is  justifying 
the  use  of  derivatives  to  directors  and  other  corporate  constituents  who 
have  been  spooked  by  bad  news. 

"The  market  has  a  memory  but  it  tends  to  be  fairly  short,"  says 
Hans  Peter  Bauer,  head  of  global  derivatives  for  Union  Bank  of 
Switzerland  (UBS).  "The  disasters  had  a  sobering  effect.  After  a  period 
when  many  shy  away  the  rest  will  see  the  success  of  the  most  prudent 
users  of  these  tools  —  the  vast  majority  —  and  will  realize  anew  that 
derivatives  offer  an  excellent  way  to  transfer  risk." 

Professor  Richard  C.  Marston,  James  R.F.  Guy  professor  of  finance 
and  economics,  and  director  of  the  Weiss  Center  for  International 
Financial  Research  at  The  Wharton  School  of  the  University  of 
Pennsylvania,  notes  that  "The  wide  array  of  derivatives  enhances  the  ability 
of  firms  to  reduce  their  financial  risk,  but  also  provides  opportunities  to 
take  new  risk  through  placing  complex  bets  on  market  movements.  And 
this  has  complicated  the  task  of  overseeing  financial  activities  within  firms." 

Dr  Marston's  Weiss  Center  co-sponsored  a  survey  of  derivatives  use 
among  non-financial  firms  in  the  US,  discovering  that  just  over  40  percent 
of  the  manufacturers  and  other  firms  that  employ  derivative  products  do 
so  at  least  occasionally  to  "take  a  view"  —  to  place  a  bet  on  the  direction 
of  interest  rates  or  other  factors. 


UBS's  Bauer  emphasized  that  derivatives  make  it  possible  for  "someone  to  hedge 
a  risk  and  someone  else  to  take  a  risk.  That  is  what  we  are  doing  at  UBS;  we  are 
shifting  risks  around.  The  process  is  complex,  but  the  purpose  is  quite  straightforward, 
widely  understood,  and  widely  utilized  on  a  global  basis,  in  spite  of  recent  questions. 
I  hope  that  people  will  not  have  to  learn  again  the  hard  way  that  if  they  leave  their 
positions  open  in  a  gamble,  they  can  lose.  Derivatives  should  be  used  carefully  but 
not  to  use  them  at  all  would  just  be  the  next  big  mistake  —  like  the  stock 
market  fool  who  sells  at  the  low,  and  buys  at  the  high." 


"The  disasters 
had  a  sobering 
effect.  But 
derivatives  still 
offer  an  excel- 
lent way  to 
transfer  risk." 

Hans-Peter  Bauer 

head  of  global 
derivatives.  Union  Bank 
of  Svvltzerland 
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SAVIOR  FROM 
DOWN  UNDER? 

/Vussie  Ian  Dieiy's  plan  for  AST:  Get  PCs  to  market  faster 

For  most  personal  comput- 
er makers,  it  has  been 
another  bountiful  holiday 
season.  Not  for  strug- 
gling AST  Research  Inc.  and  its 
lew  CEO.  Ian  Diery,  though, 
rhis  season,  Diery  was  focus- 
ng  on  survival.  His  goal:  Apply 
;he  brakes  on  ast's  yearlong 
Tee  fall  and  start  mapping  a 
•ecovery-  plan. 

Dier>',  former  executive  \ice- 
Dresident  of  Apple  Computer 
[nc,  was  named  president  and 
:eo  of  AST  on  Nov.  2,  replacing 
"Oimder  Safi  U.  Qureshey,  who 
•emains  as  chairman.  Within 
lays,  the  46-year-old  executive 
lad  sketched  out  a  turnaround 
)lan  to  restore  .A.ST  to  its  for- 
ner  glorj-.  Its  key  points:  be 
irst  to  market  with  leading- 
idge  products,  coddle  resellers 
»  they  prefer  deahng  with  A.ST 
•ather  than  Compaq  or  Hew- 
ett-Packard,  and  get  better  at 
iguring  out  where  the  PC  mai-- 
cet  is  headed. 
Can  it  work?  It  is.  after  all. 


PLAY  BALL: 

Diery  possesses 
a  rugby  player's 
he  same  strategy'  that  helped  pugnacity 
VST  grow  into  a  $2.5  billion   


»mpany  But  somewhere  along  the  way, 
ibout  the  time  of  its  ill-fated  8112  mil- 
ion  acquisition  of  Tandy  Corp.'s  com- 
)uter  operations  two  years  ago,  ast  lost 
lirection.  Since  then,  it  has  been 
)lagued  with  endless  reorganizations 
ind  revolving-door  management.  It 
lasn't  posted  a  profit  since  March,  1994. 
iales  growth  has  been  anemic,  despite 
in  industry^  boom,  and  the  company  has 
)iled  up  S205  milhon  in  losses  (chart), 
"'or  the  quarter  just  ended,  Salomon 
brothers  Inc.  analyst  .John  C.  Dean  esti- 
nates  that  .\ST  will  post  a  S^38.2  milhon 
OSS  on  revenue  of  .$616.5  million. 
>UTSOURCING.  Things  hit  bottom  last 
all.  For  the  quarter  ended  Sept.  30, 
iSrr's  revenues  plunged  nearly  20%  from 
he  same  period  the  yeai-  before,  to  .^3 
niUion,  and  the  company  reported  a  S96 
nillion  loss.  That  was  enough  to  drop 


AST,  once  the  fourth-ranked  PC 
maker,  to  10th  place  for  the 
year,  according  to  market  re- 
searcher International  Data 
Corp.  IDC  estimates  that  in  1995 


the  company  sold  just  566,000  computers 
in  the  U.  S.,  down  more  than  20'^-^  from 
1994.  With  a  horrendous  product  mix — 
the  company  had  no  low-end  home  PCs 
and  was  slow-  to  market  powerful  high- 
end  models — the  16-year-old  veteran  of 
past  PC  wars  was  displaced  by  compa- 
nies such  as  Hewlett-Packard  Co.  and 
Digital  Equipment  Corp.  that  weren't 
even  in  the  market  two  years  ago. 

The  market  rout 
has  sent  ast  running 
back  to  Korea's  Sam- 
sung Electronics  Co. 
for  help.  Samsung, 
which  acquired  a  40% 
stake  in  ast  in  Augast 
for  $378  million,  on 
Dec.  21  agreed  to 
guarantee  a.st  a  S200 
milhon   bank  credit 


Diery  is  returning  to 
the  home  PC  market 
that  AST  had  nearly 
abandoned 


line  and  extend  $100  million  in  credit  for 
component  purchases.  In  exchange,  it 
gets  options  for  4.4  million  shares  that 
will  bring  its  ownership  up  to  45%. 
More  important,  ast  will  let  Samsung 
name  another  director,  ceding  it  major- 
ity control  of  the  board. 

How  to  put  AST  back  in  the  fast- 
changing  PC  game?  Diery's  first  procla- 
mation: Being  first  is  more  important 
than  being  best.  In  other  words,  even  if 
AST's  in-house  engineers  think  they  have 
a  new^  twist  on  PC  technology,  Diery 
won't  even  consider  building  that  into  a 
new  model  if  it  means  coming 
out  late.  After  all,  a.st's  prob- 
lems started  because  it  kept 
missing  product-launch  dates 
as  engineers  fiddled  with  fea- 
tui'es.  As  late  as  a  year  ago, 
it  was  designing  everything 
from  motherboards  to  key- 
board-controller chips  by  itself. 
Rivals  such  as  Packard  Bell 
Electronics  Inc.  that  bought 
~uch  components  were  able  to 
come  out  with  new  machines 
based  on  the  latest  Intel  chips 
much  sooner.  "Now,  we  have 
to  focus  on  w'hat  we  should  do 
ourselves  and  what  we  should 
outsource,"  says  Qureshey. 
FAST  PROFIT.  That  extends  all 
the  way  to  the  very  guts  of 
the  computer.  Diery  is  now- 
ready  to  start  buying  mother- 
boards from  Intel — as  most  ri- 
vals already  do.  "At  the  mo- 
ment, we're  months  behind 
delivering  higher-speed  sys- 
tems," he  says.  "We're  going  to  Intel — 
they  do  a  fabulous  job,  and  we  should 
take  advantage  of  it."  With  product  de- 
velopment cycles  as  short  as  six 
to  nine  months,  Dierj'^  says  all  the  mon- 
ey must  be  made  in  the  first  four 
months  in  order  to  break  even  on  a 
new  product. 

He's  also  putting  .\ST  back  into  mass- 
market  consumer  stores  with  a  new  line 
of  home  PCs.  Concluding  that  most  home 
PCS  were  unprofitable,  the  company  had 
killed  off  the  low  end  of  its  ast  Advan- 
tage! brand  last  year — with  dire  conse- 
quences. Stores  started  dropping  AST's 
single  remaining  home 
computer  in  favor  of 
HP,  which  fielded  a  fuU 
line  under  its  new  Pa- 
\ilion  brand.  Even  Ra- 
dio Shack,  once  a  sure 
outlet  because  of  the 
three-year  supply 
agreement  that  came 
with  the  Tandy  buy- 
out, in  August  started 
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featuring  ihm's  Aptiva  computers  in  the 
ads  for  its  6,600  stores. 

Now,  Diery  is  reviving  the  company's 
home  PC  line  and  expanding  the  number 
of  models  to  match  rivals,  though  he 
missed  the  hot  holiday  selling  season. 
"You  can  make  money  there  if  you  have 
a  well-balanced  product  line,"  he  says. 
"FUNDAMENTALS."  The  only  way  to  get 
back  in  the  game  with  companies  such  as 
Compaq  and  Packard  Bell  is  to  read  the 
market  minute  by  minute,  says  Diery. 
So  the  hyjjeractive  Australian  is  demand- 
ing a  more  market-focused  approach 
around  ast's  Ii-vine  (Calif.)  headquaiter-s. 
The  new  boss  is  tiying  to  make  the  com- 
pany's sprawling  opei-ation-s — wath  plants 
in  Texas,  Ireland,  Hong  Kong,  Taiwan, 
and  China — more  responsive  to  changing 
l^references  among  buyers.  He  demands 
that  repoils  on  each  day's  bookings  and 
billings  ai'ound  the  world  be  on  his  desk 
by  10:30  the  next  morning.  "This  busi- 
ness is  all  about  trends,"  he  says.  "We've 
got  to  get  the  fundamentals  in  place." 

Dieiy  has  shown  he  already  knows 
how  to  read  a  trend.  He  built  Apple 
into  the  No.  1  U.  S.  brand  in  Japan  with 
such  marketing  tricks  as  sponsoiing  Jan- 
et Jackson  conceits.  Later,  as  executive 
vice-president,  Dieiy  was  instiinnental 


in  pushing  multimedia  to  make  the  Mac- 
intosh a  popular  home  PC.  But  he  was 
forced  out  of  that  job  in  April  in  a  re- 
stioicturing  orchestrated  by  Apple  ceo 
Michael  H.  Spindler 

Diery,  who  was  regarded  as  a  bit 
abrasive  in  Apple's  consensus-driven  cul- 
ture, didn't  follow  the  tyj^ical  career  path 
to  the  top.  He's  a  gre- 
gaiious  amateur  rugby 
player  and  competitive 
horseman.  After  drop- 
ping out  of  college  and 
trying  his  hand  at  a 
number  of  small  busi- 
nesses, including  one 
to  sell  color  TVs,  he 
backpacked  through 
Asia  and  Europe,  do- 
ing odd  jobs  to  pay  his 
way.  In  1977,  he  foiuid 
himself  driving  a  cab 
in  London  and  yearn- 
ing for  a  real  job.  So 
he  called  ibm,  Xerox,  and  Wang  Labora- 
tories for  interviews  but  skipped  the  fii-st 
two  when  Wang  hired  him  on  the  spot  to 
sell  word-processing  systems.  He  rose 
quickly  at  Wang,  eventually  heading  up 
the  company's  European  unit,  and  then 
worldwide  operations. 
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Turning  ast  around,  though,  is  going 
to  take  more  than  super  salesmanship 
"There's  no  question  that  hiiing  him  is  s 
great  start,"  says  analyst  Kimball  H. 
Brown  at  Dataquest  Inc.  "But  ast  ha.'- 
been  skimping  on  management  for  toe 
long."  Dieiy  will  have  to  move  fast  tc, 
refill  the  executive  suite.  In  September 
Qureshey  fired  Presi-  , 
dent  James  T.  SchraitI 
and  two  managerS| 
Three  other  executives 
have  since  left.  \ 
Despite  AST's  trouj 
bles,  no  one  is  willing  i^ 
vmte  it  off.  "The  PC  in 
dustry  is  fuU  of  compa, 
nies  who  hit  the  wal 
and  came  bounding 
back,"  says  Lise  J 
Buyer,  technology  anai 
lyst  at  T.  Rowe  Prict 
in  Baltimore.  If  AS'' 
does  come  back,  Dier7 
stands  to  make  out  on  the  deal.  In  addi 
tion  to  a  base  salary  of  $700,000,  he  ha 
options  for  1  million  shai-es  he  can  start  U: 
exercise  once  the  stock — hoveling  ai'ouncj 
.$8.50— hits  $9.37.  That  should  give  thii 
salesman  incentive  to  make  his  quota.  . 
By  LmTy  AmiMrmig  in  Irvhie,  Calij.. 
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BOB  GALLO'S  NEW  WEAPON 
AGAINST  AIDS 

A  discovery  of  HIV-fighting 
natural  chemicals-and  a 
new  institute-return  him 
to  the  research  forefront 

Just  a  few  years  ago,  Dr.  Robert 
C.  Gallo's  life  was  "worse  than  a 
series  of  Kafka  nightmares,"  he  re- 
calls. The  National  Institutes  of 
Health  and  the  feared  Energy  &  Com- 
merce Committee  bloodhounds  of  Repre- 
sentative John  D.  Dingell  (D-Mich.)  were 
investigating  the  prominent  National 
Cancer  Institute  scientist  for  possible 
misconduct.  The  charge:  that  the  fierce- 
ly competitive,  hot-tempered  Gallo  had 
grabbed  too  much  credit  for  the  discov- 
ery of  the  AIDS  virus — perhaps  even 
stealing  Hiv  itself  from  French  rivals. 

His  well-funded  lab — famous  for  dis- 
covering the  first  human  tumor  viins, 
proving  that  hiv  causes  aids,  and  devel- 
oping a  blood  test  for  the  disease — was 
virtually  paralyzed.  "Depending  on  the 
time  of  day,  I  felt  either  like  the  Angel 
Gabriel  or  Lucifer,"  he  says. 
COLORFUL  CAREER.  Now.  the  58-year- 
old  virologist  is  definitely  back  on  the 
side  of  the  angels.  The  nih  probe  never 
found  any  wrongdoing  and  the  congi-es- 
sional  investigation  ended  after  last 
year's  Republican  victory.  "We  never  did 
get  to  the  truth,"  sighs  former  Dingell 
sleuth  Bmce  F.  Chafin.  Meanwhile,  Gal- 
lo's colorful  career  is  soaring  again.  On 
Dec.  19,  a  Maryland  legislative  commit- 
tee approved  $9  million  in  state  money 
to  set  Gallo  up  as  head  of  a  new  Insti- 
tute of  Human  Virology  at  the  Univer- 
sity of  Maryland.  The  same  month,  his 
lab  scored  another  major  coup  in  the 
struggle  to  understand  aids — identify- 
ing long-elusive  natural  chemicals  that 
lells  use  to  suppress  the  vims. 

"This  is  great  for  the  field — and  for 
Bob,"  says  aids  researcher  Dr.  Anthony 
3.  Fauci,  director  of  the  National  Insti- 
tute of  Allergy  &  Infectious  Diseases. 
'In  spite  of  the  fact  that  the  guy's  been 
icnocked  around  for  the  last  five  years, 
le's  now  got  his  own  institute,  and  bin- 
jo,  he  has  made  a  major  discovery." 

m 


Gallo's  rebound  comes  amid  Qfl[^Q  HOPES 

other  encouraging  news  in  the 
fight  against  aids.  The  past  "AIDS  will  bC 
year  has  brought  both  major  ^  dijiicallv 

new  knowledge  about  the  virus 

and  important  new  diTigs.  And  curable 

the  recently  identified  natural  H  jgpogp  wit;J\- 
substances  "open  up  a  whole 
new  avenue  for  thinking  about  in  10  yearS," 
how  to  control  Hiv,"  says  Gallo.  QoJ|q 
These  developments,  as  well  as 
progi'ess  with  vaccines  and  oth-  proclaims 
er  dnigs  in  the  lab,  lead  him 
to  proclaim  that  "aids  vdU  be  a  cHnically 
curable  disease  in  the  next  10  years." 

Most  researchers  would  be  reluctant 
to  stake  a  claim  on  so  difficult  a  foe  as 
aids.  But  the  statement  is  vintage  Gal- 
lo. "Sticking  my  neck  out  stimulates  me 
to  do  more  work,"  he  says.  Others  wish 
the  virologist  would  think  more  before 
he  opens  his  mouth.  "My  mother  told 
me  this  would  be  my  death  knell  if  I 
didn't  cut  it  out,"  he  admits. 

He  never  will,  of  course.  But  Gallo's 
10-year  prediction  could  be  more  than 
just  hyperbole.  Last  Januaiy,  for  exam- 
ple, David  Ho  of  the  Aaron  Diamond 
aids  Research  Center  in  New  York  and 
George  Shaw  of  the  University  of  Ala- 
bama proved  that  hiv  doesn't  mysteri- 


ously lie  doiTnant  in  the  body 
only  to  emerge  years  later,  as 
once  thought.  Rathei',  the  viiois 
goes  on  the  attack  from  the 
veiy  start,  making  up  to  a  stag- 
gering 10  bilhon  copies  a  day. 

Yet  confronted  with  this 
pernicious  assault,  the  immune 
system  does  manage  to  keep 
the  ujjper  hand  for  years — 
sometimes  even  a  decade  or 
more  (illustration,  page  88). 
Scientists  now  beheve  that  dra- 
matic gains  could  be  made  by  providing 
the  body's  natural  defense  with  a  httle 
help  early  on.  "This  is  the  most  hopeful 
thing  to  come  out  in  years,"  says  Dennis 
M.  Burton  of  Scripps  Research  Insti- 
tute. "The  vims  is  not  a  sinister  thing 
waiting  to  hop  out.  Instead,  it  wins  just 
by  gi'inding  you  down." 

Simply  reducing  viral  levels  in  the 
body  might  stave  off  the  progression 
to  aids  for  years.  The  first  drug  ap- 
proved for  the  disease,  azt,  doesn't  do 
the  trick  because  the  rapidly  mutating 
virus  quickly  develops  resistance.  But 
since  November,  the  Food  &  Ding  Ad- 
ministration has  added  to  doctoi-s'  arsen- 
als by  approving  Glaxo  Wellcome  PLC's 
3TC  and  Hoffmann-La  Roche's  saqui- 
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navir.  Along  with  others  in  the 
development  pipeline  at  drug- 
makers  such  as  Merck  &  Co., 
these  treatments  are  not  only 
more  potent  than  azt,  but  in 
various  combinations,  "they 
work  infinitely  better  than  azt 
alone,"  says  Max  Essex,  chair- 
man of  Harvard  University's 
AIDS  Institute. 

No  one  expects  combinations 
of  dnigs,  however  promising,  to 
be  the  sole  answer.  The  virus 
will  develop  resistance,  and 
there  ai'e  major  questions 
about  long-term  toxicity 
and    cost.    That's  why 
many  scientists  are  excit- 
ed by  the  identification  by 
Gallo — and  by  Reinhard 
Kurth  of  Germany's  Paul- 
Ehrlich-Institut — of  natu- 
rally suppressive  chemicals. 

As  far  back  as  the  1980s, 
Jay  Levy,  a  virologist  at  the 
University  of  California  at  San 
Francisco,  showed  that  certain 
immune-system  cells — called 
killer  T-cells,  or  CDS  cells— re- 
lease chemicals  that  suppress 
HIV  in  test  tubes.  But  many  sci- 
entists discounted  the  finding 
because  no  one  could  identify 
the  chemicals. 

Until  Gallo.  Originally 
the  NCI  scientist  stayed  out 
of  the  search.  But  by  1994, 
some  of  his  Aius-vaccine  ex- 
pei^iments  were  giving  con- 
tradictory results.  There 
was  no  way  of  explaining 
why  some  vaccinated  ani- 
mals were  protected 
against  the  vims  and  oth- 
ers weren't.  "We  got  tired 
of  saying,  'Could  the  reason 
be  the  bloody  CDS  factor? 
Gallo  recalls.  So  when  the  an- 
swer dichi't  come  fi'om  Levy  or 
others,  "I  had  to  do  it,"  he  says. 
TWO  FINDINGS.  Gallo's  team,  led  by 
Paolo  Lusso  and  Fiorenza  Cocchi,  had 
one  big  advantage.  Over  the  years,  his 
lab  had  generated  a  key  research  tool:  a 
number  of  killer  T-cell  lines  that  could 
be  grown  indefinitely.  Some  of  the  cell 
lines  produced  copious  amounts  of  natu- 
ral substances  for  regulating  the 
immune  system.  Fron:  there,  it  was  con- 
ceptually simple,  if  technically  challeng- 
ing, to  identify  a  cell  line  that  sup- 
pressed the  virus.  Then  researchers 
puiified  and  identified  the  chemicals  the 
cells  made. 

It  turned  out  that  there  were  three 
chemicals  involved,  and  all  thi-ee  need  to 


The  Immune  System's 
Surprising  Weapons 


How  AIDS  cripples  the  immune  system: 


►  Helper  T-cells  signal 
killer  T-cells  to  destroy 
virus-infected  cells. 
Many  of  the  targeted 
cells  are  helper  T-cells. 


Helper 
T-cell 


Killer  T  O 

T-cell 


<  Eventually,  so  many 
helper  T-cells  are  killed 
that  the  immune  sys- 
tem can't  orchestrate 
an  effective  defense 
against  HIV. 


How  boosting  a  natural  defense  mechanism  could  help 

►  Some  killer  T-cells  also 
make  chemicals  called 

chemokines.  ,       ^  .■ 

Chemokines 


<  Chemokines  travel  to 
virus-mfected  cells,  where 
^!       they  prevent  the  virus  from 
making  more  copies  by  a 
w  still  unknown  mechanism. 


be  present  to  suppress  the  vims.  The 
substances  were  known  "chemokines,"  a 
class  of  chemicals  the  body  uses  to  call 
in  immune  cells.  According  to  work  by 
Germany's  Kurth,  another  suppressive 
substance,  interleukin-16,  may  also  be 
involved. 

These  substances  are  unlikely  to 
work  as  drugs.  "We  don't  know  how  to 
control  them,  or  what  the  side  effects 
will  be,"  explains  Stanford  University 
AIDS  researcher  Thomas  C.  Merigan. 
And  Levy,  for  one,  believes  something 
else — stOl  undiscovered — is  the  key  CDS 
factor.  But  when  scientists  learn  exactly 
how  the  chemicals  manage  to  block  Hiv 
in  the  test  tube,  it  may  be  possible  to 


develop  drugs  that  mimic  theii 
action  or  boost  their  natural 
production.  Gallo  hints  that  he's 
close  to  figuring  out  how  the 
chemokines  work. 

Having  Gallo  hot  in  pursuit 
of  the  mechanism  is  bad  news 
foi'  his  competitors.  Not  only 
is  Gallo  likely  to  win,  but 
many  rivals  resent  the  way 
he  trashes  their  work  in 
the  process.  "Gallo  isn't  the 
kind  of  person  who  can 
merely  be  a  major  player 
in  a  field,  he  has  to  monop 
olize  it,"  according  to  one 
critic. 

Gallo  himself  admits  to  past 
excesses  of  "vainglory"  and  tem 
per.  "My  sldn  is  probably  way 
too  thin  for  someone  in  the  posi 
tion  I'm  in  and  who  exerts  ego," 
he  says.  Yet  his  weaknesses 
may  also  be  his  greatest 
strengths.  "He  looks  at  a  com- 
petitor almost  like  an  enemy," 
explains  one  friend.  "That  gets 
him  in  trouble.  On  the  other 
hand,  that's  the  driving  force 
that  makes  him  great." 
GAMBLE.  Now,  Gallo  is  biing 
ing  his  detei'mination  to  his 
new  institute  in  Baltimore 
Tlie  goal,  he  says,  is  nothing 
short  of  curing  aids.  As  he 
sees  it,  the  institute  will  be 
able  to  rush  i-esearch  ad 
vances  into  a  clinical  unit 
headed  by  Dr.  Robert  R.  Red 
field,  former  chief  of  retrovira 
research  at  the  Army's  Walter 
Reed  Army  Institute  of  Re 
search  in  Washington.  A  compa- 
ny called  Omega  Biotherapies 
Inc.  has  been  set  up  by  Gallc 
and  private  investors  to  com 
mercialize  promising  therapies 
The  whole  enterprise  is 
gamble  for  Maryland,  whicl 
Virginia,  Pennsylvania,  anc 
South  Carolina  in  wooing  Gallo.  "It  was 
clear  that  this  was  a  man  whose  scien 
tific  reputation  was  extraordinary,"  says 
James  T.  Brady,  Mainland's  secretary  o 
bu,siness  &  economic  development.  Bu 
with  Gallo's  lab  making  progress  no 
just  with  chemokines  but  also  hormone 
and  vaccines  for  tackling  aids  and  it 
complications,  it  looks  like  the  righ 
move.  "In  the  area  of  investments  th: 
people  make  in  scientists,  I  think  this  i 
as  good  a  bet  as  you  can  get,"  says  th 
niaid's  Fauci.  Gallo  may  never  liv' 
down  his  controversial  past,  but  at  leasi 
his  Kafkaescjue  nightmares  are  over. 

By  John  Carey  in  Washingto 
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Developments  to  Watch 


EDITED  BY  NEIL  GROSS 


A  SWEETER  LIFE  FOR  CROPS  IN  SALH  SOIL 

FARMERS  HAVE  MADE  STEADY  GAINS  AGAINST  PESTS  AND  DISEASES 

in  recent  years.  But  salty  soil  has  proven  a  tougher  enemy. 
Every  year,  California  alone  loses  some  $500  miUion  in  stunted 
crops  and  fields  that  must  be  abandoned  because  of  excess  salt. 
Now,  molecular  biologist  Julian  Schroeder  of  the  University  of 
California  at  San  Diego  says  he  has  identified  a  gene,  called 
HKTl,  that  regulates  salt  uptake  in  wheat.  By  manipulating 
the  gene,  scientists  may  be  able  to  create  salt-resistant  crops. 

HKTl  codes  for  a  protein  on  the  surface  of  roots  that  acts  as 
a  molecular  highway.  It  lets  in  sodium,  a  key  component  of  salt, 
as  well  as  potassium,  a  vital  nutrient.  Schroeder  transplanted 
HKTl  into  yeast  cells,  exposed  them  to  salt,  and  deftly  culled 
resistant  mutations.  The  mutant  genes  make  proteins  that  let 
less  sodium  into  the  root  than  natural  proteins  do  without  block- 
ing potassium.  Before  tackling  wheat,  Schroeder  will  work  with 
mustard  plants,  which  are  easier  to  genetically  engineer. 


CYBERSCRIP: 
WHEN  A  PENNY  IS 
TOO  MUCH  TO  PAY 

AS  THE  INTERNET  GOES  COM- 

mercial,  cybercapitalists  are 
wondering  how  much  people 
would  be  willing  to  ante  up 
to  visit  a  given  site  on  the 
World  Wide  Web.  Concluding 
that,  in  many  cases,  even  1? 
might  be  excessive,  Web  ma- 
vens  at  Digital  Equipment 
Corp.  have  devised  a  way  to 
mint  "microcash,"  which 
would  let  customers  pay  for 
their  Web  explorations  in 
fractions  of  pennies. 

No  money  has  changed 
hands  yet.  But  in  August, 
DEC  filed  a  patent  on  a  pay- 
ment system  called  Millicent. 
Like  some  other  digital-cash 
schemes,  it  reUes  on  middle- 


men— credit-card  companies 
or  digital  banks — to  issue 
scrips  worth  as  little  as  a 
tenth  of  a  penny  to  Web-site 
operators  each  time  a  cus- 
tomer "hits"  their  sites. 
Unlike  other  digital-cash 


ideas,  however,  Milhcent  is 
cost-effective  at  tiny  incre- 
ments. To  keep  disk  storage 
and  computational  overhead 
to  a  minimum,  its  designers 
stripped  away  certain  types 
of  guarantees,  such  as  priva- 
cy, or  a  trail  of  signed  re- 
ceipts on  each  purchase.  But 
that  shouldn't  deter  custom- 
ers who  simply  want  to 
click  from  one  home 
page  to  another.  Pro- 
ponents point  out 
that  would-be  digital 
thieves  would  need 
to  crack  the  security 
on  10,000  or  more 
" ,  ;  transactions  worth 
0.1?  each  in  order  to 
make  off  with  just 
—■'^   $10.  Says  Mark  Ma- 

 — ^  nasse,  the  inventor 

of  Millicent:  "There  ai"e  easier 
ways  to  make  10  bucks." 


INNOVATIONS 

m  Want  to  keep  milk  from  go 
ing  sour  in  the  refrigerator 
Carbon  dioxide  may  do  the 
trick,  say  researchers  at  Cor 
nell  University.  Mild  carbo 
nation,  too  subtle  to  affee 
the  taste,  would  kill  many  o 
the  bacteria  that  cause  spoil 
ing.  And  it  wouldn't  ad( 
much   to   the   price.  Th 
biggest  additional  cost  woulc 
be  stronger  milk  cartons  t| 
keep  in  the  CO.,.  | 
m  Vicious  gas  attacks  on  Tot 
kyo    subways    last  yea 
showed  that  nerve  gas  isn' 
just  a  military  nightmart 
The  U.  S.  Army  Edgewooi  ■ 
Research,  Development  d . 
Engineering  Center  (erdec  i 
in  Maryland  says  enzyme 
from  mai'ine  microorganism 
can  degrade  such  gases  int 
harmless  compounds  durin  , 
an  attack.  The  enzymes  coul 
also  be  used  to  clean  up  spU 
of  certain  commercial  pest 
cides,  says  erdec  scientis 
Joseph  DeFrank. 
■  Barnacles  on  a  ship's  hu 
can  slow  it  down  by  sever 
knots,  chive  up  fuel  costs,  an 
cause  coiTosion.  One  solutio 
says   Daisuke  Uemura, 
chemistry     professor  s 
Japan's  Shizuoka  Universit 
Treat  the  hulls  with  "nitro£ 
kanes"  (combinations  of  n 
trogen,  carbon,  and  hydroge 
isolated  from  sponges  four 
in  Oldnawa.  The  nitroalkani 
should  prevent  the  buildup 
bacterial  films  that  enab 
barnacles  to  attach  ther 
selves  to  the  hull. 


carotid  arteries  harbored 
the  bacteria.  That  doesn't  | 
prove  chlamydia  is  respon-  mil 
sible.  But  ongoing  tests  on  f 
mice  may  provide  the  miss- 1 
ing  evidence.  If  so,  since  i 
chlamydia  is  killed  by  antibil 
otics,  Grayston  will  propose 
human  trials  to  see  if  such  -^"i 
drugs  can  help  patients  wit! 
the  telltale  plaques. 


ARE  BACTERIA  BEHIND  BLOCKED  ARTERIES? 


DOCTORS  KNOW  A  LOT  ABOUT 

risk  factors  for  atherosclero- 
sis— the  buildup  of  plaques 
in  artery  walls  that  can 
block  blood  vessels  and  lead 
to  heart  attacks.  Cigarette 
smoking,  obesity,  and  high 
cholesterol  levels  are  some 
major  ones.  But  what  causes 


plaques  to  accumulate  in  the 
first  place?  Researchers  at 
the  University  of  Washing- 
ton say  the  culprit  could  be 
a  common  bacteria  strain 
that  most  people  are  ex- 
posed to  in  childhood. 

Dr.  J.  Thomas  Grayston,  a 
professor  of  epidemiology. 


speculates  that  the  bacte- 
ria— Ch lam  ijdia  pneuniov i- 
ae- — may  either  directly  tiig- 
ger  the  buildup  of  plaques 
or  encourage  their  growth 
once  the  process  starts. 

In  a  study  pubhshed  in 
the  December  issue  of  Cir- 
cidation,  Grayston  found 
that  almost  60%  of  tissue 
samples  taken  from  blocked 
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Personal  Business 


EDITED  BY  AMY  DUNKIN 


DIVERSIFY' IS  STILL  THE 
MONEY  MANAGERS'  MANTRA 


Global  investors  got  a 
rude  shock  in  1995. 
The  popular  wisdom — 
that  diversifSing  theii-  assets 
around  the  world  would  max- 
imize opportunities  while  re- 
ducing risk — didn't  work.  In- 
stead, investors  who  sank  all 
of  their  sa\'ings  into  a  mutual 
fund  indexed  to  the  Standai'd 
&  Poor's  500-stock  index 
earned  33%,  compared  with 
an  average  12.5'7c  for  sophis- 
ticates who  put  their  money 
in  funds  composed  of  inter- 
national stocks  and  bonds. 

But  many  money  man- 
agers are  betting  that  1995 
was  an  exception.  And  the 
steep  runup  in  U.  S.  stock 
prices  has  many  investors 
chanting  theii-  mantra  of  glob- 
al diversification  more  loudly 
than  even  "I  think  in  1996. 
the  foreign  markets  will  out- 
perform, just  because  the 
U.  S.  did  so  well  this  year," 
says  Sandor  Cseh.  chief  in- 
ternational strategist  for 
Boston  Cos. 

BONDS  ABROAD.  High  valua- 
tion.- in  the  U.  S.  aren't  the 
only  reason  global  investors 
are  reaffirming  their  multi- 
asset  philosophy.  WTiile  the 
Federal  Reserve  and  Bun- 
desbank both  recently  low- 
ered short-term  interest 
rates,  the  Bundesbank  eased 
more.  Further  reductions  ai-e 
anticipated  elsewhere  in  con- 
tinental Europe,  Canada,  and 
Australia,  where  slowing  eco- 
nomic gi'owth  has  forced  cen- 
tral banks  to  rethink  their 
tight-money  policies.  And  the 
Bank  of  Japan  continues  to 
pump  money  into  an  economy 
that  has  been  stagnant  for 
four  years.  That  en\Tronment 
bodes  well  not  just  for  many 
non-U.  S.  stock  markets  but 
also  for  ovei-seas  bond  prices. 
"Investors  are  likely  to  find 
the  best  returns  from  non- 


U.  S.  bonds,  especially  in  the 
European  markets,"  says 
Gary  Brinson,  president  of 
Brinson  Partners  Inc. 

Indeed,  some  fund  man- 
agers think  the  lower  inter- 
est-rate picture  for  Europe 
merits  an  aggi'essive  position 
in  continental  bonds.  Take 
the  S498  million  Fremont 
Global  Fund,  which  returned 
197c  through  Dec.  28,  1995. 
Half  of  the  2~'^c  that  manag- 
er Robert  Haddick  has  des- 
ignated for  his  global  fLxed-in- 
come  allocation  is  in 
Em'opean  government  debt. 
He  believes  overseas  bonds 
will  match  or  beat  the  29% 
appreciation  the  U.  S.  bond 
market  saw  last  year. 

But  there's  a  big  i-isk:  A 


INVESTING 


ized  basis,  he  expects  conti 
nental  bonds  to  retmTi  19c 
to  10%,  compared  with 
5%  to  7%  in  the  U.  S. 

Some  allocators  are 
shifting  theii'  resoui'ces 
to  capture  the  greater 
gains  they  expect  overseas. 
But  they  are  also  maintaining 
a  healthy  exposure  in  the 
U.S.,  where  many  believe 
stock  and  bond  prices  still 
have  room  to  run.  Indeed, 
the  best  way  to  exploit  the 
benefits  of  falling  rate.- 
around  the  world  may  be  to 
carve  up  a  portfolio  into  faii-- 
ly  even  slices  of,  say,  U.  S.  or 
international  stocks  and 
bonds.  That's  the  approach  of 
the  S895  million  usaa  Co}-- 
nerstone  Fimd.  Its  prospectu.^ 


After  the  big 
U.S.  runup  in  '95,  foreign 
markets  may  lead  in  '96 


rise  in  the  dollar  could  di- 
minish the  value  of  overseas 
holdings.  To  guard  against  a 
higher  dollar  in  1996,  "in- 
vestors need  to  understand 
that  exposure  to  non-U.  S. 
equities  and  bonds  alike 
should  be  hedged,"  says 
Brinson,  who  manages  S50 
billion  for  institutions  and 
mutual  fimds. 

Hedging  tx-pically  limits  an 
investor's  potential  gains 
while  setting  a  floor  under 
possible  losses.  Still,  Haddick 
estimates  that  10-year  gov- 
ernment bonds  from  conti- 
nental markets  such  as  Ger- 
many, France,  and  the 
Netherlands  should  beat  sim- 
ilai-  U.  S.  debt  by  at  least  two 
percentage  points  in  the  first 
half  of  1996.  On  an  annual- 


specifies  a  22%  to  28%  range 
for  each  asset  class  except 
gold,  which  is  held  between 
zero  and  10%.  "We're  set  up 
to  stay  diversified  no  matter 
what  happens,"  says  portfolio 
manager  Harry  Miller,  who 
reviews  his  allocations  once 
a  quarter. 

That  disciplined  strategy- 
forces  Miller  to  buy  low  and 
sell  high,  he  says,  since  he 
must  regularly  replace  high- 
fixing  securities  that  push  an 
allocation  beyond  the  28% 

I  limit  with  less  expensive 

'  ones.  Cornerstone  posted  a 
14%  return  for  the  first  11 

j  months  of  1995.  For  the  cui'- 
rent  quaiter.  Miller  has  about 
26%  in  U.  S.  stocks,  where  he 
thinks  aerospace  and  chemi- 

'  cals  still  offer  value. 


Unlike  Haddick,  Cornt 
stone's  Miller  had  put  h 
nearly  23%  internatiori 
allocation  entii-ely  in  equitie 
Now,  Miller  is  betting 
continental  bourses — mai 
ly  Switzerland,  Germar 
Britain,  and  France — whi 
he  thinks  will  bounce  as  Ion 
teiTn  interest  rates  fall.  As 
he  has  a  relatively  heavy  b 
on  Denmark,  whose  fisci 
health  wins  his  praise. 

Many  of  Miller's  counted 
parts  share  his  enthusia.4 
for  European  stocks'  attra- 
five  valuations.  At  prices  thl 
average  five  times  project! 
cash  flow,  says  Jean-Mai 
Eveillard,  who  inins  the 
billion  SoGen  Internatior 
Fund,  "continental  Em'ope 
half  as  expensive  as  t 


2^ 


'-'ni'jiilf 
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J.  S."  Eveillard  believes  that 
''ranee,  whose  stock  market 
vas  flat  in  1995  amid  mount- 
ng  political  and  fiscal  timiioil, 
■epresents  a  clear  oppoituni- 
y  with  risks  ali'eady  priced 


in.  Brinson  also  mentions 
France  as  a  prime  candidate 
for  a  market  recovery. 

Besides  Europe,  asset  al- 
locators favor  Southeast  Asia 
as  a  region  to  comb  for  bar- 
gains. In  emerging  markets 
of  the  Pacific  Rim,  including 
Malavsia,  Thailand,  and  In- 


donesia, Fremont  Global's 
Haddick  recommends  liquid 
stocks  such  as  banks  and 
utilities.  These  stand  to  gain 
from  lower  inflation  and 
falling  interest  rates  and  "are 
trading  at  the  low  to  mid- 
l)oint  of  their  historical  valu- 
ation ranges,"  he  says.  And 
John  F.  H.  Ti-ott,  London- 
based  chief  international 
investment  officer  for 
Bessemer  Ti'ust  Co.,  is 
1%  putting  the  biggest  por- 
tion of  his  20%  allocation 
of  non-U.  S.  stocks  in  New 
Zealand  and  Australia.  He 
believes  industrial  and 
banking  shares  there 
are  better  buys  than 
the  bigger,  more  com- 
monly held  resource 
-itocks. 

Trott,  whose  fund  uses  i"ea- 
sonable  valuation  as  one  of 
its  stock-picking  ciiteiia,  nev- 
ertheless is  dedicating  45% 
of  his  portfolio  to  large- 
cap  U.  S.  growth  stocks. 
"Despite  the  rise  of  last  year, 
we  think  there's  still  some- 
thing more  to  go  for,"  he 
says.  Trott  also  recommends 
a  sprinkling  of  small-cap 
niche  stocks,  with  fewer  tech- 
nology names  than  in  1995. 

SoGen's  Eveillard  agrees 
that  the  U.  S.  market  has 
some  buys  left.  He  is  loading 
up  on  paper  and  metals 
stocks  as  a  play  on  emerging 
markets.  He  believes  that  as 
Asian  economies  build  steam, 
their  demand  for  I'aw  materi- 
als will  keep  commodities 
prices  heading  upward  for 
two  to  three  years. 

That's  also  why  he  has  a 
relatively  hefty  8%  of  his 
portfolio  in  gold.  Explains 
Eveillard:  "There's  a  supply- 
demand  imbalance  of  more 


than  1,000  tons  a  year  in 
gold,"  now  trading  at  $385  to 
$390  an  ounce.  He  thinks  the 
price  could  go  well  above 
$500  if  strong  demand  for 
jewelry  continues  in  South- 
east Asia  as  consumers  there 
grow  more  prosperous.  Be- 
sides classic  mining  stocks, 
Eveillard  owns  shares  in 
Swiss-based  Bank  for  Inter- 
national Settlements.  A  clear- 
inghouse owned  by  major 
central  banks,  it  has  half  of 
its  assets  in  bullion. 
TOKYO  TURMOIL.  Japan  re- 
mains one  area  of  disagree- 
ment among  money  man- 
agers. At  Bessemer,  Ti'ott 
kept  his  funds  completely  out 
of  the  country  in  1995,  and 
for  the  coming  year,  he  be- 
heves  the  market  is  still  too 
expensive — even  with  the 
Japanese  economy  finally 
emerging  from  its  recession. 

By  contrast.  Cornerstone's 
Miller  thinks  lower  interest 
rates  are  setting  the  stage 
for  better  growth  in  1996. 
And  Eveillaixl,  who  bailed  out 
of  the  Tokyo  market  before 
the  bubble  burst  in  '89,  has 
started  slowly  rebuilding  his 
position  in  Japanese  stocks, 
which  now  make  up  6%  of 
his  fimd's  total  assets. 

Such  uncertainties,  of 
coui'se,  are  what  have  always 
made  the  case  for  diversifi- 
cation so  compelling.  The 
danger  of  a  year  such  as  1995 
is  that  it  tends  to  raise  in- 
vestors' expectations.  But  his- 
tory shows  that  whether  they 
come  fr'om  emei'ging  markets 
or  developed  countries,  30%- 
plus  returns  rarely  occur  two 
years  in  a  row  in  one  place. 
That's  why  asset  allocators 
are  striving  for  a  varied 
menu  for  '96.    Joan  Warner 
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PersQiial  Business 


DAY  CAMP  FOR 
FOUR-LEGGED  FRIENDS 


Is  Fido  feeling  low? 
Spot  looking  spirit- 
less? Or,  when  you  re- 
turn from  a  long 

(lay  at  work,  does  stay-at- 
home  Rover  overwhelm  you 
with  rambunctiousness?  If 
so,  doggy  day  care  may  be 
the  answer  for  you  and  your 
pooch. 

Around  the  country,  ani- 
mal shelters  and  kennels  are 
beginning  to  offer  day  care 
for  dogs  with  busy  owners. 
A  few  facilities  even  special- 
ize in  the  service.  "As  people 
work  longer  hours,  as  they 
decide  not  to  have  children, 
their  dogs  become  very  im- 
portant to  them,"  says  Judy 
Basteri  of  Pet  Companions 
in  Somerville,  Mass.  "Dogs 
get  depressed  if  they're 
home  alone  10  hours  a  day. 
They  also  have  too 
much  energy  if  they're 
inactive.  Day  care 
solves  those  i)n)blems." 
"THE  ANSWER."  Consid- 
ering that  many  cen- 
ters call  their  canine  - 
clients  "students"  or 
"campers,"  it's  no  surprise 
that  doggy  day  care  works  a 
lot  like  day  care  for  childi-en. 
Owners  drop  their  animals 
off  before  work  or  the  center 
picks  them  up.  As  soon  as 
they  arrive,  the  dogs  start 
playing.  They  are  walked 
regulai'ly  and  perhaps  receive 
some  ti-aining  or  grooming  if 
that's  what  their  owners 
want.  At  midday,  they  eat 
the  lunch  theij-  ownei's  have 
prepared  foi'  them  and  rest 
foi'  an  hour  oi'  two.  In  the 
afternoon,  it's  more  fetch, 
tug-of-war,  and  king-of-the- 
hill.  Then,  Fido  goes  home 
happy  and  tuckered  out  and 
ready  for  a  quiet  evening. 

Once  they  brave  chuckles 
iVom  friends,  many  pet  own- 
ers swear  by  doggy  day  care. 
Doug  Sebesta  of  San  Fran- 
cisco spent  the  fii'st  year  of 


his  dog's  life  at  home,  job 
hunting  after  completing  a 
PhD.  "We  bonded  complete- 
ly," Sebesta  says  of  his 
Airedale  terrier,  Alex.  But 
when  Sebesta  went  back  to 
work,  Alex  changed.  He  got 
depressed  and  upset  every 
time  Sebesta  or  his  room- 
mate even  got  near  the  front 
door.  Finally,  they  decided  to 
send  Alex  to  the  San  Fran- 
cisco Society  for  the  Preven- 
tion of  Cioielty  to  An- 
imals' Doggy  Day 
Care  program. 


Facilities  that  specialize  in 
day  care  tend  to  be  in  large 
metropolitan  areas,  such  as 
Boston,  Denver,  New  York, 
and  San  Francisco.  But  most 
kennels,  even  in  'smaller 
cities,  now  offer  day  care  if 
requested.  "Owners  recognize 
this  as  a  need  before  the 
kennels  do,"  ex- 
plains Jim  Ki'ack, 
executive  director  of  Ameri- 
can Boarding  Keimels  Assn. 
You  can  also  call  your  local 
animal  shelter-  or  veterinaiian 
for  a  reference. 
JUNGLE  GYMS.  Rates  range 
from  about  $10  to  $30  a  day, 
depending  on  the  local  cost 


LEISURE 


pooches  and  a  tv-vcr  setuj 
for  dogs  used  to  a  couch 
potato  routine  at  home.  Ir 
addition  to  day  care,  dogs  ai 
Cozy  Inn  Pet  Resort  &  Spj 
in  Stahlstown,  Pa.,  may  enjoj 
hot-oil  coat  treatments 
Swedish  massage,  and  swim: 
in  a  bone-shaped  pool. 

Since  the  ide; 
of  canine  da; 
care  is  just  beginning  it 
catch  on,  owners  should  b- 
sure  to  check  out  any  plac 
they  are  considering  for  thei 
pet  and  ask  plenty  of  ques 
tions  about  the  care  give: 
there.  Does  the  center  re 
quire  that  dogs  are  neuterei 


"It  has  been  the  answer," 
Sebesta  says.  "He  has  a 
great  time,  and  it  relieves 
my  mind." 

Those  who  work  with  the 
dogs  emphasize  that  their 
charges  are  descended  from 
wolves  and  naturally  feel 
comfortable  in  packs.  So  the 
day-care  environment  lets 
these  dogs  fulfill  theii-  need 
to  socialize.  "Most  of  our 
dogs  come  bounding  in  the 
door  at  a  dead  run,"  says 
Tory  Weisei',  director  of  the 
San  Francisco  SPCA  progi'am. 


of  living,  the  level  of  care  of- 
fered, and  whether  the  facil- 
ity specializes  in  day  care  or 
offers  it  as  a  sideline.  At 
kennels,  charges  are  usually 
negotiated. 

Services  can  get  quite 
elaborate.  In  Manhattan,  a 
center  called  No  Standing 
Anytime  has  dog  runs  deco- 
rated with  murals  and  a  "pet 
limo"  that  will  pick  up  ani- 
mals from  their  homes  any- 
where in  the  New  York  area. 
The  San  Francisco  spca  has 
jungle    gyms    for  hyper 


or  spayed  and  have  currci 
vaccinations?  Is  at  least  m 
person  with  the  dogs  at  a; 
times?  Is  there  a  provisid' 
for  quiet  time  so  that  tl'|. 
dogs  don't  get  overstimula 
ed?  Are  animals  screened  ' 
that  aggressive  ones  arer 
admitted? 

Just  look  at  your  do 
Does  it  chew  things  u] 
Does  it  bark  when  you  wa 
toward  the  door?  Does 
have  too  much  energy  or  n 
enough?  Has  your  schedu 
changed  drastically  in  rece 
months?  If  the  answer  is  y 
to  any  of  these  question 
your  dog  may  benefit  fro 
day  care.  And  if  you  thii 
that's  strange,  just  remei 
ber  that  people  have  be< 
sending  their  pets  to  psycl 
atrists  and  dentists  f 
vears.  Heather  Mill 
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PRODUCTION  INDICATORS 


Dec  Apr  Aug  Dec. 

1994  1995  1995  1995 


Indexes  are  4-week  moving  averages 
The  production  index  increased  during  the  vi/eek  ended  Dec.  23.  Bdfore 
calculation  of  the  four-week  moving  average,  the  index  rose  to  131(  from 
129.8  in  the  previous  week.  Seasonally  adjusted  output  levels  oi  aiitos  and 
trucks  and  rail-freight  traffic  increased  in  the  latest  week. 
The  leading  index  was  nearly  unchanged  in  the  latest  week,  but  th^ 
unaveraged  index  dipped  to  260.8,  from  262.5.  Falling  stock  priced  and  a 
decline  in  materials  prices  led  the  drop. 
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STEEL  (12/30)  thous.  of  net  tons 

LATEST 
WEEK 

1,818 

WEEK 
AGO 

1,786# 

YEARLY 
%  CHG 

-8.8 

AUTOS  (12/30)  units 

0 

138,600r# 

NM 

TRUCKS  (12/30)  units 

0 

112,900r# 

NM 

ELECTRIC  POWER  (12/30)  millions  of  kilowatt-hrs 

NA 

63,113# 

NA 

CRUDE-OIL  REFINING  (12/30)  thous  of  bbl  /day 

NA 

13,863# 

NA 

COAL  (12/23)  thous.  of  net  tons 

19,239# 

19,793 

-5.4 

PAPERBOARD  (12/23)  thous.  of  tons 

NA# 

858. 3r 

NA 

PAPER  (12/23)  thous.  of  tons 

NA# 

817, Or 

NA 

LUMBER  (12/23)  millions  of  ft. 

423.0# 

404.4 

12.0 

RAIL  FREIGHT  (12/23)  bilhons  of  ton-miles 

24.4# 

24.6 

3.0 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports.  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept  ,  American  Forest  &  Paper 
Association,  WWPA',  SFPA^,  Association  of  American  Railroads 


LEADING  INDICATORS 


STOCK  PRICES  (12/29)  s&p  500 

UTEST 
WEEK 

614.72 

WEEK 
AGO 

609.42 

YEARLY 
%CHG 

33.4 

CORPORATE  BOND  YIELD.  Aaa  (12/29) 

6.76% 

6.87% 

-19.8 

INDUSTRIAL  MATERIALS  PRICES  (12/29) 

111.4 

111.4 

-1.7 

BUSINESS  FAILURES  (12/22) 

NA 

343r 

NA 

REAL  ESTATE  LOANS  (12/20)  b  ii  ons 

$502.3 

$503.3r 

8.8 

MONEY  SUPPLY.  M2  (12/18)  b  ii  ons 

$3,744.5  $3,736,lr 

4.7 

INITIAL  CLAIMS.  UNEMPLOYMENT  (12/I6)  thous  na 

341 

NA 

Sources:  Center  tor  International  Business  Cycle  Research  (CIBCR),  Standard  & 
"oor's,  Moody's,  Journal  of  Commerce  (mdex;  1990=100),  Dun  &  Bradstreet  (failures 
Jf  large  companies),  Federal  Reserve,  Labor  Dept,  CIBCR  seasonally  adjusts  data  on 
Dusmess  failures  and  real  estate  loans 

PTEREST  RATES 

FEDERAL  FUNDS  (i/2) 

UTEST 
WEEK 

6.06% 

WEEK 
AGO 

5.50% 

YEAR 
AGO 

5.98% 

BOMMERCIAL  PAPER  (i/2)  3  month 

5.50 

5.62 

6.32 

UERTIFICATES  OF  DEPOSIT  (1/3)  3  month 

5.44 

5.55 

6.35 

FIXED  MORTGAGE  (12/29)  30  year 

7.40 

7.46 

9.18 

tOJUSTABLE  MORTGAGE  (12/29)  one  year 

5.63 

5.60 

7.38 

PRIME  (1/3) 

8.50 

8.50 

8.50 

Sources:   Federal  Reserve,  HSH  Associates,  Reuters 

Holdings  PLC 

PRICES 


GOLD  (1/3)  $/troy  01. 

UTEST 
WEEK 

393,400 

WEEK 
AGO 

387.050 

YEARLY 
%CHG 

3.3 

STEEL  SCRAP  (1/2)  #1  heavy,  $/ton 

135.00 

134.00 

-6.3 

COPPER  (12/30)  «/lb. 

130,6 

134.2 

-8.3 

ALUMINUM  (12/30)  c/ib 

79,8 

79,0 

-15,1 

COTTON  (12/30)  strict  low  middling  1-1/16  in. 

«/lb,  79,47 

80.35 

-7,9 

OIL  (1/2)  $/bbl. 

19,81 

19.26 

13.7 

Sources:  London  Wednesday  final  setting,  Chicago 
market,  NYMEX 

market,  Metals 

Week.  Memphis 

FOREIGN  EXCHANGE  ° 

JAPANESE  YEN  (i/3) 

UTEST 
WEEK 

104.42 

WEEK 
AGO 

102,81 

YEAR 
AGO 

101.05 

GERMAN  MARK  (1/3) 

1.44 

1,43 

1.55 

BRITISH  POUND  (13) 

1.55 

1,56 

1.56 

FRENCH  FRANC  1/3) 

4.92 

4.89 

5.35 

ITALIAN  LIRA  (1/3) 

1572,6 

1579.5 

1623.3 

CANADIAN  DOLLAR  (1/3) 

1.35 

1.36 

1.40 

MEXICAN  PESO  (1/3) 

7.575 

7.635 

5,400 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U,S  dollar, 
except  for  Bntisti  pound  in  dollars 


tRaw  data  in  the  production  indicators  are  seasonally  adjusted  in  corripii^ing  the  BW  index  (ctiart);  other  components  (estimated  and  not  hsted)  include  machinery  and  defense 
jquipment.   l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r^revised       NM=Not  meaningful 


THE  WEEK  AHEAD 


Due  to  the  prolonged  Washington 
mtdown,  all  government  release  data 
•e  certain  to  he  postponed. 

ISTALLMENT  CREDIT 

onday,  Jan.  8,  3  p.m.  ►  Consumers  prob- 
ily  added  $8,8  billion  in  installment  cred- 
in  November,  according  to  the  median 
recast  of  economists  surveyed  by  mms 
ternational,  one  of  The  McGraw-Hill  Com- 
mies. Household  debt  exploded  in  1995, 
th  more  than  $100  billion  m  new  borrow- 
gs.  Much  of  that  was  in  credit-card  debt. 
October,  debt  increased  $10.6  billion 
d  credit  outstanding  probably  hit  a  record 
?h  of  18.9%  of  disposable  income,  even 
ifore  the  holiday  buying  season. 


PRODUCER  PRICE  INDEX 

Thursday,  Jan.  11,  8:30  a.m.  >■  Producer 
prices  of  finished  goods  likely  rose  by  0.4% 
in  December,  because  of  rising  fuel  prices. 
Excluding  volatile  food  and  energy,  produc- 
er prices  likely  rose  a  smaller  0.2%,  In 
November,  total  prices  surged  0.5% 
because  of  a  large  gam  in  the  seasonal 
adjusted  price  of  new  cars.  Without  food 
and  energy,  the  increase  was  0,4%. 

RETAIL  SALES 

Friday,  Jan.  12,  8:30  a.m.  ►  The  t^MS  sur- 
vey forecasts  that  retail  sales  increased  by 
about  0.2%  in  December,  following  a  0.8% 
jump  in  November.  The  smaller  increase  is 
suggested  by  the  flimsy  sales  reported  by 


chain  stores  and  lackluster  buying  of  motor 
vehicles.  Excluding  cars,  retail  buying  prob- 
ably also  rose  0.2%  last  month,  after  a 
0.9%  gain  in  November. 

COWSUMER  PRICE  INDEX 

Friday,  Jan.  12,  8:30  a.m.  ►  Consumer 
prices  likely  advanced  by  0.3%  in  Decem- 
ber, says  the  mms  report.  Most  of  the 
increase  will  be  in  service  prices,  because 
cold  weather  increased  energy  use.  Weak 
retailing  reports  suggest  that  goods  prices 
remained  modest.  In  November,  analysts 
were  surprised  when  consumer  prices  were 
unchanged.  Excluding  food  and  energy,  the 
core  CPi  likely  rose  0.2%  in  December,  after 
a  0.1%  rise  in  November. 
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I'lllS 

Week 
Online 


Business  Week  presents 
frequent  live  conferences 
on  America  Online. 
It's  your  opportunity  to  ask 
questic  is  about  features 
from  ti.e  magazine. 


5 


-  r  1 


Sunday 

Downsizing  is  up — more 
than  ever.  What's  the  cost  in 
human  terms?  Is  it  really 
good  for  the  economy?  Talk  to 
Stephen  G.  Harrison,  head  of 
one  of  the  world's  largest 
outplacement  firms,  and 
BW's  John  Byrne.  Jan.  7 
9  p.m.  EST  in  the  Globe 

Tuesday 

Ask  three  winners  of  BW 
education  awards  how  they 
improved  local  high 
schools — with  business 
support — and  learn  how  to 
do  the  same  in  your 
community.  Jan.  9 
9  p.m.  EST  in  the  Coliseum 

New  Look 

Check  out  BW  Onlme's  snazzy 
new  design.  It  harnesses 
AOL's  latest  technology  to 
make  it  even  easier  to  find 
what  you  want  online. 

Transcripts  of  all  cor)ferences 
are  available  for  downloading 
from  tlie  BW  Online  area  on  AOL 
soon  after  each  event. 


For  a  free  trial  diskette 
including  10  free  hours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week. 


A 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  stoiy  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


AirWatch  Report  74 
Alcoa  (AA)  31 

American  Airlines  (AMR)  40, 
74 

American  Stores  (ASC)  80 
America  Online  (AMER)  72 
AMRE(AMM)  72 
Amstar  Group  75 
Anheuser-Busch  (BUD)  70 
Apollo  Advisors  75 
Apple  Computer  (AAPL)  18, 
74, 85 

Arnold  &  Porter  70 
Arthur  Andersen  28 
Aston  Martin  40 
AST  Research  (ASIA)  85 
AT&T  (T)  30,  72, 73, 97 
AutoPacific  Group  31 
Aviation  Systems 
Research  74 

Axe-Houghton  Associates  80 
B 


Bank  for  International 
Settlements  92 
Bank  of  Tokyo  75 
Banta  (BNTA)  64 
Barings  16 

Barnes  &  Noble  (BKS)  6 
Bernstein  Financial 
Group  52 

Bertelsmann  48,50,64 
Bessemer  Trust  92 
Bevmark  70 
Blackstone  Group  72,73 
BMG  Entertainment  48 
Boca  Raton  Resort  & 
Club  56 
Boston  Cos.  92 
Bnnson  Partners  92 
Brown  Brothers  Harnman  56 


Cantor  Fitzgerald  34 
Capital  Cities/ABC  (CCB)  64 
Capital  Insight  Brokerage  34 
Carson  Pine  Scott  (CPSC)  40 
CB  Partners  80 
CBS  (CBS)  40 
Century  21  72,73 
Chrysler  (C)  31,40 
Citibank  (CCD  29 
CNBC  40 
COBA-M.I.D.  30 
Compaq  Computer 

(CPQ)  38,85 
CompuServe  (HRB)  39 
Consolidated  Press 

Holdings  56 
Continental  Airlines 

(CAI.A)  74 
Cozy  Inn  Pet  Resort  & 

Spa  94 


Dataquest  85 
Davidson  &  Associates  38 
Days  Inn  73 
Dean  Witter  (DWD)  64 
Deloitte  &  Touche  28, 30, 34 
Delta  Air  Lines  (DAL)  40 
Digital  Equipment  (DEC)  85, 
90 

Disneyland  Pans  (DIS)  40 
Donnelley  (R.R,)(DNY)  64 
Dow  Jones  (DJ)  97 
DreamWorks  SKG  48 


E&Y  Kenneth  Leventhal  72 
Edison  Brothers  Stores 
(EBS)  52 

Editonal  Lord  Cochrane  64 
Electronic  Realty 
Associates  73 
EMI  Music  48, 50 
Ernst  &  Young  52 
Exxon  (XON)  6 


Fayva  52 

Ferns  Baker  Watts  80 
Fidelio  Software  80 
FinkI  (A.)  &  Sons  76 
Fisher-Pnce  (MAT)  38 
Ford  (F)  31 

Fremont  Global  Fund  92 


GE  Capital  Consumer 
Card  72 

Genentech  (GNE)  74 
General  Electnc  (GE)  6 
General  Motors  (GM)  31,44, 
72 

Glaxo  Wellcome  (GLX)  87 
Goodyear  Tire  &  Rubber 
(GT)  31,61 

Gordon  Brothers  Partners  52 
Grand  Metropolitan 
(GRM)  70 

H 


Hambrecht  &  Quist  74 
H&R  Block  (HRB)  28 
Heublein  70 

Hewlett-Packard  (HWP)  18, 
85 

Hoffmann-La  Roche  87 
Hospitality  Franchise 
Systems  (HFS)  72, 73 
Howard  Johnson  72, 73 

I 


IBM  (IBM)  18,38,85 
IDC/Link  38 
Intel  (INTO  85 
International  Data  38, 85 
International  Distillers  & 
Vintners  70 


International  Paper  (IP)  40 
Intuit  (INTU)  28 


Jamesway  52 
Jefferson  Financial  34 

K 


Karstadt  46 

Kimberly-Clark  (KMB)  56, 61 
Klemwort  Benson  46 


Lester  &  Associates  43 
Lily-Tulip  56, 61 
LordAbbett  64 
Louisiana-Pacific  (LPX)  40 
Lumex(LUM)  80 

M 


Manville  (MVL)  61 
Marnott  International  75 
MCA  48 
McCaw  Cellular 

Communications  30 
McGraw-Hill  (MHP)  95 
McKinsey  46 
Mercer  (William  M.)  22 
Merck  (MRK)  6, 40, 87 
Mernll  Lynch  (MER)  30 
Metropolitan  Life 

Insurance  72 

Microsoft  (MSFT)  12,38,64, 
18 

Micros  Systems  (MCRS)  80 
MMS  Intemational  (MHP)  95 
Mobil  Oil  (MOB)  97 
Montgomery  Secunties  72, 
73 

Morgan  Stanley  (MS)  73 
MTV  Networks  48, 72 

N 


NCR  30 

Netscape  Communications 
(NSCP)  12 

News  Corp.  ((NWS)  48 
Nielsen  (A  C.)  56 
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Investment  Figures  of  the  Week 


iOMMENTARY 

he  stock  market  began  the  year 
iiith  a  bang.  Blue  chips  ad- 
anced  on  Jan.  2  as  Investors  ex- 
iressed  approval  for  belt-tlght- 
nlng  at  ma|or  companies.  The 
low  Jones  Industrial  average 
limbed  60  points,  to  5177,  in 
he  biggest  one-day  gain  since 
lay  31.  The  gam  followed  news 
f  |ob  cutbacks  at  ai«t  and  Mobil, 
he  U.S.  market  continued  its 
ally  on  Jan.  3,  as  the  dollar  set  a 
3ur-month  high  against  the  yen. 
raders  were  hopeful  that  Con- 
ress  would  reach  an  accord  on 
he  federal  budget. 


STOCKS 

Jan.  July 

Jan 

J 

r 

"  StP 

500 

Dec.  28-Jan.3 


BONDS 

Jan.  July 


THE  DOLLAR 

Jan.  July 


1^  621.32 
620 


52-week  change 
+34.9% 


1-week  change 
+  1.1% 


Dec.  27 -Jan.  3 


52  week  change 

■t2u,8'o 


52-week  change 


t-week  change 
+0.4% 


MARKET  ANALYSIS 


I.S.  STOCKS 

Latest 

%  change 
Week  52-week 

FUNDAMENTALS 

Latest 

Week  ago 

Year  ago 

OW  JONES  INDUSTRIALS 

5194.1 

1.7 

34.6 

9G-DAY  TREASURY  BILL  YIELD 

5.19% 

5.02% 

5.84% 

mm  COMPANIES  (S&P  MidCap  Index) 

218.1 

0.8 

29.1 

3G-YEAR  TREASURY  BOND  YIELD 

5.95% 

6.00% 

7.85% 

MALL  COMPANIES  (Russell  2000) 

315.2 

0.4 

27.3 

S&P  500  DIVIDEND  YIELD 

2.21% 

2.23% 

2.81% 

LL  COMPANIES  (Russell  3000) 

354.0 

1.0 

34.2 

S&P  500  PRICE/EARNINGS  RATIO 

17.6 

17.4 

17.0 

OREIGN  STOCKS 

Latest 

%  change  (lo 
Week 

cal  currency) 
52-week 

TECHNICAL  INDICATORS 

Latest 

Week  ago 

Reading 

S&P  500  200-day  moving  average 
Stocks  above  200-day  moving  average 
Speculative  sentiment:  Put/call  ratio 
Insider  sentiment:  Vickers  sell/buy  ratio 

559.9 
66.0% 
0.53 
1.29 

557.5 
63.0  %r 
0.55  r 
1.24 

Positive 
Neutral 
Negative 
Positive 

ONDON  (FINANCIAL  TIMES  100) 
OKYO  (NIKKEI  INDEX) 
ORONTO  (TSE  COMPOSITE) 

3715.6 
19,868.2 
4819.5 

1.1 
-0.7 
2.9 

21.8 
0.9 
16.0 

1  INDUSTRY  GROUPS 

BLOOMBERG  FINANCIAL  MARKETS 

iNE-MONTH  LEADERS 

%  change 
1-month  12-nionth 

Strongest  stock  in  group 

1-month 

change 
12-month 

Price 

SHOES 

17.3 

36.3 

NIKE 

21.6 

90.6 

71^8 

OIL  AND  GAS  DRILLING 

17.1 

35.4 

RDWAN 

25.8 

56.0 

9V4 

HEALTH-CARE  SERVICES 

14.3 

55.7 

AMGEN 

17.7 

97.5 

58^4 

MANUFACTURED  HOUSING 

12.2 

40.8 

FLEETWOOD  ENTERPRISES 

12.2 

46.7 

27 '4 

TOYS 

9.1 

39.0 

MATTEL 

12.4 

58.0 

31^/4 

NE-MONTH  LAGGARDS 

%  change 
1-month  12-month 

Weakest  stock  in  group 

%  change 
1-month  12-month 

Price 

SEMICONDUCTORS 

-6.1 

37.8 

MICRON  TECHNOLOGY 

-20.2 

87.5 

41^8 

PERSONAL  LOANS 

-4.9 

45.2 

BENEFICIAL 

-5.9 

22.4 

472/4 

COMMUNICATIONS  EQUIPMENT 

-3.9 

52.1 

ANDREW 

-11.1 

14.8 

40 

ALUMINUM 

-3.7 

23.8 

ALCOA 

-5.2 

25.5 

543/8 

FOREST  PRODUCTS 

-2.7 

10.5 

JAMES  RIVER 

-20.7 

28.5 

24V8 

MUTUAL  FUNDS 

EADERS 

sur-week  total  return 

% 

LAGGARDS 
Four-week  total  return 

% 

TEMPLETON  GLOBAL  INFRASTRUCTURE  II 
EVERGREEN  U.S.  REAL  ESTATE  EQUITY  Y 
MEDICAL  RESEARCH  INVESTMENT 

12.4 
11.4 
11.1 

STEADMAN  AMERICAN  INDUSTRY 
SELIGMAN  COMMUNICATIONS  &  INFORM.  D 
MERRILL  LYNCH  TECHNOLOGY  C 

-10.1 
-8.1 
-7.5 

2-week  total  return 

% 

52-week  total  return 

% 

ALGER  CAPITAL  APPRECIATION 
PERKINS  OPPORTUNITY 
FIDELITY  SELECT  ELECTRONICS 

78.6 
70.3 
69.4 

EV  MARATHON  GREATER  INDIA 
WRIGHT  EQUIFUND-MEXICO 
AMERICAN  HERITAGE 

-33.4 
-33.4 
-30.6 

MORNINCSTAR  INC 


SiP  500 


4-week  total  return 


mm  Average  fund 
52-week  total  return 


RELATIVE  PORTFOLIOS 


ollar  amounts  represent  the 
resent  value  of  $10,000 
ivested  one  year  ago 
I  each  portfolio 

ercentages  indicate 
ve-day  total  returns 


<#■ 

U.S.  stocks 

$13,874 

-t-1.43% 


UJ 


Treasury  bonds 

$13,548 

-^0.98% 


Foreign  stocks 

$12,049 

-1-0.78% 


nil 


Money  market  fund 

$10,564 

-1-0.12% 


ORI/McGRAW-HILL 


Gold 
$10,186 

-1-0.27% 


il  data  on  this  page  are  as  of  market  close  Wednesday,  Jan.  3,  1996,  unless  otherwise  indi- 
ited.  Industry  groups  include  S&P  500  connpanies  only;  performance  and  share  prices  are  as 


of  market  close  Jan.  2.  Mutual  fund  returns  are  as  of  Dec.  29.  Relative  portfolios  are  valued 
as  of  Jan.  2,  A  more  detailed  explanation  of  this  page  is  available  on  request.  r=revised 
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Editorials 


HOW  NOT  TO  MEASURE  THE  U.S.  ECONOMY 


When  Congi-ess  and  the  White  House  finally  put  aside 
their  bickering  over  the  budget  and  reopen  the  gov- 
ernment, one  of  the  fii'st  things  the  Commerce  Dept.  will  do 
is  issue  sweeping  changes  to  its  flagship  measure  of  econom- 
ic peifoiTnance,  gi-oss  domestic  product.  The  new  data  attempt 
to  give  a  more  accui'ate  picture  of  GDP,  and  in  the  new  In- 
formation Age,  we  applaud  any  government  effort  to  provide 
better  infomiation.  Problem  is,  the  new  gdp  benchmark,  at 
least  for  now,  lowers  economic  gi-owth  rates,  moving  us  fur- 
ther away  fi'om  the  truth  instead  of  closer  to  it. 

Commerce's  Biu-eau  of  Economic  Analysis  is  tiying  to  re- 
move a  long-recognized  flaw  in  the  way  we  compute  gdp.  It's 
something  economists  arcanely  refer  to  as  "substitution  bias," 
which  arises  because  the  cun-ent  flxed-weight  gdp  overstates 
the  gi'owth  impact  of  sectors  where  prices  are  falling,  such  as 
computers.  The  revision,  called  the  chain-weighted  gdp,  re- 
flects price  changes  more  quickly  and  continuously,  lessening 
the  influence  of  these  rapidly  expanding  sectors  on  growth. 
However,  the  effort  to  eliminate  that  distortion  is  only  one  of 
many  projects  under  way  at  the  bea  with  the  intent  of  mov- 
ing toward  a  better  gdp  measure.  The  coiTection  for  substi- 
tution bias,  taken  by  itself,  yields  dramatically  slower  gi'owth 
figures  for  recent  years.  For  example,  gi'owth  in  the  fli'st 
three  quarters  of  1995,  now  on  the  books  at  2.7%,  drops  to  a 
meager  1.8%. 

To  aggravate  matters,  the  Kansas  City  Federal  Resei-ve 
now  says  the  economy's  new  noninflationary  gi'owth  limit 
has  dropped  from  the  generally  accepted  2.5%  down  to  only 
2%.  Can  these  numbers  really  be  trae?  The  world  seemed  dis- 
mal enough  when  economists  calculated  that  the  U.  S.  econo- 


my could  grow  at  only  2.5%  without  generating  inflatioi 
Worse  still,  the  new  chain-weighted  index  of  gdp  nearl 
eUminates  all  of  the  previously  reported  strong  productivit 
gains  in  the  1990s.  Yet  in  many  respects,  today's  economy 
reminiscent  of  the  high  productivity  of  the  1960s,  when  th 
economy  gi-ew  at  a  4.4%  annual  rate  using  the  chain-weigh| 
ed  method.  Simple  observation  of  today's  low  inflation,  stroni 
coiporate  profits,  low  unemployment,  and  nascent  gains  in  re^ 
wages  clearly  indicate  that  productivity  gi-owth  is  vigorous;! 
No  wonder  the  latest  statistics  will  leave  pohcymakers  an 
corporate  chieftains  more  confused  than  ever  about  the  ref 
state  of  the  economy. 

The  BEA  is  giving  us  only  half  a  measure.  What's  sti 
missing  from  a  better  tracking  of  gdp  is  an  upward  adjusf 
ment  for  changes  in  the  quality  of  various  high-tech  sector' 
other  than  computers,  such  as  telecommunications  and  sem^ 
conductors.  Moreover,  the  bea's  measures  of  output  in  man 
service  industries  are  still  woefully  inadequate.  Most  econi 
mists  agree  that  modifications  in  these  ai'eas  v/ill  push  up  t. 
GDP  growth  rate.  The  bea  plans  to  incorporate  some  of  the^ 
adjustments  into  its  next  gdp  overhaul,  wliich  is  scheduled  fcj 
mid-1996.  So  why  not  wait  and  give  us  the  whole  pie  insteaf 
of  giving  us  a  measure  that  eliminates  one  distortion  whil 
creating  others?  | 
U.  S.  economic  data  are  unquestionably  the  best  in  th| 
world,  but  this  gdp  fiasco  needlessly  tarnishes  that  hani,: 
earned  reputation.  True,  budget  constraints  have  limiited  th; 
ability  of  government  statisticians  to  upgi-ade  their  produc> 
Yet  budget  Umits  cannot  justify  poor  decision-making.  We  ay 
want  better  data,  but  don't  jerk  us  around  in  the  process. 


TREAT  THE  NEW  CHINA  WITH  TACT 


Relations  between  China  and  the  rest  of  the  world  are  at 
a  delicate  phase.  China  is  increasingly  assertive,  driven 
both  by  fear  of  post-Deng  political  chaos  and  rising  economic 
confidence.  Heavyhanded  tactics  surrounding  the  takeover  of 
Hong  Kong  in  1997,  Beijing's  saber-rattling  at  Taiwan,  and  the 
sentencing  of  dissident  Wei  Jingsheng  are  all  signs  of  a  China 
determined  to  go  its  own  way  no  matter  what  others  think. 

The  temptation  for  U.S.  policymakers  is  to  abandon  the 
Administration's  current  engagement  approach,  essentially 
separating  trade  from  other  issues  dividing  the  two  nations, 
and  adopt  policies  that  isolate  China  from  the  global  commu- 
nity. Fanning  American  anger  at  China  are  its  surging  trade 
surplus  and  increasing  signs  that  Chinese  entrepreneui-s  can 
copy  U.  S.  corporate  goods  and  technology  with  impunity. 

It  would  be  far  wiser  for  policymakers  to  keep  to  the 
middle  gi'oimd  in  responding  to  China's  emergence  as  a  major 
power.  In  recent  years,  U.  S.  policy  has  vacillated  between 
wild  optimism  over  a  market  of  1.2  billion  people  and  dour 


condemnation  over  bi"utal  human-rights  violations.  Despite  ii^ 
evitable  zigs  and  zags,  the  U.  S.  must  somehow  persuaci 
China  to  shrink  its  trade  surpluses  and  restrain  its  militar^ 
might — without  seeming  to  be  unfairly  trying  to  repress  iij 
industrial  ambitions.  That  means  engagement,  not  isolatiori 
The  middle  path  is  open.  China  clearly  wants  things  froi 
the  world,  such  as  membership  in  the  World  Ti'ade  Organ,; 
zation  and  full  recognition  in  terms  of  high-level  visits  ar 
hosting  of  international  events.  The  U.  S.  should  work  with  i' 
allies  in  Europe  and  Asia  to  explain  to  China's  leaders  th; 
there  are  connections  between  China's  conduct  and  the  world; 
response.  China  does  not  wish  to  create  a  united  front  of  n. 
tions  opposed  to  it  nor  to  be  perceived  as  an  international  ou' 
cast.  Yes,  condemn  China  on  human  rights,  but  don't  go  so  fi- 
that  the  relationship  is  destroyed.  Support  Taiwan  against  m 
itary  intimidation  by  Beijing,  and  back  democracy  in  Hor' 
Kong.  But  keep  the  WTO  negotiations  alive  and  mainta;| 
trade  relations.  No  matter  what,  keep  on  talking. 
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HOW  TO  MAKE 
MUO IMEDIA  CONNECTIONS 
CHILD'S  PLAY 


contused  about  which  way 
to  turh  on  the  information  superhigh- 
way, maybe  we  can  help.  Multimedia  is  the 
sum  of  many  parts,  and  we've  had  a  part  in  most 
of  them.  (O   Our  data  storage  and  imaging  systems 
take  on  graphics-intense  applications  from  home 
computers  to  Hollywood  special  effects.  We're  bringing 
multimedia  to  networking  applications  with  our  new  family 
of  ATM  chips.  cP   Services  like  video-on-demand  and 
long-distance  learning  are  brought  to  you  through  our  ATM 
switching  systems.  Our  scalable  parallel  supercomputers 
help  visualize  processes  too  complex  for  eyes  to  see. 
qD   So  if  you're  looking  for  direction  on  the  informa- 
tion highway,  look  for  us.  You'll  find  us  at  every  turn. 
We're  a  $30  billion  company  with  a  worldwide 
multimedia  investment.  We  can  help 
you  make  getting  up  to  speed, 
child's  play. 


FUJITSU 


COMPUTERS,  COMMUNICATIONS,  MICROELECTRONICS 


I'on't  have  to.  To  learn  more  about  the  1996  Lexus  ES  300,  please  call  800-USA-LEXUS 
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Up  Front 
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WHEELER-DEALERS 

HONEY,  DIDNT  WE  EAT  HERE  IN  NEW  YORK? 

THOMAS   LKE,   THE  BOSTON 

financier  with  a  Midas  touch, 
is  entering  the  ever-fickle 
restaurant  biz.  He's  making  a 
major  investment  in  a  col- 
lection of  high-end  New  York 
eateries  that  he  and  fellow- 
investors  want  to  expand 
around  the  countjy  and  over- 
seas. And  then  they  plan  to 
take  the  whole  thing  public, 
seeking  a  bonanza  similar  to 
such  past  Lee  IPO  successes 
as  Snapple  Beverage. 

Lee's  investment  in  the 
New  York  Restaui'ant  Group, 
estimated  at  as  much  as  $15 


TALK  SHOW  UThe  view  of  the  principals  in  the  Oval  Office 
was  that  this  would  be  a  recess ....  There  were  some  people 
who  wanted  to  label  it  a  suspension.?' 

— Clinton  staff  chief  Leon  Panetta  on  budget  semantics 


LEE:  Upscale  restu Hirint  chain 

million,  aims  to  bring  the 
Manhattan  Ocean  Club,  Park 
Avenue  Cafe,  and  Smith  & 
Wollensky  steakhouse  to  big 
cities  ranging  from  Chicago 
to  London.  The  company. 


which  will  remain  controlled 
by  founder  Alan  Stillman, 
wants  to  open  in  three  cities 
this  year.  The  strength  of 
Stillman's  restaurant  con- 
cepts, says  Lee,  is  "they  re- 
ally are  brands  . . .  with 
name  recognition  and 
consumer  loyalty." 

Fine,  but  the  casualty 
I'ate  among  new  restau- 
i-ants  is  notorious.  Prob- 
ably the  only  compara- 
ble chain  for  upscale 
chow  that's  public  is  the 
27-outlet  Ark  Restau- 
rants,  owner  of  New 
York's  four-star  Lutece  and 
trendy  America.  Perfomiance 
at  Ark  is  spotty:  In  fiscal 
1995,  ended  in  September, 
profits  dipped  2.5%,  to  $1.1 
milhon.  n 


CASINO  SOCIETY 

AH,  A  TORY  LOHERY: 
THE  RICH  GET  RICHER 

BRITAIN'S  NATIONAL  LOTTERY 

is  a  juicy  issue  for  the  La- 
bor Party  as  it  gears  up  for 
elections.  The  fiu'or  centers 
nn  the  for-prof- 
it Anglo- Amer- 
ican consor- 
tium that  the 
I'uling  Conser- 
vatives chose 
to  run  the 
year-old  game. 

Labor  MPs 
complain  that 
soft  regulators 
let  Camelot 
Group — com- 
Dnsed  of  U.  S. 
'ittery  opera- 
.r  *  G-Tech 
'  oldings  and 
lour  British 
cnmpanies  in- 
eluding  Cad- 
bury  Schweppes — p)-ofit  at 
the  expense  of  funding  good 
causes.  For  the  six-month,  pe- 
riod ended  Sept.  30,  it  p;ud 
almost  half  its  $37  miUion  in 
lottery  earnings  to  Camelot 
owners,  the  legal  max.  An- 
other flash  point  in  a  nation 
disdainful  of  fat  paychecks  is 


CHARITY?  Help 
feed  u  fu  t  ca  t 


Camelot  ceo  Tim  Holley's 
1995  salary  of  $683,000.  He 
declines  comment. 

Adding  fuel  to  the  mix: 
Virgin  Group  Chairman 
Richai'd  Branson  chai'ges  that 


Guy  Snowden,  G-Tech's  co- 
chairman  and  a  Camelot  di- 
rector, tried  to  bribe  him  to 
withdraw  his  1994  bid  for  the 
lottery.  Snowden  denies  that 
charge.  Julia  Fhjnn 


PROFIT  &  GLOSS 

GOHA  WATCH  THE  QUIET  ONES 


CALL  THEM  THE  CORPORATE- 
finance  booby  prizes.  Every 
year,  the  Association  for  In- 
vestment Management  &  Re- 
search assesses  disclosure  of 
financial  and  other  data.  The 
analysts'  group  then  ranks 
companies  against  others  in 
the  same  industry  on  a  bad- 
to-good  scale  of  1  to  100. 

Analysts  say  this  year's 
worst  discloser.  Archer 
Daniels  Midland,  draws  their 
ire  because  it  typically  re- 
leases quarterly  reports  long 
after  others  do.  Plus,  the  ag 
products  giant  doesn't  divulge 
nearly  enough  to  satisfy 
them,  especially  seeing  how 
it  is  under  federal  scrutiny 
for  alleged  price  fixing — 
charges  AUM  denies. 

ADM  didn't  return  calls  for 
comment,  but  Prudential  Se- 
curities analyst  John  McMilhn 
Liscribes  the  company's  arm's- 
length  attitude  to  competitive 


pressm-es:  It  doesn't  want  to 
enlighten  its  many  privately 
held  rivals,  such  as  Cargill, 
which  don't  need  to  disclose. 

Mid-American  Waste  Sys- 
tems objects  to  its  low  grade, 
saying  it  has  improved  its 
communications  with  Wall 
Street.  But  insurer  cna 
shmgs  off  its  poor  showing, 
noting  that  it's  84%-owned  by 
Loews  and  therefore  doesn't 
need  an  aggi'essive  investor- 
relations  effort.  The  top  scor- 
er: retailer  Federated,  at  96. 

Siinita  Wadekar  Bliargava 


DISCLOSURE:  THE  UGGARDS 


BROADCAST  NEWS 

THE  FCC  SMELLS 
A  MEDIA  CONSPIRACY 

it's   SWEATING   TIME  Fol; 

broadcasters  who  have 
slipped  around  federal  limit;- 
on  station  ownership.  Tht 
Federal  Communication 
Commission  is  looking  tc 
close  up  a  loophole  in  the  law 
that  now  forbids  a  companj 
from,  among 
other  things, 
owning  more 
than  one  station 
per  media  mar- 
ket or  reaching 
more  than  25% 
of  the  U.  S.  pop- 
ulation. The 
dodge:  take  a 
minority  inter- 
est in  a  sta- 
tion— and  some 
control.  That's 
how  Rupert 
Murdoch  built  his  Fox  net 
work,  evading  the  nationa 
limits.  He  either  owns  oi 
part-owns  stations  covering 
nearly  half  the  U.  S 

Catching  the  attention  oJ 
the  FC(  "  was  a  recent  deal  b> 
Ti-ibune  Co.,  owner  of  10  sta- 
tions and  the  Chicago  Tri 
hune.  Tribune  has  a  33%  in 
terest  in  Qwest  Broadcasting 
which  is  owned  by  such  in 
vestors  as  tallaneister  Geral 
do  Rivera.  Last  year,  Qwesi 
purchased  a  pair  of  station; 
for  $167  million  in  markets 
where  Tribune  already  owns 
stations,  Atlanta  and  New 
Orleans. 

The  FCC  grudgingly  ap 
proved  the  purchase,  ther 
started  reviewing  the  owoier 
ship  rules.  Murdoch,  Qwest 
and  others  feai 
they    won't  b( 


GERALDO:  | 

point  mani 


COMPANY 


INDUSTRY 


SCORE  1  TO  100 
(WORST  TO  BEST) 


ARCHER  DANIELS 

Food,  beverage, 

23 

MIDLAND 

and  tobacco 

MID-AMERICAN 

Environmental 

33 

WASTE  SYSTEMS 

control 

CNA 

Insurance 

37 

DATA:  ASSOCIATION  FOR  INVESTMEHT  MANAGEMENT  &  RESEARCH 


grandfathered  in 
If  the  feds  tighter 
the  rules,  Tiibune 
for  instance,  couk 
be  forced  to  sel 
some  of  its  owr 
stations  or  dumj 
its  stake  in  Qwest 
Mark  Lewyt 
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If  You  Haven't  Considered 


An  Online  Service 


For  Business,  That's  OK. 
There  Hasn't  Been  One. 


Until  Now 


Can  an  online  seivice  really  make  a  difference  to  your  business?  It  can  if  it  saves  you  time  and  gives  you  the 
information    -    you  need,  when  you  need  it.  If  it's  designed  exclusively  with  business  in  mind.  If  it's  from  the 


■ 


AE^  Business  Network 


leader  in  business  telecommunications  solutions.  If  it's  AT&T  Business  Network — the  latest  buzz  in  online  ,sei"vices. 

Order  today  for  critical  industiy  news  and  [practical  information  from  more  than  2,S00  resources. 
Customized  features,  so  the  information  specific  to  your  needs  is  automatically  located  and  continuously  updated. 
E-mail  capabilities  and  instant  links  to  relexant  business  ^  a'iv^t  t^iT^  ti"  -dt  t'W 

#  cjj5jj^    CAlCn  IhLb  oUZZ, 

information  on  the  Internet.  Arid,  as  you'd  expect  from         M  FREE  lO-Hour Trial  and 

^■^^^  M  Special  Introductory  Pricing! 

AT&T,  expeit  support  to  help  you  every  step  of  the  way.       ^w^^W  J  800  283  7694 

Call  now  and  catch  the  buzz.  http://\vw\v.icliange.com 


AT&T 


AK^BusiNESS  Network,  For  THE  Life  of  Your  Business? 


CNN  BuMNRss  News  A  Dow  Jones  Bimnins  Imukm.viion  Sekvic:i:s  A  DrN  &  Bradstreet  Informaiiox  Si-k\k;i:s  A  Enikei'kenhir 
Magazin-e  Grolt  ATue  Kipunger  Washington  EnrroRs,  Inc.  A  STANi:)ARr)  &  Poor's  A  Thonrs  Register  oe  American  Ma.nitacrirers 
ATRW  Business  Ineormation  Services  A 0\'i:r  2,S()()  Informauon  Sources  A Pll'sAh  The  Bu,sine.ss  Reisoi irciis  (  )e  thi-:  Internet 


'Free  trial  must  Ix-gin  by  |.inuar\'  .^1,  19%,  to  qu.ilih  tor  intr<Kliiaoi"\  piRing  and  tlocs  not  iiuludc  lees  tor  certain  mturniation  soiirco,  whidi  .ire  ilearly  marked  online- 
5199^  A1ST  All  rights  reserved.  All  products  ,ind  company  names  mentii>netl  are  marks  or  re.uistered  trademarks  nt  their  respective  companies 


Up  Front 


SUN  BELT  RISING 

THE  FED: 
FROZEN  iNTiME 

THE    FEDERAL  RESERVE 

system,  created  82  years  ago, 
has  never  updated  the 
boundaries  of  its  12  districts. 
The  Fed's  San  Francisco  re- 
gional bank  has  18%  of  the 
population — and  many  of  the 
largest  high-tech  compa- 
nies— while  the  New  York 
regional  district  has  just  9%. 

Now,  some  Fed  watchers 
think  that  it's  time  to  redraw 
the  lines,  shifting  banks  to 
different  cities.  David  Hale, 
chief  economist  for  Kemper- 


FEDERAL 
RESERVE 
•12  DISTRICTS 


9« 


3* 
5* 


11« 


1  BOSTON  2NEW  YORK  3PHILADELPHIA 
4CLEVELAND  5RICHM0ND  6ATLANTA  7CHICA- 
GO  8ST.  LOUIS  9MINNEAP0LIS  lOKANSAS 
CITY  11  DALLAS  12SAN  FRANCISCO 


Zurich  Investments,  says 
Congress  should  add  anoth- 
er West  Coast  district,  merge 
Kansas  City  with  Minneapo- 
lis, combine  Cleveland  and 
Philadelphia,  and  create  a 
Florida  district.  That  would 
reflect  the  migi-ation  from  the 
Rust  Belt  to  Sun  Belt,  plus 
the  shift  from  heavy  indus- 
tiy  to  high  tech. 

The  existing  stiTictiu'e  ben- 
efits the  Chicago  and  Cleve- 
land banks  in  particular. 
Theij-  heads  get  special  voting 
rights  on  the  19-member 
Federal  Open  Market  Com- 
mittee, which  sets  interest 
rates,  since  they're  in  the  old 
industrial  heartland. 

Such  an  overhaul 
would  have  a  hard  time 
passing  Congress.  Re- 
gional bank  chiefs  are 
chosen  by  local  business 
leaders,  who  wouldn't 
want  the  bank  head- 
quarters to  leave.  There 
is  a  recent  precedent, 
though:  The  Bundesbank 
redrew  its  districts  fol- 
lowing Germany's  re- 
unification. Dean  Fousf. 


THE  GOOD  EARTH 


FRANCE  GETS  RUFFLED  OVER  TRUFFLES 


FRANCE  S  TRUFFLES, SACRED 

to  the  Gallic  palate,  are  im- 
periled by  a  two-year-old  in- 
vasion from  the  Orient. 
Cheap  Chinese  versions  of 
the  celebrated  mushroom- 
like delicacy  are  hurting 
French  truffle  pro- 
ducers. Average 
prices  for  French- 
grown  truffles 
slumped  as  mudi 
as  30%  in  1'.;')."^ 
below  $400  |M 
kilo,  their  lowes! 
level  this  decade. 

Imports  of  the 
Chinese  variety, 
which  are  grown  ]: 
foothills  of  the  Himai  ;yas, 
now  surpass  domestic  Mut- 
put — 22  tons  last  year,  v  15 
tons  from  France.  M.  ny 
French  fanners,  fed  up  w.'  h 
the  lower  prices,  are  giving 


JSE  TEST:  Is  this 
■"'Itinese  poseur? 

the 


up  on  truffles.  French  pro- 
duction slumped  25%-  in  1995. 

To  true  French  truffle 
lovers,  the  biggest  menace  is 
gastronomic.  They  fear  un- 
scrupulous French  food  sell- 
ers will  mix  less-tasty  (to 
them)  Chinese  tiaif- 
fles  with  French 
traffles  and  sell  the 
result  as  the  real 
thing.  An  even 
worse  nightmare: 
French  farmers 
chase  higher  yields 
by  spreading  the 
prodigious  Chinese 
tiTjffles  around  the 
roots  of  oak  trees,  where  the 
fimgus  grows — and  the  Chi- 
nese hordes  soon  take  over, 
spreading  their  inferiority. 
Result:  calls  in  the  National 
Assembly  that  foreign  truf- 
fles be  labeled.  Bill  Javetski 


DRAWN  &  QUARTERED 


DOCTOR,  I  FEEL  SO  INADEQUATE     I     I  DON  T  HAVE  A  W6B  SITE 


U.N.  BLUES 

WHO'S  GEniNG 
STIFFED  HERE? 

A  BIG  VICTIM  OF  UNPAID  U.  S. 

dues  to  the  U.N.  is  . . .  Cor- 
porate America.  Deadbeat 
members  such  as  the  U.  S., 
the  worst  offender,  have 
pushed  the  U.  N.  close  to  in- 
solvency. So  it  is  slowing 
payments  to  vendors  and 
won't  take  on  any  new 
contracts  other  than  for 
basic  housekeeping. 

Trouble  is,  American 
companies  rake  in  a  huge 
share  of  U.  N.  spending. 
The  U.N.  .says  they 
reaped  some  $737  million,  ~ 
or  19.5%,  of  the  $3.8  bilhon 
total  spent  in  1994.  One  outfit 
getting  stiffed  is  Price  Wa- 
terhouse,  on  a  $1.8  million 
computer  .system  contract.  A 
Price  Waterhouse  spokes- 
woman says  some  U.  N.  pay- 
ments have  been  delayed  but 


expresses  confidence  of  even- 
tually getting  paid  in  full. 

This  gets  worse:  Several 
other  nations,  including 
France  and  New  Zealand,  are 
calling  for  a  ban  on  U.  N.  buy- 
ing from  any  country  behind 
on  dues.  But  GOP  lawmakers, 
arguing  that  the  U.N.  is  a 
bloated  bureaucracy  that 
smacks  of  world  government. 


BIG  BUCKS:  U.S.  vendors  at  risk 


don't  want  to  pay  any  of  the 
roughly  $1  billion  Washington 
owes  it  (40%  of  the  worldwide 
total) — and  they  plan  to  add 
$443  million  to  the  tab  this 
year.  The  White  House  wish- 
es to  gi'adually  retire  the  old 
U.  N.  debt.  Stan  Crock 


THE  BIG  PICTURE 


WEB 
SERVICE 
FOR  ONE 


PERCENT  OF  ONLINE  SUBSCRIBERS 
WITH  SINGLE  VS  MULTIPLE 


■  SINGLE  ■  MULTIPLE 


FOOTNOTES  Increase  in  D  mine's  pizza  deliveries  to  Washington's  essential  bureaucrats  for  November  shutdown:  68% 
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Time  was  when  you 
needed  to  subscribe 
to  at  least  two  online 
services  to  get  the  varied 
features  you  wanted.  But  the 
rich  resources  available  to  all 
on  the  World  Wide  Web  is  prompting 
people  to  cut  back.       data  yankee  group  - 


Let  The  Next 
Move  Be  Ours. 


To  Gain  True  Competitive 
Advantage  From  Your 
Computing  Investment... 


Competitive  advantage  tuetins  making  the  most 
of  your  strategic  business  assets:  people,  data, 
and  computer  hardware.  It  means  ehminating 
the  obstacles  to  enterprise  information  delivery. 
And  it  means  empowering  everyone  in  your 
organization  with  facts  to  fuel  effective  decisions. 

SAS  Institute's  software  solutions,  backed  by  our 
exclusive  core  technologies,  provide  everything 
you  need  to  achieve  true  competitive  advantage. 

■  Enterprise  Infonmilion  Systems  (EIS)... 
for  ensuring  that  key  decision  makers  have  fast, 
user-friendly  access  to  the  most  relevant  and 
up-to-date  business  information 

■  The  SAS  Data  Warehouse...  for  managing  (uul 
organizing  da  ta  from  any  source,  and  then  exploiting 
that  data  using  a  full  range  of  business  intelligence 
and  analytical  tools 

■  The  SAS  MidtiVendor  Architecture" ...for  sharing 
data  and  business  solutions  across  your  entire 
hardware  landscape — desktop  and  beyond 

We'd  like  to  hear  about  your  current  information 
needs.  Well  respond  with  a  software  solution  thats 
customized  for  the  way  \ou  do  business. 


Call  now  for  your  free 
SAS  liisliliile  oveniieic. 
or  sf'iid  us  E-iuail  at 
bwi"  SOS. sas. coin 


m 


S\S  Iiistitiiti- 
Phoii.-  '^ly-()77  K2()0 
Ivmail:  l)w@.sas..sas.(  <>iii 
LIRL:  htt|)://www.sas.i  i>ni/ 


We're  SAS  Institute, 
and  we'll  help  you 
leverage  technology 
to  meet  your 
business  goals. 


Sdllware  for  Successful  Decision  IVlaking 


SAS  is  a  rcgisli'ifil  Innle-iiiark  ..I  SAS  In-lilulf  liM 
Ciipyriglil  C)  l<)'«i  l.v  SAS  In-hl       hu  . 


The  Gateway  Solo  Portable  PC 


S8-120XLa  10.4"  SVGA  Active  Matrix 
Color  Display  ■  120MHz  Intel®  Pentium® 
Processor  ■  40MB  RAM  ■  1.2GB 
Removable  Hard  Drive  ■  Modular  CD-ROM 
and  3.5"  Floppy  Drives  ■  Integrated  16- 
Bit  Sound  with  Stereo  Speakers  ■  28.8 
PCMCIA  Fax/Modem  B  EZ  Pad"'  Pointing 
Device  ■  Microsoft®  Windows®  95  ■  MS 
Office  95,  Professional  Edition  ■  Li-ion 
Battery  ■  Deluxe  Leather  Case  ■  $5899 


You  only  get  24  hours  in  each  day.  Make  every  minute 
^^^^         count.  ♦  Introducing  the  Gateway  Solo'"  portable  PC 
GAT^VAY^KX)^    line.  Computers  for  all  facets  of  your  life.  Gateway  Solo 
portable  PCs  are  lightweight 
and  give  you  desktop  power 
that  you  can  take  anywhere. 
All  models  include  an  Intel 
Pentium  Processor,  active 
matrix  color  display,  and 
they're  optimized  for  Micro- 
soft Windows  95.  ♦  Because 
we  understand  your  time  is  valuable,  Gateway  2000  makes  computer 
buying  easy.  We  have  been  bringing  PC  buyers  unbeatable  values 
through  the  direct  channel  for  10  years.  Just  pick  up  the  phone  and  give 
us  a  call.  No  crowds,  no  hassles.  A  custom-configured  Gateway  Solo  PC 
will  be  delivered  right  to  your  door.  Each  Gateway  2000®  system  comes 
with  a  30-day  money-back  guarantee.  If  you're  not  completely  satisfied,  no 
problem.  We'll  return  your  money,  with  the  exception  of  shipping  charges 
to  and  from  our  customer  which  are  not  refundable.  ♦  Prices  start  at 
$3,299.  It's  time  you  had 
a  computer  that  lets  you 
get  the  most  out  of  life. 
Call  Gateway  2000  and 
order  yours  today! 
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Change  has  always  been  the  life- 
blood  of  journalism — why  else 
would  the  news  business  exist? 
But  in  1995,  the  word  took  on  a 
more  vivid  meaning:  The  idea  of  de- 
livering visually  interesting  infor- 
mation via  personal  computer  ex- 
ploded into  reality,  thanks  to 
consumer  online  services  and  the 
Internet's  World  Wide  p—- — — 
Web.  A  year  ago, 

BUSINESS  WEKK  caught 

an  early  wave — creat- 
ing BUSINESS  WEEK  On- 
line for  delivery 
over  America  On- 
line, whose  mem- 
bership tripled  in 
1995,  to  about  4.5 
million  subscribers. 

BUSINESS  WEEK 

Online  was  an  in- 
stant hit.  "Someone 
has  finally  gotten  it 
right,"  gushed  one 
of  hundreds  of  con- 
gi'atulatory  letters. 
But  in  online  joui-nalism,  as  in 
all  else,  sitting  still  means 
falling  behind.  So  to  celebrate 
our  fir'st  bijthday,  we've 
launched  a  redesigned  BW 
Online  that  incorporates  AOl/s 
latest  technolfjgical  enhancements. 
Credit  for  the  handsome  new  look 
goes  to  BUSINESS  week's  gi-aphics  di- 
rector, Arthur  Eves,  and  the  rest  of 
our  six-member  online  team.  They 
collaborated  with  aol  producer  Ste- 
phen IVIobley  to  deliver  a  more  ver- 
satile and  easier-to-use  design. 

Fi-om  BW  Online's  new  screens, 
for  example,  you  click  just  once  to 
reach  much  more  information.  This 
will  come  in  handy  whether  you're 
seai'ching  the  11,500  company  listings 
in  the  BW  Online/s&p  Coiporate  Di- 
rectory, sifting  through  our  119  live- 


conference  transcripts  (readers  have 
downloaded  41,500  to  date),  looking 
through  two  years  of  BW  archives, 
or  perusing  onhne-only  versions  of 
such  BW  features  as  Best  Business 
Schools  and  Executive  Education. 
Among  other  major  improvements 
are  numerous  "hot  links"  that  flag 
the  day's  timeliest  stories  and  in- 
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stantly  take  you  to  them.  For  a  free 
Aou  trial  disk,  call  800  641-4848,  and 
ask  for  business  week  Online. 

In  1996,  we  expect  to  make  BW 
Online  even  richer  and  more  inter- 
active— a  perfect  complement  to 
business  week  itself.  We  hope  you'll 
sign  on — and  if  you've  already  visit- 
ed, come  back  again. 


Editor-in-Chief 
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It's  not  just 
about  retirement. 


All  IRA  is  not  reiilly  about  boring  things  like  saving  up 
for  "Golden  Years"and  investment  strategies  that  put  you 
to  sleep.  It's  reidly  about  having  more  of  your  money  go 
to  work  for  you  through 


tiix-deferred  investing. 


It's  about 
your  future. 


So  you  really  ought  to  put  your  IRA  in  a  place  that 
provides  plenty  of  ways  to  help  it  grow.  A  place  hke  Fidehty. 


You  can  choose  from  hundreds  of  fluids  without  paying  a 


load!  Including  50  from  Fidelity'.'  Not  to  mention  300  other 
ft.inds  as  well.  You  can  trade  stocks  at  a  heft)'  discount.  Buy 
CDs,  annuities,  and  U.S.  Treasuries. 

And  because  it's  all  in  one  place,  it's  not  just  easy  to  mind 
your  IRA.  It's  also  easy  to  change  your  mind.  You 
get  one 


insightful  statement  that  tells  you  how 


everything's  doing.  Then,  if  you  want  to  sell  a 
stock  to  buy  a  CD;  or  switch  a  bond  fimd  to  an 
equity  fund,  one  call  and  it's  done. 


Invest  in  vour  ftiture.  Move  vour  IRA  to  Fidelitv 


today.  Pick  up  your  free  IRA  fact  kit  at  a  nearby 
Fidelity  Investor  Center.  Or  give  us  a  call. 


Fidelity 
Investments® 


1-800-544-0167     24  hours  a  day  http://www.fpd-inv.com 


To  join  America  Online:  Call  1-800-2  lS-0606  for  10  free  hours. 
2b/6 104.00 1 

For  a  retirement  fact  kit  and  more  complete  information  on  any  mutual  fund  available  through  Fidelit)'.  including  charges  and  expenses, 
call  for  a  free  prospectus.  Read  it  carefully  before  you  in>  est  or  send  money. 

'This  offer  .ipplies  to  certiiin  retirement  pkins  marketed  ;md  distributed  directU  b\  Fidelit\.  Fidelity-  Magellan®  Fund.  Fidelity  New  Millennium"'  Fund,  ;md 
Fidelil\  Select  Portfolios'  ;ire  excluded.    -CDs  ma\'  be  sold  in  the  secondan  market,  subject  to  market  conditions.    Fidelit\  Distributors  Corporation. 
Fidehtx  Brokennje  Senices,  Inc..  161  Devonshire  St..  Boston.  MA  021 10,  Member  ,MSE.  SIPC. 


Readers  Report 


JEFF  VINIK'S  JOB 

IS  TO  MAKE  MONEY.  PERIOD 

In  "Did  Magellan  manipulate  the  mai"- 
ket?"  (News:  Analysis  &  Commentary, 
Dec.  25/Jan.  1),  your  reporter  writes: 
"Prominence  gives  Vinik  a  duty  to  be 
above  suspicion."  Nonsense!  Jeffrey  N. 
Vinik's  only  duty  is  to  make  money  for 
Fidelity  Investments  and  for  Magellan 
Fund's  investors.  If  he's  canny  enough 
to  fool  other  mai'ket  players  into  buying 
while  he  unloads  stock  on  them,  good 
for  him.  And  good  for  Magellan  share- 
holders. If  you  want  to  buy  a  stock  be- 
cause Jeff  Vinik  has  exp)-essed  an  opin- 
ion, then  just  go  ahead  and  buy 
Magellan.  If,  however,  you  prefer  to  go 
head  to  head  with  him,  good  luck  to 
you! 

Howard  Steiner 
Southport,  Conn. 

BELIEVE  ME,  THE  MIATA 

IS  HERE  TO  STAY'  

I  had  to  laugh  when  I  read  "Do  you 
have  the  feeling  that  you've  been  here 
before?"  (News:  Analysis  &  Commen- 
tary, Dec.  25/Jan.  1) — where  you  declai-e 
the  Mazda  Miata  to  be  "out."  Every 
year,  we  get  some  sort  of  pretender 
having  a  go  at  the  most  successful  con- 
vertible in  the  world. 

The  BMW  Z3  may  be  a  better  car  (it 
is  not),  but  it  will  never  generate  the 
kind  of  feelings  the  Mazda  does.  Do  you 
really  think  the  Z'i  will  have  fan  clubs 
W'Orldwide — people  running  around  in 
Z3  T-shirts  or  hats?  Believe  me,  the 
Miata  is  here  to  stay.  In  20  years  time, 
it  will  be  the  only  '90s  roadster  that 
people  still  talk  about  and  drive. 

Allan  Elegeert 
Ostend,  Belgium 

ETHYL  CORP.: 

TAKING  A  LONG  VIEW  

If  youi'  analysis  of  Ethyl  Corp.'s  per- 
foiTnance  were  e.xtended  to  include  the 
1980s  bull  market,  your  findings  and 
conclusions  w  i  Aild  be  remarkably  differ- 
ent ("This  public  company  of  ours," 
News:  Analysis  &  Commentary,  Dec. 
11).  You  might  be  suiprised  to  find  that 
Ethyl  outperformed  even  Berkshire 
Hathaway  Inc.  for  most  of  the  '80s. 
Challenged  by  the  decline  of  a  major 
product  line  late  in  the  decade,  the 
Gottwald  family,  which  had  pioneered 
the  leveraged  buyout,  split  the  company 
into  separate  entities.  This  action  was 
shareholder-friendly,  as  it  allowed  out- 
side investors  the  opportunity  to  reallo- 
cate capital  individually  rather  than  as 


CORRECTIONS  &  CLARIFICATIONS 

"Test-driving  Java"  (Technology  &  You,  Dec. 
25/Jan.  1)  erred  in  saying  that  Macintosh 
versions  of  Netscape  Communications 
Corp.'s  Navigator  allow  people  to  use  ap- 
plications of  the  Java  programming  lan- 
guage. Such  features  are  planned  but  are 
not  yet  ready  for  downloading  over  the  Net. 

"Go  west,  big  bank"  (Finance,  Dec.  4)  mis- 
stated a  profitability  target  for  thrifts,  it  is 
a  return  on  equity  of  15%. 


the  board  saw  fit.  The  Gottwalds  re- 
main directors  of  the  spun-off  compa- 
nies for  an  appropriate  but  increasingly 
rare  reason:  They  are  owmers  with  eco- 
nomic interests  in  the  companies.  Con- 
sidering the  Gottwalds'  investment,  the 
director  fees  are  irrelevant. 

Accounting  for  all  of  the  spin-off  val- 
ue created,  an  investment  in  Ethyl  be- 
ginning in  1982  would  have  produced  a 
return  greater  than  twice  that  of  the 
Standard  &  Poor's  500-stock  index.  TMs 
is  a  record  that's  matched  by  few  i)ublic 
companies. 

Sam  Shapiro 
Shaph'o  Capital  Management 
Atlanta 

THE  RELIGIOUS  RIGHT 

CAN'T  SPOOK  DISNEY  

I  was  giatl  to  see  yoiu'  astute  analysis 
of  the  American  Family  Assn.-Florida 
Baptist  Con\-ention  boycott  of  Disney,  in 
response  to  that  coiporation's  decision  to 
extend  insurance  benefits  to  partners 
of  gay  and  lesbian  employees  ("101 
damnations  at  Disney,"  Up  Front.  Dec. 
25/Jan.  1). 

As  strong  as  the  voice  of  religious 
conservatism  seems,  it  is  only  a  very 
loud  and  annoying  single-digit  minority 
in  the  political  and  cultural  panoi-ama. 
Disney  knows — and  with  this  misguided 
boycott  the  rest  of  America  will  soon 
learn — that  the  religious  right's  actual 
power  base  isn't  large  enough  to  shave 
a  minute  off  the  line  to  Space  Moun- 
tain, much  less  lead  us  into  the  21st 
centuiy 

Rena-paulette  Guay 
Madeira  Beach,  F\a. 

HOW  TO  AVOID  EXPLOSIONS 

AT  AIR-BAG  PLANTS  

The  following  may  proxide  additional 
enlightenment  on  the  problems  of  pro- 
ducing air  bags  ("An  explosive  mix  at 
TRW."  Legal  Affairs,  Dec.  18). 


There  are  inherent  differences  be- 
tween Morton  International  Inc.'s  sodi- 
um-azide  manufacturing  process  and 
TRw's.  Morton's  process  keeps  the 
volatile  chemicals  essentially  inert  until 
the  final  stages. 

Morton  went  through  similar  "inci- 
dents" (the  explosive  industry's  term 
for  rapid  fii'es — known  to  laymen  as  "ex- 
plosions") in  the  mid-to-late  1980s.  As  a 
former  progi-am  manager  for  Morton's 
air-bag  business  with  Mercedes-Benz,  I 
can  tell  you  that  four  principles  guided 
our  efforts: 

1)  People  and  safety  come  fii'st.  All 
dangerous  operations  should  be  physi- 
cally isolated  and  controlled  remotely. 

2)  Expect  "incidents,"  and  design  for 
them — rather  than  try  to  create  a  "fool- 
proof system."  Build  the  system  to  allow 
for  fires  and  prevent  oveipressiu'es  that 
do  damage.  In  the  event  of  an  incident, 
all  that  is  lost  are  the  chemicals-in- 
process.  You  clean  up  and  start  again. 

3)  Maintain  twice  the  capacity  re- 
quired by  forecasts.  It's  expensive,  but 
you  will  never  shut  dow'n  an  auto  as- 
sembly fine. 

4)  Ti'ain,  train,  train.  Any  process  is 
only  as  good  as  the  people  who  operate 
it.  Select  the  people  carefully,  and  make 
them  constantly  aware  of  the  hazards 
involved.  Safety  is  more  than  design 
and  procedures.  It's  attitude. 

I  strongly  believe  these  principles 
were  major  contributors  to  Morton's  ex- 
cellent safety  record  and  deliveiy  per- 
formance. I  am  sure  tkw  has  consid- 
ered all  of  these  factors  as  well,  but  if 
not,  a  word  to  the  wise. 

James  M.  Stone  Jr. 
Ogden,  Utah 
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Satellite 

when  it  comes  to  price,  peiformance 
<mA  laiue.  noihmg  comes  close  to  t/ie 

Soteliiie'  Series.  These /eatwe'Turh 
models  imJte  it  possiHe  /or  eimone 

to  hflie  potiCT  and  performance  in 
an  tnejipensiie  noteboofc. 


Satellite  Pro 

With  Stitelliie  Pro  vim  Ciiii  set 
affordoHe  CD-RO.\f  and  |>mii/iilit>' 
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f>ORTEOE 
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computers.  At  under /tie  pounds,  these 
swper-lightuei^t  notekwks  are  pixked 
uith  jeonffds  vmt'd  onl\  expect  frt  m 
fiS-aze  computers. 


Tecra  emKxies  the  ahiLtlute  latest 
and  grciites!  m  pcmaWe  techrvhgy. 
With  the /ostest  Pennim'  processors 
and  most  innmonie  jeaturei  on  the 

morfet,  TecTa  noielxxilcs  are  the 
idtTmate  m  pouer  and  perfonnance. 


Satellite,  Satellite  Pro,  Portege  and  Tecra.  Quite  possibly  the  best  reasons  there  are  for  buying  a  portable  computer.  Four  distinct 
Toshiba  notebook  lines  assure  that  whatever  your  needs,  there's  one  uniquely  suited  to  you.  Toshiba  portables  offer  uncompromised 
quality,  arid  are  recognized  by  the  computer  industr\'  tor  teclmical  superiority-.  .A.nd,  Toshiba  has  award-w  inning 
customer  senice  and  support.  Tl^at's  why  Toshiba  sells  more  portables  than  an\-one  in  the  world.  Need  any 
P^olt'sMT!     more  reasons?  Call  1-800-457-7777  for  more  information  or  a  dealer  near  you. 
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21st-CENTURY  JET 

The  Making  and  Marketing  of  the  Boeing  777 

By  Karl  Sabbagh 
Scribner  •  366pp  •  $25 


HOW  BOEING  HATCHED 
ITS  HIGHEST-TECH  BIRD 


Boeing  is  not  known  foi-  openness. 
It  is  remarkable,  then,  that  half 
a  decade  ago,  it  decided  to  give 
British  TV-documentary  producer  Karl 
Sabbagh  unprecedented  access  to  the 
team  that  designed  and  built  its  newest 
jumbo  jet,  the  777,  which  entered  com- 
mercial service  last  June.  Now,  Sabbagh 
has  produced  a  book  and  a  Public 
Broadcasting  Service  documentary, 
which  began  airing  on  Jan.  8,  each  enti- 
tled 21st-century  Jet.  In  them,  he  tells 
the  story  of  what  he  calls  one  of  the 
most  counterintuitive  of  modern  mar- 
vels— a  140-ton  machine  that  appears 
effortlessly  to  defy  the  law  of  gravity. 

It's  an  extraordinary  tale,  and  Sab- 
bagh, who  seems  to  have  been  given 
the  run  of  the  production  program  and 


entree  to  key  figures  at  Boe- 
ing Co.  as  well  as  to  suppli- 
ers and  customers,  tells  it 
well.  From  the  beginning, 
Boeing  decided  the  777 
would  be  a  pioneer  in  a 
number  of  ways.  It  was  to 
be  drawn  up  entirely  on 
computer  screens — Boeing's 
first  paperless  design.  Digital 
data  would  flow  directly 
from  engineers'  computers 
to  the  macliine  tools  that  cut 
metal.  "Shims,"  or  adjust- 
ments made  to  parts  that  don't  quite 
fit  together — inevitable  on  earlier  jets 
made  fi'om  paper  blueprints — wei'e  to 
be  eliminated,  along  with  e.xpensive  re- 
building. The  777  was  to  be  Boeing's 


HE  MAKING  AND  MARKETIN 
OF  THE  BOEING  777 


i  KARL  SAEBASW  j 


first  "fly-by-wire"  plane,  where  elec- ; 
tronic  pulses  rather  than  cumbersome ; 
hydraulic  systems  deliver  pilots'  com-  i 
mands  to  the  actuators  that  move  flaps, 
the  rudder,  and  other  control  surfaces. ' 
But  on  the  theoiy  that  it  would  be  safer  i 
to  give  pilots  "the  ultimate  authority," 
Boeing's  fly-by-wire  technology  would 
also  allow  humans  gi'eater  control  than 
did  the  original  1988  Airbus  Industrie  > 
system.  That  system  was  later  imph-, 
cated  in  at  least  two  crashes,  one  of  I 
which  killed  92  Indian  Air-j 
lines  passengers.  1 
For  the  fii-st  time,  Boeing  j 
would  consult  extensively  i 
vdth  customers  during  the 
design  phase,  another  inno- 
vation copied  from  Airbus  ■ 
and  a  distinct  change  fi-om 
Boeing's  earlier  approaches.  > 
Japanese-style  "design  build 
teams"  involving  engineers,! 
salespeople,  and  representa- 
tives of  suppliers  and  sub- 
contractors, as  well  as  pro- 


duction staff,  were  to  work  together  to 
produce  the  plane.  "Working  together," 
in  fact,  became  the  program's  corny 
motto.  It  also  took  on  an  unintended  ; 
irony:  At  the  same  time  Boeing  was  ; 
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building  the  777,  it  was  paring  its  Seat- 
tle-area workforce  by  one-third,  creating 
anxiety  among  workers  that  was  partly 
responsible  for  a  strike  late  last  year. 

For  Boeing  executives,  a  key  issue 
for  the  777  was  p:top.s  (Extended  Twin- 
engine  Operations) — -a  certification  pro- 
vided by  the  Federal  Aviation  Adminis- 
tration and  other  regulators  that  the 
two-engine  plane  was  safe  to  fly  for  up 
to  three  hours  on  only  one  engine — as  it 
would  have  to  do  if  an  engine  failed 
during  a  transoceanic  flight.  Early  in 
the  design  phase,  Boeing  decided  it 
wanted  to  win  this  certification  before 
the  777  even  entered  service.  This 
would  be  unprecedented:  For  example, 
Boeing's  767,  also  a  twin-engine  model, 
had  been  in  operation  for  two  years  be- 
fore it  won  its  three-hour  etops  certifi- 
cate. But  the  credential  would  make  the 
777  a  hot  item  in  the  marketplace.  Here, 
the  author  provides  a  clear  account  of 
how  Boeing  employed  an  intense  testing 
program — and  zealous  lobbying — to 
overcome  skepticism  at  the  faa  and 
elsewhere  and  to  win  the  certification. 

Adversity  is  inevitable  during  pro- 


duction of  such  a  complex  machine.  Sab- 
bagh  provides  several  discussions  of 
such  difficulties.  He  describes,  for  ex- 
ample, Boeing's  delicate  handling  of  a 
Japanese  supplier  whose  progress  at 
one  point  was  unsatisfactory  and  the 
strains  on  a  small  Australian  company 
that  managed  to  meet  Boeing's  dead- 
lines for  a  rudder  despite  last-minute 
design  changes. 

Although  all  of  the  key  players  re- 
ceive flattering  portrayals,  21st-century 
Jet  is  not  a  puff  piece.  For  example, 
Sabbagh  seems  to  believe  sincerely  that 
safety  is  an  overriding  design  consid- 
eration at  Boeing.  But  critics  of  the 
company  are  given  their  due,  and  Sab- 
bagh is  mildly  disapproving  of  Boeing 
executives'  obvious  annoyance  with 
them.  Among  the  critics  were  pilots 
who  were  skeptical  of  Boeing's  deter- 
mined drive  to  win  the  etops  certifica- 
tion. The  author  suggests  that  it  was 
entirely  understandable  for  "people  who 
are  not  aircraft  designers  but  who  will 
travel  in  the  plane  . . .  [to]  seek  stan- 
dards of  certainty  about  technology  that 
are  rarely  achieved  in  any  walk  of  life." 


Meanwhile,  at  headquaiters,  "the  Boeing 
people  resented  this  [attitude],  but  they 
really  didn't  know  how  to  counter  it." 

With  a  focus  on  engineering  and  new 
materials,  the  early  sections  of  21st- 
Centtcry  Jet  will  be  hard  going  for  many 
readers.  Later,  though,  the  pace  picks 
up:  A  chapter  on  late-stage  tests,  duiing 
which  a  777's  taO  is  intentionally  scraped 
along  the  nmway  and  brakes  are  heated 
to  3,000C,  is  riveting  stuff.  "Today  [test 
pilot  John]  Cashman  and  his  crew  of 
seven  were  going  to  sit  on  top 
of . . .  twelve  glowing  brake  disks  until 
the  tires  deflated  as  the  fuse  plugs  melt- 
ed from  the  heat  Might  one  or  more 

[tii'es]  explode,  sending  flaming  shards  of 
rubber  in  all  directions?  Might  flames 
spread  upward  in  some  way  into  the 
landing-gear  wells  and  thence  to  the 
plane?"  Such  punishing  efforts  go  a 
ways  toward  explaining  why  you  are 
far  less  likely  to  be  injured  on  an  air- 
plane than  on  the  drive  to  the  airport. 

BY  MICHAEL  J.  PARKS 

Parks,  a  BUSINESS  week  stringer  in 
Seattle,  Jias  been  keeping  tabs  on  Boeing 
for  20  years. 


THE  777  WAS  DESIGNED  ENTIRELY  ON  COMPUTER 
SCREENS-USING  UNPRECEDENTED  TEAMWORK 
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fax  machine  to  24-hour 
access  to  photocopiers  and 
printers.  Plus  an  express 
breakfast  and  morning 
newspaper  to  keep 
you  up  to  speed. 


HYATT  GOLD  PASSPORT 
is  our  way  of  saying  thanks, 
by  giving  you  generous 
I  benefits,  services  and  valuable 
points  that  add  up  to  exciting 
travel  awards  including  free 
nights,  upgrades  and  more. 
Call  1-800-63  HYATT 
to  enroll  today. 


At  Hyatt,  wc  offer  our  guests  access  to  user-friendly  In4siness  equipment  including  in-roomfax  machines,  telephones  with  datapAs 
and  printers.  All  the  tools  you're  sure  to  need  when  you're  away  from  the  office.  Not  to  mention  a  friendly  person  who  knows  tm 
than  just  how  to  use  them  Hyatt  Guest  Services  Manager  Laiia  Trcvisan,  for  instance,  has  dedicated  her  career  to  helpmg  ycfs. 


Discover    the  peopl- 

This  lull  portlollo  of  Business  Services  is  available  exclusively  at  a  limiled  number  of  Hyatt  business  hotels  in  the  U.S.  and  Canada.  Hyatt  is  proud  to  oiler  AT&T  Long  Distance  Service  for  all  your  AT&T  Calling  ird 
AT&T  Universal  Card  and  operator-assisted  calls  To  receive  airline  bonus  miles/kilometers.  |ust  present  your  memberstiip  card  and  pay  an  Eligible/Qualifying  rate.  500  bonus  miles  will  be  awarded  on  each  qualifyingiay 
Members  of  Aeromexico  and  Passages  will  earn  1,000  bonus  kilometers  Eligibility  for  airline  credit  is  subject  to  ttie  terms  and  conditions  of  each  airline  program  Please  allow  6-8  weeks  for  bonus  miles/kilometer?  ibi 


AT&T 

Your  True  Choice 


WE'RE    PROUD   TO  INTRODUCE 
THE   ACTUAL  PERSON. 


{Lana  Trevisan  ^ 
Hyatt  Guest  Services  Manager.  / 
She'll  help  you  with  all  of  f 
your  business  needs.  J 


Hyatt  TOUCH  AND  GO ' 
services  are  the  fastest  way  to 
check  in  or  out.  Simply  call 
1-800-CHECK-IN-  before 
you  arrive.  Or  use  our  auto- 
matic check-in  terminals  in 
some  hotels.  And  when  you 
leave,  our  in-room  Video 
Check-Out  will  speed 
you  on  your  way. 


Discover  REGENCY  CLUB,' 
a  private  floor  where  we  attend  | 
to  even  the  smallest  details, 
including  complimentary 
breakfast  and  afternoon  hors 

d'oeuvres  served  in  the 
exclusive  Regency  Club  lounge. 
And  there's  a  dedicated 
concierge  on-hand  to 
meet  all  your  needs. 


Earn  airline  boiuts  miles/ 
kilometers  on  each  qualifying 
stay  with  any  one  of  our 
AIRLINE  PARTNERS, 
including  Alaska  Airlines, 
American  Airhnes,  Delta  Air 
Lines,  Northwest  Airlines, 

United  Airlines,  USAir, 
Aeroinexico,  Passages,  and 
South  African  Airways. 


H  YATT 


d  with  her  knowledge  and  resources,  she's  sure  to  make  your  business  trip  a  success.  So  if  you  re  looking  for  actual 
^ductivity  on  the  road,  you're  virtually  there.  Stay  at  any  one  of  our  business  locations  in  the  U.S.  and  Canada  and 
our  business  take  care  of  yours.  Simply  call  Hyatt  at  1-800-233-1234  to  discover  the  people  with  the  Hyatt  Touch. 


/ITH       THE       HYATT  TOUCH'' 

ited  to  your  airline  account  Gold  Passport  members  must  choose  to  receive  either  Gold  Passport  points  or  airline  credit  in  one  ol  the  participating  programs  American  Airlines  and  AAdvantage  are  registered  tratiemarks 
American  Airlines.  Inc  American  Airlines  reserves  the  right  to  change  the  AAdvantage  program  at  any  time  wiithout  notice,  and  to  end  the  AAdvantage  program  with  six  months  notice,  Hyatt  Hotels  and  Resorts® 
iompasses  hotels  and  resorts  managed,  Iranchised.  or  operated  by  two  separate  groups  of  companies  —  Hyatt  Corporation  and  its  affiliates  and  affiliates  of  Hyatt  International  Corporation,  ©  1996  Hyatt  Corp. 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM  

LOG  ON-AND  LEARN 
A  LANGUAGE 


Speech  recognition  is 
improving,  so  these 
programs  can  perfect 
your  parlez-vous 


for 
for 


The  computer  asks 
the  German  word 
"excuse."  I  say  . 
"Die  Entschuldigiing"  \, 
into    the  microphone. 
"Korrekt,'"  responds  a  brisk  \ 
Teutonic  voice.  This  is  not 
the  language  lab  of  my  youth. 
Instead,  it's  Leant  to  Speak 
German,  an  imaginative,  if 
flawed,  use  of  speech-i-ecog- 
nition  technology. 

So  fai;  most  efforts  to  com- 
mercialize speech  recognition 
for  personal  computers 

>^^^  & 


ation  drills,  but  a  meter  grad- 
ed my  performance  from 
"tourist"  to  "native  speaker." 
The  CD-ROM  progi'am,  plus  a 
400-page-plus  workbook,  are 
designed  to  cover  at  least  a 
year  of  college-level  study. 

The  speech  recognition, 
built  around  software  from 
Belgium's  Lernout  &  Haus- 
pie  Speech  Products,  is  im- 
pressive but  not  perfect.  In 
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have  focused  on  letting 
you  dictate  a  letter  or 


memo  to  a  computer,  which 
converts  your  speech  into 
text.  This  is  an  obvious  use 
of  today's  technology  and 
should  cheer  the  hearts  of 
the  keyboard-phobic  among 
us.  But  the  real  payoff  from 
speech  recognition  may  come 
with  more  creative  applica- 
tions, from  telephone  services 
to  education. 

GOOD  GRADES.  Language 
training  is  a  natural  for 
speech  softwai-e.  The  $100 
Learn  to  Speak  German  pro- 
gram is  from  Learning  Co. 
(800  852-2255).  Like  its  sis- 
ter projJTams,  Leant  to  Speak 
Spanish,  Hablemos  Ingles, 
and  Learn  to  Speak  English, 
it  offers  di'ills  essential  to  lan- 
guage learning.  While  earli- 
er multimedia  language  pro- 
gi'ams  let  you  lieai-  a  foreign 
language,  these  offer  instant 
feedback  on  your  pronuncia- 
tion as  well.  Not  only  did  the 
progi'am  let  me  compare  my 
German  to  that  of  a  native 
in  vocabulary  and  pronunci- 


the  more  advanced  drills. 
Learn  to  Speak  German  was 
smart  enough  to  recognize 
that  there's  more  than  one 
correct  way  to  word  an  an- 
swer, and  it  accepted  several 
variations.  Yet  in  vocabulary 
drills,  the  program  often  had 
trouble  understanding  short 
words,  such  as  prepositions, 
no  matter  how  carefully  I 
spoke. 

Unfortunately,  the  progi'am 
suffers  from  the  bugginess 
that  infects  many  Windows 
multimedia  programs.  I  set 
it  up  on  four  different  com- 


puters with  Win  3.1  and 
Win95.  Only  one  installation 
succeeded  on  the  first  at- 
tempt. The  progi'am  crashes 
occasionally  without  warning, 
often  producing  such  befud- 
dling error  messages  as 
"Script  Error.  Handler  not 
defined."  A  Macintosh  version 
(included  on  the  same  CD)  I'an 
flawlessly  but  lacks  the 
speech-recognition  feature 
that  makes  the  program  so 
attractive. 

SOFTWARE  FLOOD.  Learn  to 
Speak  wants  a  fast  computer. 
Although  the  specs  say  it  will 
run  on  a  33-megahertz 
386DX,  I  found  that  a  90- 
Mhz  Pentium  is  the  slowest 
machine  that  avoids  unpleas- 
ant delays  while  the  comput- 
er analyzes  your  speech.  A 
^  decent  mici'ophone  also  can 
'  gi'eatly  improve  recog- 

nition  accui'acy.  I  had 
good  results  with  a  $30 
batterv-powered  Koss 

^nd  M/21." 

Language  programs  and 
dictation  software  from 
companies     such  as 
Kurzweil  Ai,  Dragon  Sys- 
tems, and  IBM  are  the  leading 
edge  of  what  is  likely  to  turn 
into  a  flood  of  speech-en- 
abled software.  Microsoft 
( 'orp.  is  designing  a  stan- 
dard way  to  add  speech  fea- 
tures to  Windows  95  and 
Windows  NT  progi'ams.  This 
being  the  software  industry, 
Microsoft's  Speech  Applica- 
tion Programming  Interface 
(SAPi)  effort  is  being  chal- 
lenged by  the  Speech  Ptecog- 
nition  Application  Program- 
ming Interface  Committee 
(SRAPi).  The  SRAPi  group, 
headed  by  Novell  Inc.  and  in- 
cluding  the  leading  speeeh- 
recognition-technology  com- 
panies, is  developing  its  own 
standard  for  a  variety  of 
computer  systems. 

One  hopes  that  some  ben- 
efit will  come  of  this  alj^habet 
soup.  In  the  meantime,  the 
Learn  to  Speak  programs, 
bugs  and  all,  are  an  interest- 
ing preview  of  tilings  to  come 
and  a  good  way  to  learn  a 
new  language  or  brush  up 
rusty  skills. 


BULLETIN  BOARD 


MONITORS 
SWING  TIME 

A  standard  computer  screen  is 
wider  than  it  is  high,  but  most 
World  Wide  Web  pages  are 
vertically  oriented.  So  it  helps 
to  have  a  pivoting  monitor, 
such  as  the  MicroScan  17x 
from  ADi  Systems  (408  944- 


0100)  or  the  Pivot  1700  from 
Portrait  Display  Labs  (510 
227-2700).  They  can  be  used 
as  either  a  conventional  17- 
inch  monitor  or,  with  an  effort- 
less turn,  as  a  display  that's 
about  13-inches  high  and  9J^- 
inches  wide.  Vertical  orienta- 
tion makes  it  easy  to  view  a 
page  without  scrolling.  The 
identical  monitors,  produced 
through  a  joint  hardware/soft- 
ware effort,  cost  about  $925. 

CD-ROMS 
LOOKING  IT  UP 

Reader  William  S.  Parker  of 
Sacramento,  Calif.,  is  disap- 
pointed with  most  computer- 
ized reference  works  and 
wants  an  unabridged  dictio- 
nary on  CD-ROM.  There  are  at 
least  two  good  choices.  The 
Random  House  Unabridged 
Electronic  Dictionaiy  ls  avail- 
able for  Windows  at  $79  (800 
793-2665).  Oxford  University 
Press  (800  445-9714)  offers 
the  ultimate  guide  to  the 
King's  English,  the  full  Oxford 
English  Dictionary,  in  Win- 
dows or  Mac  format  for  a 
kingly  $895. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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n  the  road  to  international  success, 
get  directions  from  our  experts. 
(And  a  free  road  map.) 


Call  now 
for  Sprint's  guide 
to  improving  global 
business  performance. 

Sprint's  specialists  have  years  of 
experience  helping  international 
businesses  boost  productivity.  And 
they  all  speak  fluent  telecommunications. 

Let  us  help  you  do  more  business  around  the 
world.  It  all  starts  with  a  phone  call  for  our  free  guide, 
Communications  Solutions  for  a  Global  Marketplace. 

You'll  learn  about  many  competitively  priced 
performance-enhancers  like  International  Video- 
conferencing to  let  you  meet  with  customers  face 
to  face  without  leaving  your  office.  And  SprintNetf 
the  world's  largest  public  data  network,  which  allows  you  to  transmit 
critical  information  around  the  globe  with  optimum  reliability. 

So  call  today.  Because  the  road  to  success  starts  with 
a  good  road  map. 


Sprint 

Business 


1-800-659-5364 

©1995  Sprint  Communications  Company  L  P 


Pluck  a  hair 
from  your  head. 

Look  at  it. 

Now  read  this. 

y 


the  thickness 

of  a  human  hair 


And  tliiiiking  about  it  is  what 
school  kids  everywhere  arc 
doing  with  the  help  of  their 
teachers  and  a  computer  tech- 
nology education  kit  from 
Intel.  The  kit  teaches  students 
how  computers  think.  They 
learn  about  the  technology 
inside  a  computer,  what  a  pro- 
cessor is,  and  how  it  works. 


Ill  MiSsi^ 

This  kit  is  one  way  hitel  is  fulfilling 
a  commitment  to  provide  learning 
and  discovery  opportunities  for  the 
next  generation.  Through  its  combi- 
nation of  classroom  materials  and 
hands-on  experiments,  kids  are 

finding  out  that  computer  technol-  f 

r 

ogy  can  be  fun  and  even  easy  to  ||| 
understand.  Sometimes  as  easy  as  l" 
plucking  a  hair  from  your  head.  ljJ 
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Economic  Viewpoint 


BY  RUDI  DORNBUSCH 


DONT  MAKE  ALAN  GREENSPAN 
A  POLITICAL  FOOTBALL 


ACT  NOW: 

Greenspan  has 
done  a  great 
job,  but 
Clinton  is 
letting  him 
dangle  in 
hopes  of 
forcing  him 
to  cut  rates 
further 


Rudi  Dornbusch  is  professor  of 
economics  and  management  at 
Massacfiusetts  Institute  of  Technology 


After  President  Clinton  took  office,  Fed- 
eral Reserve  Chairman  Alan  Green- 
span got  a  fi'ont  row  seat  at  the  fti'st 
State  of  the  Union  address,  right  next  to  the 
Fii'st  Lady.  That  raised  a  few  eyebrows.  Cyn- 
ics were  fast  to  argue  that  the  President  was 
pampei-ing  the  chairman;  in  an  age  of  budget- 
cutting,  Greenspan's  monetary  easing  is  the 
only  path  to  gi'owi;h.  Of  course,  there  is  an- 
other view:  President  Chnton  wanted  to  look 
financially  conservative  to  collect  a  vote  of 
confidence  in  the  markets  in  the  fomi  of  a 
drop  in  long-teiTn  interest  rates.  What  better 
way  than  to  have  the  cameras  zoom  in  on 
consei-vatism  incarnate,  Alan  Greenspan,  smil- 
ing at  the  party? 

Greenspan's  term  as  Fed  chairman  is  up  in 
Mai'ch,  but  the  White  House  has  been  slow  to 
discuss  reappointment  or  succession.  Capital 
markets  take  reappointment  to  be  the  only 
choice  and  view  any  other  move  as  catas- 
trophic. But  if  that  is  so  obvious,  why  is  the 
White  House  so  slow  to  act? 

In  his  role  as  chairman  of  the  Fed  since 
1987,  Greenspan  has  done  an  outstanding  job 
in  establishing  sound  money  policy  in  the 
U.S.  The  Fed's  response  to*  the  1987  stock 
market  crash  warded  off  much  bigger  and 
more  threatening  economic  fallout.  Its  suc- 
cessful slowing  of  the  economy  from  1989 
through  1991  avoided  a  reigniting  of  infla- 
tion. Since  then,  the  Fed's  fine-tuning  has 
worked  wonders.  The  economy  is  at  fuW  em- 
ployment, inflation  is  negligible,  and  long- 
term  interest  rates  are  low,  almost  to  the 
point  of  straining  belief.  There  has  definitely 
been  a  major  turnabout:  Today,  the  U.  S.  is  a 
sound  money  country. 

WAYWARD  BANKERS.  Of  coui'se,  there  are  crit- 
ics. Some  would  hke  to  eke  out  an  extra  1% 
in  economic  gi'owth  just  to  find  out  exactly 
where  inflation  starts.  Others  would  like  to 
lower  gi-owth  even  fiuther  in  order  to  push 
for  zero  inflation.  Gi'eenspan  has  found  a  prag- 
matic middle  ground  that  stays  away  fi'om 
inflation  without  sacrificing  growth.  He  is 
short  on  bombastic  ideology  of  the  kind  the 
hard-money  crowd  spouts,  but  he  is  long  on 
delivering  in  a  way  the  economy  has  not  seen 
for  three  decades.  Clearly,  he  deserves  reap- 
pointment on  his  record  alone,  if  only  to  ex- 
press a  fii'm  commitment  to  just  this  kind  of 
policy  and  these  results. 

Nobody  is  in'eplaceable.  Yet  failiu'e  to  reap- 
point would  be  tantamount  to  a  wish  to  play 


with  the  economy,  experiment,  and  lose.  A 
liberal  at  the  helm  would  spell  a  dollar  col- 
lapse and  a  steep  rise  of  rates.  Finding  th 
right  conservative  is  hard.  When  bankers 
were  gods,  anyone  might  have  served  thi 
role.  In  today's  hot  money  world,  experience 
on  the  job  accounts  for  more  than  ideology 
Besides,  in  the  '90s,  you  can't  even  trust 
banker  to  be  consei"vative.  Of  course,  there 
are  always  alternative  candidates,  but  why 
experiment  with  clones  if  you  can  have  th 
real  thing? 

CLOUD  OF  SUSPICION.  The  delay  in  reappoint- 
ing Greenspan  can  only  mean  one  thing:  The 
President  is  tiying  to  hold  the  bait,  pressur- 
ing the  chaii-man  to  earn  his  reappointment 
vdth  enough  interest-rate  cuts  to  boost  the 
economy  and  generate  an  economic  boomlet  in 
time  for  the  1996  Presidential  election.  We 
just  had  a  25-basis-point  cut  in  rates  in  De- 
cember; another  might  come  in  Januaiy  oi 
Febniaiy  With  a  lag  of  six  to  twelve  months, 
this  would  give  a  kick  to  the  economy  on 
election  eve. 

Holding  out  on  reappointment  unnecessar- 
ily politicizes  monetaiy  pohcy,  at  least  in  ap- 
pearance. The  economy  at  this  stage,  vidth 
gi'owth  slipping  all  over  the  world,  requires 
an  immediate  cut  in  rates.  If  good  manage- 
ment of  monetary  policy  has,  as  a  byprod- 
uct, the  President's  reelection,  so  be  it.  But 
until  Greenspan  is  reappointed,  any  interest 
cuts  create  the  suspicion  that  he  is  merely 
comting  political  favor  This  is  not  the  way  to 
run  policy  or  the  economy. 

The  President  has  a  responsibility  to  sup- 
port the  shift  to  sound  money  in  the  U.  S 
with  a  timely  appointment  of  the  next  Fed 
chain  The  appointee  must  obviously  convey 
the  image  of  continuity.  Even  though  the  ap 
pointment  process  is  pohtical,  that  should  not 
allow  it  to  intmde  on  the  key  consideration:) 
Low  inflation  and  financial  stabihty  are  the 
top  priorities. 

The  President  should  make  a  commitment 
to  a  speedy  i-eappointment  of  Greenspan.  That 
will  do  more  for  liis  reelection  than  the  games 
being  played  now.  Moreover,  as  the  Cont: 
nent  messes  ai-oiuid  with  a  foiTn  of  money,  th^ 
"Em'o,"  and  as  Japan  flounders,  the  U.  S.  can 
reassert  its  role  as  the  financial  stronghold  ini 
the  world.  If  the  President  wants  to  show] 
leadership  and  benefit  America  by  helpingj 
abolish  a  key  source  of  macroeconomic  in-| 
stability,  here  is  a  good  opportunity. 
 ^  !l 
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Our  designs  are  constantly  changing  but 


OUR 


PHILOSOPHY 


REMAINS  THE  SAME. 


Ford  Damjncrs  Soo  Kjnij.  Robert  Bijucr 


At  FORD  MOTOR  C  0  A4  PAN  Y,  we  work  with  one  basic  premise:  the  design  of  a 
car  or  truck  must  go  beyond  how  it  looks.  This  philosophy  has  taken  many 
shapes  over  the  years,  from  the  Model  T,  to  the  Continental,  Taurus,  Explorer, 
and  Mustang:  cars  and  trucks  celebrated  for  their  design.  Which  might 
explain  why  FORD  MOTOR  COMPANY  has  five  of  the  ten  best  selling  vehicles 
in  America  today.  Right  now  we're  applying  the  latest  technology  and  the  most 
DFTAILED  CRAFTSMANSHIP  to  every  aspect  of  every  automobile  we  create. 
By  working  with  the  automotive  industry's  most  powerful  supercomputer,  our 
worldwide  design  team  are  indeed  becoming  the  C RAFTSM EN  OF  THE  FUTURE. 


Ford    •     Ford  Trucks 


Lincoln     •     M  e  i!,  c  u  r  ^' 


Q_U  ALITY      IS      JOB  1 

for  more  information,  contact  ui  on  the  Internet  at:  http://n  nH.lorJ.com 


Cargo  Vessels 

Bangladesh 

30  March 
0800  hrs 


SOME  SEE  STRANDED  SHIPS.  WE  SEE  IDLE  ASSEMBLY  LIII 

If  AIG  helps  protecr  \  ou  against  risk  better  than  others,  it  s  because  we  understand  moe 
kinds  ot  risk.  Threats  to  a  health\-  bottom  Hne  can  come  trom  man\-  directions.  The  ke\'  to  glotil 
risk  management  is  a  partner  that  sees  be\  ond  the  ob\  ious. 

What  AIG  oHers  is  expertise  not  onK-  in  insurance,  but  in  managing  total  marketplace  rist, 
garnered  during  our  /  5  \  ears  ot  international  operation. 

W  ith  oHices  in  approximatel\'  150  countries  and  jurisdictions  throughout  the  world,  A  j 


UTILE  COMMODITY  MARKETS  AND  SHAREHOLDER  LAWSUITS. 


s  an  unmatched  knowledge  of  local  conditions  and  regulations. 

In  fact,  AIG  is  the  only  worldwide  insurance  and  financial  organization  with  a  broad  range 
customized  services  to  manage  all  your  business  risks  and  preserve  shareholder 
lue.  And  we've  got  the  top  financial  ratings  to  back  us  up.  So  we'll  be  there  when  you 
ed  us.  And  possibly  keep  your  business  afloat.         ^qRLD  LEADERS  IN  INSURANCE  AND  FINANCIAL  SERVICES 
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Economic  Trends 


BY  GENE  KORETZ 

THE  DOWNSIDE 
OF  SUPPLY  SIDE 

Investment  has  outpaced  demand 

A mantra  of  tax  reformers  these  days 
is  the  need  to  stimulate  greater 
U.  S.  investment  and  savings.  At  least 
one  economist  who  agrees  that  this  pre- 
scription should  enhance  the  nation's 
long-term  economic  health,  however,  is 
deeply  concerned  about  its  possible 
near-term  imphcations. 

"Wliat  eveiyone  seems  to  be  ignor- 
ing," says  James  W.  Paulsen  of  In- 
vestors Management  Group  Ltd.  in  Des 
Moines,  "is  how  much  the  expansion  of 
the  1990s  has  been  driven  by  invest- 
ment and  supply-side  spending." 

Since  1989,  Paulsen  calculates  that 
business  capital  spending,  particularly 
on  computers,  has  accounted  for  moi'e 
than  35%  of  the  rise  in  real  gross  do- 
mestic product.  That's  almost  three 
times  the  postwar  cyclical  average.  As  a 
result,  nonresidential  fixed  investment 

HOW  INVESTMENT  HAS 
DRIVEN  AMERICA'S  ECONOMY 
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■  INVESTMENT-RELATED  OUTLAYS*  AS 
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comprises  a  record  14%  of  national  out- 
put—^0%  more  than  in  prior  decades. 

Further,  even  household  outlays  have 
been  disproportionately  driven  by  "in- 
vestment" rather  than  consumption 
spending.  So  far  in  the  UiDOs,  estimates 
Paulsen,  nearly  a  third  of  household  ex- 
penditures have  been  for  investment 
items  such  as  housing  and  durable  goods 
(which  provide  yeai"s  of  sei^vice  and  thus 
borrow  ft-om  future  consumption).  By 
contrast,  the  average  investment  share 
of  household  spending  in  the  1970s  and 
1980s  was  only  21%.  (chart). 

All  of  this  suggests  that  the  lopsided 
supply-side-led  expansion  of  the  1990s  is 
headed  for  rough  going.  Demand  al- 
ready seems  to  be  slowing  for  housing, 
cars,  and  appliances.  And  business  cap- 
ital spending,  which  has  sparked  the 


fastest  capacity  growth  in  decades,  is 
Ukely  to  slow  sharply  as  the  factory  op- 
erating rate— down  three  percentage 
points  in  the  past  year — keeps  falling. 

In  sum,  says  Paulsen,  "the  economy's 
fundamental  need  at  this  stage  of  the 
expansion  is  for  consumption  demand 
to  catch  up  to  supply."  Yet  the  omens 
point  in  the  opposite  direction.  Govern- 
ment spending  is  contracting.  Job  inse- 
curity and  scant  wage  growth  have 
made  households  tightfisted.  Baby 
boomers,  now  entering  their  50s,  are 
worrying  about  retirement.  And  gov- 
ernment policy  and  tax  reform  seem 
aimed  at  enhancing  saving  even  more. 

"Everyone  favors  more  investment," 
says  Paulsen.  "But  my  fear  is  that  we 
may  soon  be  asking  ourselves  whether 
saving  and  investment  can  sometimes 
be  too  much  of  a  good  thing." 


LAISSEZ-FAIRE'S 
GLOBAL  RATINGS 

Free  economies  lift  incomes 

What's  the  world's  freest  economy? 
No,  it's  not  the  U.  S.  According 
to  a  new  index,  Hong  Kong  leads  in 
protection  of  private  property,  freedom 
of  exchange,  and  individual  control  over 
business  and  economic  decisions. 

The  index,  pubhshed  by  WasMngton's 
libertarian  Cato  Institute  and  10  over- 
seas think  tanks,  measiu'es  fi'eedom  on  a 
scale  from  1  to  10  in  102  countries.  Its 
criteria  range  from  economic  variables 
such  as  inflation  stability,  top  marginal 
tax  rates,  and  government  spending's 
share  of  national  output,  to  such  social 
indicators  as  legal  faii-ness  and  the  free- 
dom to  open  a  foreign  bank  account. 

Not  surprisingly,  economic  freedom 
correlates  with  income:  The  14  top  coim- 
tries,  with  scores 


of  9.1  to  6.7,  had 
average  per-capi- 
ta  GDP  of  $14,280 
in  1994,  vs.  $1,650 
for  the  27  lowest 
with  scores  under 
4.2.  Most  of  the 
bottom-ranked 
nations  suffered 
falling  per-capita 
incomes  from 
1980  through 
1994.  By  contrast, 
developing  coun- 
tries with  rising 
economic  fi'eedom, 
such  as  Malaysia, 
Iceland,  Jamaica, 
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and  Chile,  saw  strong  income  gains.! 

Not  everyone  agrees  vnth  these  rank-! 
ings,  of  course.  Some  might  question 
the  high  ratings  of  countries  such  as 
Singapore  where  some  sorts  of  "free-: 
dom"  seem  constrained.  And  many  won- 
der about  Hong  Kong  once  it  reverts  to 
Chinese  control  in  1997.  As  for  the 
U.  S.,  its  rating  should  rise,  the  report 
says,  if  Washington  follows  up  on  plans! 
to  cut  taxes  and  government  spending.,.' 
By  Mike  McNaniee  in  Washingto'd 


GLOOM  JUST 
SHORT  OF  DOOM 

No  recession,  but  zero  growth? 

If  economist  Joseph  G.  Cai-son  of  Dean 
Witter  Reynolds  Inc.  is  right,  fears  ol 
a  U.  S.  recession  may  climb  in  coming 
months.  While  minimizing  the  risk  of  a 
full-blown  downturn,  he  thinks  fouilh- 
quaiter  gi'owth  will  be  reported  as  close 
to  zero  or  even  negative. 

Signs  pointing  to  a  stagnant  quarter, 
says  Cai'son,  include  disappointing  earn- 
ings reports  from  a  wide  group  of  in- 
dustries, a  recent  slowdown  in  personal- 
income-tax  collections,  and  dismal 
Christmas  retail  sales.  He  also  figures 
the  strike  at  Boeing  Co.  and  the  federal 
government  shutdowns  subtracted  at 
least  a  percentage  point  from  growth. 


DON'T  CHEER  YET, 
STATE  TAXPAYERS 

A  downturn  could  spark  tax  hikes 


The  prevailing  political  wisdom  isi 
that  a  supply-side  philosophy  favor-, 
ing  limited  spending  and  low  tax  rates 
has  taken  hold  in  state  legislatures 
across  the  U.  S.  But  economist  Steven 
D.  Gold  of  the  Center  for  the  Study  oi' 
the  States  in  Albany,  N.  Y.,  is  skeptical. 

Gold  concedes  that  30  states  cut  tax- 
es in  1995  and  only  seven  raised  them. 
But  he  notes  that  states  usually  raise; 
taxes  during  fiscal  crises  caused  by  re- 
cessions and  then  cut  them  as  cyclical! 
expansions  replenish  then*  reserve  funds.' 
Significantly,  the  1995  tax  cuts  were 
modest — amounting  to  only  1%  of  total; 
tax  revenues,  while  the  1991  hikes!, 
equaled  4.8%-  of  annual  revenues. 

The  real  test  of  whether  states'  tax' 
policy  has  changed,  says  Gold,  will  be* 
their  ability  to  avoid  tax  increases  when, 
the  next  recession  depresses  revenues 
and  boosts  social  spending. 
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{  The  tiet  ision-niaking  process  } 


The  IBM  PC  300  with  Pentium'  proeessor 
starting  at  *1,366.  (With  color  monitor,  *l,675. 
Now  readily  available,  the  loaded  IBM  PC 
300  just  plain  comes  vvitli  a  lot  more  stull 
for  the  price  —  and  a  surprisingly  low 
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VISIBLE  THROUGH  THE  MURK: 
SLOWER  GROWTH 


US.  ECONOMY 


AUTO  SALES  REVVED 
UPATYEAREND 


It  has  been  a  tough  winter 
for  economists  and  anyone 
else  who  needs  the  best  possible  data  to  make  decisions 
on  investments,  business,  and — especially — policy.  The 
21-day  government  shutdown  has  prevented  the  re- 
lease of  any  official  data  since  Dec.  18  and  has  lasted 
long  enough  to  thi'eaten  the  reKability  of  future  reports. 

Then,  just  as  the  government's  number  factories 
were  ready  to  get  back  in  business,  along  came  the 
Blizzard  of  '96.  On  Jan.  6,  President  Clinton  signed  a 
continuing  resolution  running  through  Jan.  26  that  par- 
tially funds  the  data-gathering  process.  But  the  se- 
vere weather,  which  has  extended  the  shutdown,  fur- 
ther delays  data-collection  efforts  and  promises  to 
distort  the  January  numbers  even  more. 

This  dearth  of  good  data  comes  at  an  especially  crit- 
ical juncture.  The  available  information  clearly  shows 
that  the  economy  is  slowing.  But  by  how  much?  The 
answer  is  crucial  to  the  Federal  Reserve's  policy  com- 
mittee, which  must  sit  down  on  Jan.  30-31 — vdthout  a 
reliable  picture  of  the  economy — to  decide  whether 
interest  rates  should  come  down  another  notch. 

What  we  do  know  is  that 
consumer  spending,  though  far 
from  robust,  is  faring  better 
than  the  dour  reports  from  re- 
tailers would  suggest.  One 
reason:  December  car  sales 
were  strong,  but  as  with  many 
other  retailers,  auto  show- 
rooms had  to  cut  prices  to 
make  deals  (chart). 

We  also  know  ft-om  Fedei'al 
Reserve  data,  which  have 
been  less  affected  by  the  shutdown,  that  loan  growth  is 
slowing,  a  sign  that  the  overall  economy  is  cooling  off. 
And  despite  low  mortgage  rates,  new-home  demand  has 
slackened.  On  the  whole,  the  economy's  pace  slowed  in 
the  fourth  quarter — perhaps  sharply.  That  slowdown, 
driven  by  a  sluggish  industrial  sector,  will  continue 
into  the  first  quarter. 

THE  MOST  IMPORTANT  thing  we  don't  know  is  the 
state  of  the  labor  markets — so  central  to  any  judgments 
on  consumer  spending  and  industrial  output.  At  the  last 
available  count,  back  in  early  December,  initial  jobless 
claims,  a  key  leading  indicator  that  economists  rely  on 
heavily,  were  rising.  December  pa^yroU  data,  originally 
due  on  Jan.  6,  have  been  postponed  indefinitely. 
With  the  government  back  in  business,  the  delayed 
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data  for  November  and  December  will  be  released 
mostly  by  the  end  of  January.  But  by  then,  they  will  be 
ancient  history. 

The  new  problem  is  the  reliability  of  many  of  the 
January  numbers — and  not  so  much  because  of  the 
blizzard.  The  government  shutdown  has  made  the  col- 
lection of  accurate  January  data  nearly  impossible. 
Many  senior  staffers  at  the  Labor  Dept.  and  Com- 
merce Dept.  are  concenied  that  relying  on  surveys  of 
conditions  that  existed  weeks  earlier  will  compromise 
the  integrity  of  the  resulting  information. 

All  this  is  more  than  just  an  annoyance  for  econo- 
mists. Policymakers  are  giiping,  too.  Fed  Vice-Chairman 
Alan  S.  Blinder  says  the  data  ch'ought  is  starting  to  be- 
come a  "serious  hardship,"  and  monetary  policy  will  be- 
come more  of  a  problem  the  longer  it  lasts.  Other  Fed 
officials  have  concurred  but  say  they  will  just  have  to 
make  do. 

POLICY  DECISIONS  are  crucial  right  now  because 
the  economy's  risks  appear  to  be  increasingly  on  the 
downside.  Most  notably,  loans  at  commercial  banks, 
while  still  gi'owing  at  a  healthy  clip,  are  nevertheless 
slowing  down.  After  peaking  at  an  annual  pace  of 
12.2%  in  mid-1995,  loan  gi'owth  had  declined  to  9.3% 
by  the  end  of  December  (chart).  All  categories  of 
loans,  from  personal  to  commercial  and  industrial, 
have  slackened,  especially  real  estate  debt. 

Somewhat  anomalously,  per- 
sonal loans  showed  strong- 
gains  in  the  final  two  weeks  of 
the  year,  despite  the  disas- 
trous reports  from  retailers. 
That  could  mean  consumers 
were  taking  advantage  of  re- 
tailers' cutthroat  discounts, 
which  indicates  the  inflation- 
adjusted  sales  data  will  look 
considerably  firmer  than  the 
retailers'  dollar  totals. 

The  surge  could  also  mean,  however,  that  house- 
holds are  more  strapped  financially  and  are  thus  paying 
off  loans  more  slowly.  Late  payments  on  bank  credit- 
card  accounts  rose  to  3.3%  in  the  thii-d  quarter  of  1995, 
the  second-highest  rate  in  10  years,  according  to  the 
American  Bankers  Assn. 

The  explanation  probably  has  more  to  do  with  the 
discounts  than  with  poor  finances.  After  all,  consumers 
were  not  shy  about  buying  cars  in  December:  Sales  of 
both  domestic  and  imported  cars  and  light  trucks  hit  an 
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annual  rate  of  16  million  for  the  month,  the  yeai-'s  best 
showing.  Tinck  sales  posted  an  especially  large  gain. 
That  showing  lifted  sales  for  last  quarter  above  the 
third-quarter  pace,  suggesting  that  car  sales  were  a 
plus  for  consumer  spending. 

Last  month's  sales  pace  won't  last,  though.  Dealers 
had  to  offer  big  incentives  to  lure  buyers.  The  give- 
aways averaged  $3,000  per  vehicle,  according  to  CNW 
Marketing  Research.  Still,  the  strong  response  is  a 
sign  that  consumers  are  willing  and  able  to  act  on  a 
good  buy.  While  shoppers  may  be  buying  fewer  coats 
and  scai-ves,  they  ai-e  certainly  plunking  down  plenty  of 
cash  for  cars  and  computers. 

HOME  BUYING  is  also  holding  up  well,  although  fourth- 
quarter  activity  appears  to  have  slowed  somewhat. 
For  now,  data  on  new-home  sales  go  only  through  Oc- 
tober. But  the  December  builders'  survey,  taken  by 
the  National  Association  of  Home  Builders,  is  highly 
correlated  with  the  government's  numbers  and  shows  a 
cooler  level  of  activity  at  yearend. 

The  survey  suggests  that  the  quarter's  new-home 
sales  will  average  well  below  their  third-quarter  level  of 
724,000.  And  because  of  the  weather,  January  sales 
figures  are  likely  to  be  a  disaster. 

Another  upshot  of  the  bitter  weather  since  December 
has  been  the  mnup  in  energy  prices.  High  demand  on 
utilities  has  increased  both  natural-gas  and  oil  con- 
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THE  COLD  HEATS  UP 
OIL  PRICES 


sumption,  opening  the  way  for  a  13.6%  rise  in  crude-oil 
prices  since  the  end  of  November. 

The  spot  price  for  West  Texas  Intermediate  oil,  for 
example,  jumped  from  $17.83  per  barrel  in  the  week  oi 
Nov.  24  to  more  than  $20  in  early  January  (chart). 
Prices  are  at  an  eight-month  high,  which  is  one  reason 
for  the  recent  advance  in  overall  commodity  prices. 

Moreover,  the  price  impact 
could  carry  over  into  the 
spring.  Refineries  are  concen- 
trating on  producing  heating 
oil  at  the  expense  of  their  gas- 
oline output.  With  gasoline  in- 
ventories already  low,  drivers 
could  be  paying  higher  prices 
at  the  pump  when  the  weath- 
er warms.  For  now,  though, 
the  increase  is  unlikely  to 
raise  fears  about  inflation,  es- 
pecially in  the  key  core  rate,  which  excludes  food  and- 
energy  prices. 

From  all  available  signs,  the  economy  appears  in  no 
danger  of  recession,  and  the  outlook  for  low  inflation 
and  interest  rates  remains  intact.  That  outlook  should 
be  enhanced  by  an  eventual  budget  deal.  But  until  the 
government  gets  its  data  back  on  track,  everyone  ft'om 
business  planners  to  Fed  governors  will  have  to  make 
the  best  of  flying  tlirough  the  fog. 
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AN  ECONOMY  STRICKEN  BY  STRIKE 
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AS  France  picks  up  the  pieces 
after  a  24-day  strike  by  pub- 
lic-sector workers,  it's  tallying  the 
damage  wi'ought  on  the  economy. 

The  latest  data  from  insee, 
France's  statistical  office,  show 
that  business  confi- 
dence fell  in  December 
(chart),  and  output  and 
orders  likely  dropped 
as  well.  Consumer  con- 
fidence also  slipped, 
and  spending  was 
probably  hurt  as  the 
rail  strike  crippled  the 
distribution  system .  As 
a  result,  insee  calcu- 
lates that  the  strike 
cut  at  least  half  a  percentage 
point  from  growth  in  the  foi^rth- 
quarter  gi*oss  domestic  product. 

The  problem  is  that  France's 
economy  was  weakening  even  be- 
fore the  work  stoppage.  October's 
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industrial  production  fell  1.9%, 
with  factory  output  unchanged. 
And  although  consumer  spending 
rebounded  1.4%  in  November  af- 
ter a  2.1%  drop  in  October,  spend- 
ing so  far  last  quarter  is  running 
below  the  third-quar- 
ter average.  Private 
economists  forecast 
that  real  GDP  was  flat 
or  slightly  down  last 
quarter,  after  a  rise  of 
just  0.8%,  at  an  annu- 
al rate,  in  the  third. 

The  outlook  for  ear- 
ly 1996  does  not  carry 
much  hope,  insee's 
survey  of  business  ex- 
pectations suggests  that  real  GDP 
will  grow  by  1.5%  in  the  first  half. 
The  survey  projects  further  de- 
clines in  output  and  increases  in 
unemployment,  perhaps  lifting  the 
jobless  rate  from  its  11.5%  rate  in 


October  to  12.1%  by  the  summer. 

A  weak  first  half  makes  it  high- 
ly unlikely  that  the  economy  will 
reach  the  growth  target  of  2.8% 
set  by  the  government  of  Prime 
Minister  Alain  Juppe.  That  m_eans 
the  government  will  not  be  able  to 
reduce  its  deficit  to  4%  of  GDP  this 
year.  The  deficit  must  slip  to  3% 
of  GDP  by  1997  if  France  is  to  join 
the  European  Monetary  Union  set 
for  1999. 

These  recent  data,  however, 
make  interest-rate  cuts  by  the 
Bank  of  France  a  near-certainty. 
In  deference  to  the  death  of  for- 
mer President  Francois  Mitter- 
rand, the  central  bank  has  de- 
layed unveiling  its  1996  policy 
targets  until  Jan.  18.  But  another 
possible  strike  at  the  end  of  the 
month  will  undermine  any  effort 
to  hft  the  economy.  So,  the  bof 
had  better  pray  for  labor  peace. 
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Now  faxing,  e-mailing,  scheduling,  writing 
and  typing  from  anywhere  is  a  piece  of  cake. 


Touch  the  "link"  icon  next  to  an  apl^omiment  and  up  cames  full  informatum  about  the  contact. 
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W  With  Pagitig  Access,  you  can  send  messages 
to  alphanumeric  pagers.  And  all  that  extra 


nieuiory  can  he  used  to  store  more  software  or  to  hack- 
up  your  data  for  added  security.  For  more  info,  call 
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News:  Analysis  &  Commentary 


Superstores  are 
spreading.  That 
has  traditional 
car  dealers  and 
Detroit  quaking 

Cynthia  Chance  bought  a  used  cai' 
last  year,  and  (sui'prise  of  sur- 
prises) she's  happy  about  the 
whole  experience.  The  29-year-old 
Georgetown  University  graduate  stu- 
dent and  her  husband  snapped  up  a 
1992  Honda  Accord  at  a  CarMax  used- 
car  superstore  in  Richmond,  Va.  She 
doesn't  even  mind  that  they  probably 
paid  $500  more  than  if  she  had  com- 
parison-shopped and  haggled  elsewhere. 
She  prefers  the  aiTay  of  choices  and 
pressure-free  approach  of  the  auto  in- 
dustry's first  categoiy-killer.  The  process 
only  took  two  hoiu's  and,  she  marvels, 
"the  whole  time  we  were  treated 
like  human  beings  who  were  able 
to   decide  what 
we  liked." 

Consumers 
such  as  Chance 
are  scai'ing  the 
daylights  out 
of  traditional 
car  dealers,  to 
say  nothing  of  cm. 
Ford,  Chrysler,  and  big 
foreign  cannakers.  Car- 
Max,  a  division  of  Cu'- 
cuit  City  Stores  Inc., 
on  Jan.  5  announced 
plans  to  go  national, 
adding  seven  locations  by  early  1997  to 
its  current  four  superstores  in  the 
Southeast.  Circuit  City  analysts  predict 
the  chain  will  open  50  dealei-ships  by 
2000. 

BIG  STAKES.  Other  nascent  used-car 
chains  aren't  fai-  behind.  A  gi'oup  of  ex- 
ecutives, led  \>y  H.  Wayne  Huizenga, 
Blockbuster  Enti  rtainment  Corp.'s  for- 
mer chairman,  aini  Toyota  distributor 
Jim  Moran,  are  launching  AutoNation 
USA,  another  used-car  eb.ain  promising  to 
treat  customers  like  royalty.  They  plan 
to  start  by  opening  three  outlets  in 
south  Florida  this  year.  More  competi- 
tion is  widely  expected,  with  huge  re- 
tailers such  as  Wal-Mart  Stoi-es  Inc.  of- 
ten mentioned  as  potential  players. 

At  stake  is  the  $275  billion  retail  miu-- 
ket  for  used  cars.  So  far,  the  upstarts' 
toehold  is  small:  Analysts  estimate  that 
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SECONDHAND  ROWS:  Inventories  at 
Car  Max  lots  range  up  to  1,000  cars 

CarMax's  1995  sales  totaled  $288  mil- 
lion. But  the  tidal  wave  of  change  that 
the  chains  promise  could  eventually  re- 
shape the  $295  billion  new-car  business, 
as  well.  Says  Martin  L.  Swig,  who  re- 
cently shut  down  15  of  his  17  San  Fran- 
cisco car  dealerships,  building  a  shoj)- 
ping  center  on  the  site:  "It's  not  too 
different  from  what  happened  to  the 
family  farm  or  the  small  local  pharmacy." 

Other  dealers  may  see  the  handwrit- 
ing on  the  wall  soon  as  well.  The  Na- 
tional Automobile  Dealers  Assn.  esti- 
mates that  the  average  dealer  makes 
just  5%  of  total  profits  from  selling  new 
cars.  CarMax  et  al.  are  targeting  the 
real  profit  centers:  used  cars,  which  ac- 
count for  about  half  the  average 
dealer's  earnings,  as  well  as 
service   and  financing. 
Traditional  deal-  ^^wi 

n  < 

^^^^ 

ATLANTA 


thousands  of  independent  dealers  do 
now.  But  carmakers  ignore  the  super- 
stores at  their  peril.  Says  Circuit  City 
Chief  Executive  Richard  L.  Shai-p:  "We 
think  we're  going  to  be  the  leader  in 
this  business,  just  as  we  are  in  our  core 
consumer  electronics  business." 

So  far,  only  Chrysler  Corp.  has 
thrown  in  its  lot  with  CarMax,  and 
then  only  in  a  small  way.  On  Dec.  12, 
Chrysler  sent  shock  waves  thi'ough 
the  dealer  network,  especially 
its  own,  by  agreeing  to  sell 
CarMax  a  Chrysler  new- 
car  franchise  near  At- 
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/    them  to  dra- 
-    matically  im- 
prove their  ser- 
vice. If  the  new 
chains  succeed, 
f    they  will  squeeze 
'i    large  numbers  of 
/    new-  and  used-car 
dealers  alike  out  of 
business. 
This  seismic  shift 
I  ^^^11     puts  giant  auto  manu- 
facturers  in  a 
^flp  uuoERDALE   quandary:  Doing 
^^^F  business  with 

MIAMI  i^j^g  used-car  chains  wiU 
undercut,  and  infuriate,  the 
dealer  networks  they  depend  on 
to  distribute  new  cars.  The  compa- 
nies can  ill-afford  such  turmoil,  espe- 
cially at  a  time  when  car  sales  are  stag- 
nating and  margins  are  stressed.  The 
growing  pressures  on  Detroit  were  un- 
derscored on  Jan.  9  when  Ford  put  $600 
rebates  and  low-cost  financing  on  most 
of  its  models. 

The  car  companies  also  have  to  be 
concerned  that  a  few  huge  retailers  will 
come  to  dominate  distribution,  wielding 
;  far  more  clout  with  manufacturers  than 


CARMAX  EXISTING  DEALERSHIPS 


CARMAX  PLANNED  DEALERSHIPS 


AUTONATION  USA  PLANNED  DEALERSHIPS 


lanta.  Chrysler  simply  wants  to  leam 
about  CarMax's  approach,  says  Chrysler 
President  Robert  A.  Lutz,  "because  we 
are  convinced  that  automotive  retailing 
is  going  to  change  radically."  He  knows 
Chrysler  dealers  are  steamed,  but  adds: 
"They  don't  see  the  thi-eat  on  the  hori- 
zon the  way  we  do." 
MANY  CHOICES.  Crosstown  rival  car 
companies  say  they  don't  plan  similar 
deals,  at  least  for  now.  But,  says.  Ford 
Chairman  Alexander  J.  Tr-otman,  "quite 
probably,  there  will  be  changes  in  the 
future  in  the  total  way  we  do  things. 
We're  keeping  our  options  open."  Even 
if  the  Big  Three  don't  cut  extensive 
deals  vdth  the  megachains,  theii-  Japan- 
ese rivals  could. 

Some  dealers  worry  that  the  car- 
makers may  end  up  worldng  hand-in- 
hand  with  the  megachains — to  tradi- 
tional dealei-s'  detriment.  The  Big  Three 
have  wanted  for  years  to  weed  out 
weak  dealerships.  Plus,  the  manufactur- 
ers' push  into  leasing  cars  has  rushed  a 
flood  of  low-mileage,  late-model  used 
cars  back  on  the  market.  Those  models, 
now  auctioned  off  to  traditional  deal- 
ers, are  the  very  kinds  of  models  the 
megachains  focus  on  selling.  If  the 


chains  succeed  in  creating  an  efficient 
national  market  for  used  cars,  they 
could  provide  a  way  to  smoothly  channel 
such  cars  back  into  the  market. 

CarMax's  focus  is  on  selling  top-of-the- 
line  used  cars  to  consumers  who  shudder 
at  the  thought  of  buying  them  from 
a  plaid-sport- 
coated  huck- 
ster. Modeled  on 
Circuit  City's  con- 
sumer electronics 
stores,  it  boasts 
friendly,  low-key 
sales  help  who  lead 
customers  to  computer 
kiosks.  There,  touch-screen 
computers  guide  customers 
through  the  vast  inventory  of  as 
many  as  1,000  cars  and  trucks. 
Consumers  can  choose  a  handful 
and  print  out  photos,  prices,  fea- 
tiu'es,  and  locations  on  the  store's  lot. 
While  a  customer  is  out  test-driving  a 
few  models,  CarMax's  computer  runs  a 
credit  check  and  its  technicians  inspect 
the  customer's  old  car  and  prepare  a  writ- 
ten price  offer.  The  entire  process  often 
takes  less  than  an  hour. 
REVOLUTION?  Despite  the  Chrysler 
deal,  CarMax  executives  insist  that,  for 
now  at  least,  their  primary  focus  re- 
mains used  cars.  One  measure  of  how 
woiTied  many  dealers  are  by  even  that 
encroachment  in  their  business:  They've 
never  talked  faster  than  they  do  now 
in  explaining  why  CarMax  and  other 
newcomers  are  no  real  threat — at  least 
not  to  their  own  business.  They're 
quick  to  point  out  that  they  can  un- 
dercut Cai'Max's  no-dicker  prices,  which 
they  claim  are  $200  to  $500  higher  than 
theirs.  And  they  note  that  CarMax's 
massive  inventories  will  be  a  liability 
when  used-car  prices  erode  in  the  next 
recession. 

Sharp  counters  that  CarMax  has 
hii-ed  experienced  managers  who  have 
gone  through  past  auto  slimips.  He  also 
says  CarMax's  gi'oss  margins  beat  the 
industry  average  of  about  4%  and  de- 
nies that  it  charges  premium  prices. 

What's  indisputable  is  that  auto  re- 
tailing is  ripe  for  a  revolution.  Coimtless 
studies  have  found  that  consumers,  as 
Chrysler  Chairman  Robert  J.  Eaton 
puts  it,  "would  rather  have  a  root  canal" 
than  go  to  a  showToom  to  buy  a  new 
car.  And  if  more  car  buyers  leam  to 
love  the  chains'  low-key,  no-haggle  ap- 
proach as  much  as  Cynthia  Chance  did, 
the  car  companies  may  have  little  choice 
but  to  go  along  for  the  ride. 

By  Kathleen  Kerwin.  tvith  Tlmne  Pe- 
terson, Keith  Naughtmi,  a^id  Bill  Vlasic, 
in  Detroit,  and  Gail  DeGeorge  in  Miami 
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News:  Analysis  &  Commentary 


THE  BUDGET 


THE  O.J.  TRIAL 
DIDN'T  LAST  THIS  LONG 

Despite  progress,  budget  negotiators  just  can't  cut  a  deal 


President  Clinton  and  congressional 
Republican  leaders  keep  edging 
closer  to  a  balanced-budget  accord. 
But  like  squabbling  CEOs  battling  over 
details  of  a  megamerger,  the  two  sides 
just  can't  seem  to  bring  themselves  to 
cut  a  deal.  The  latest  hitch  came  on 
Jan.  9,  when  negotiators  suspended  talks 
for  at  least  a  week.  The  news  jarred 
financial  markets,  leaving  traders  won- 
dering anew  whether  Chnton  and  the 
GOP  really  intend  to  forge  a  compromise 
or  stall  until  after  Election  Day. 

A  deal  to  balance  the  budget  by  2002 
shouldn't  be  hard  to  strike,  say  budget 
experts.  On  many  key  spending  issues, 
the  money  differences  are  too  small  for 
Clinton  or  the  Republicans  to  claim 
they're  standing  firm  on  poUcy  princi- 
ples (chart).  The  jjroblem  lies  elsewhere. 
"It's  short-teiTii  politics,"  laments  Martha 
Phillips,  executive  director  of  the  Con- 
cord Coalition,  a  (icFicit -reduction  advoca- 
cy group. 

"UNSrm.lNG."  Wall  Street  traders,  who 
had  been  bidding  up  stock  and  bond 
prices  in  anticipation  of  a  l»r-eakthrough, 
are  hedging  their  bets.  Yields  on  30- 
yeai-  Treasury  bonds  soared  from  5.95% 
on  Jan.  3  to  6.19%  on  Jan.  10.  The  stock 
market,  meanwhile,  dropped  97  points 
the  day  after  the  two  sides  suspended 
their  talks.  "If  there's  more  disappoint- 
ment, bond  yields  will  rise  further," 


I  MEDICARE  CUTS 


wams  Philip  Braverman,  chief  econo- 
mist for  DKB  Securities  Corp. 

That  could  quickly  weaken  the  overall 
economy.  "It's  an  imsettling  factor,"  says 
G.  Richard  Wagoner  Jr.,  president  of 
General  Motors  Corjj.'s  North  American 
operations,  who  worries  that  if  the  bud- 
get stalemate  drags  on,  interest  rates 
will  creep  up,  hurting  car  sales.  If  the 
negotiations  fall 
through,  wams  Chi- 
cago Mercantile  Ex- 
change Chairman 
John  E  Sanclner,  "I'd 
expect  real  tiumoil." 

One  thing  seems 
certain:  Arguing 
over  the  budget  will 
continue  at  least  un- 
tO  Jan.  26,  when  an- 
other temporary 
spending  bill  expires 
and  the  government 
is  set  to  shut  down 
for  the  third  time 
since  November. 
Then,  Washington 
will  go  back  into  cri- 
sis mode,  and  talks 
will  again  heat  up. 

For  now,  though, 
Chnton  and  cop 
leaders  are  getting 
out  of  town.  Clinton 


THE  PAUSE  THAT  REFRESHES:  Talkt 
are  on  hold  for  at  least  a  week 


WORLDS  APART? 

The  gap  between  the  seven-year 
proposals  is  narrowing,  but  remains 
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plans  to  visit  U.  S.  troops  in  Bosnia.  Sen-li 
ate  Majority  Leader  Bob  Dole  {R-Kan.)l: 
wants  to  campaign  in  Iowa  and  Newi 
Hampshire  for  the  gop  Presidential  nom-i 
ination.  And  House  Speaker  Newt  Ging-ii 
rich  (R-Ga.)  is  off  on  a  fund-raising  tour.) 
The  hiatus  also  lets  both  sides  lobby  par-ji 
ty  dissidents  who  are  balking  at  thef 
prospect  of  any  agreement. 

Sources  close  to  the  talks  say  all' 
three  principals  are  itching  for  a  dealj 
and  are  agonizingly  close  on  manyt 
points.  For  instance,  in  the  high-profileii 
confrontation  over  Medicare  savings,, 
Clinton  and  the  Repubhcans  are  separ- 
ated by  $66  billion  over  seven  years  for, 
a  program  estimated  to  cost  nearly  $350i 
billion  in  2002. 
DOG  DAYS.  Clinton 
and   Gingrich  still 
have  a  big  job  con- 
vincing reluctant) 
House  members, 
though.  The  sticking 
point:  finding  a  mid-j 
die  ground  on  taxi 
cuts.  There  are  signs 
that  some  gop  law- 
makers may  soften 
their    tax-cut  de- 
mands. "Even  most 
freshmen  would 
agree  to  use  savings 
to  balance  the  bud- 
get sooner  and  come 
back  to  tax  cuts  lat- 
er," says  hard-Une 
Representative  Nick 
Smith  (R-Mich.).  But 
others   are   in  no 
mood  to  back  dovra. 
Clinton's  problem 
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is  finding  a  way  to  persuade  House 
Democrats  to  accept  a  budget  agi-eement 
that  most  believe  cuts  too  deeply  into 
Medicai-e,  Medicaid,  and  other  social  pro- 
grams. About  60  Democratic  votes  ai-e 
up  for  gi-abs  on  the  budget,  and  White 
House  officials  say  they  will  not  embrace 
any  agreement  without  the  support  of 
most  of  that  bloc.  "It's  a  dehcate  bal- 
ance," says  one  Administration  official. 
"We're  nmning  for  the  middle,  but  we 
can't  lose  our  base." 

Increasingly,  the  key  for  both  sides 


hes  with  a  gi'oup  of  consen^ative  Demo- 
crats knowTi  as  the  "blue  dogs."  Ging- 
rich vows  to  cobble  together  a  package 
with  a  veto-proof  House  majority  that 
includes  these  Dems.  Such  an  alliance 
seems  far-fetched,  in  part  because  the 
blue  dogs  oppose  any  ta.\  cuts  this  year. 
But  as  both  sides  court  the  Democratic 
conservatives,  they  may  yet  stumble 
onto  an  acceptable  compromise. 

Budget  insiders  agi-ee  on  what  a  final 
deal  will  look  like — roughly  $100  billion 
in  tax  cuts,  $150  billion  in  Medicai'e  sav- 


ings, and  ,$60  billion  in  Medicaid.  Clinton, 
Gingiich,  and  Dole  are  hoping  that  pres- 
sure fi'om  the  markets  and  the  public 
will  push  recalcitrant  lawmakers  into 
such  a  compromise.  "They  need  to  close 
the  deal,"  says  Allied  Signal  CEO 
LawTence  A.  Bossidy.  "The  people  are 
tired  of  excuses  and  fingerpointing."  But 
for  now,  political  one-upmanship  appeai-s 
to  be  far  more  seductive. 

By  Howard  Gleckman,  ivith  Amy 
Barrett  and  Susan  B.  Garland,  in 
Washington,  with  bureau  reports 


COMIVIENTARY 

By  Mike  McNamee 

IMPEACH  BOB  RUBIN?  FOR  WHAT?  SMARTS? 


In  mid-February,  the  Treasury 
Dept.  will  again  bump  up  against 
the  $4.9  trillion  national  debt  ceil- 
ing. With  budget -balancing  talks  in 
limbo,  Capitol  Hill  Republicans  are 
eager  for  a  new  chance  to  squeeze 
President  Clinton  by  denying  him 
the  power  to  borrow  money  to  iim 
the  govenmnent.  GOP  leaders  vow- 
that  they  won't  raise  the  limit  until 
Clinton  accepts  a  plan  to  balance  the 
budget  by  2002.  They  hope  that  Clin- 
ton will  cave  in  to  them  rather  than 
allow  the  U.  S.  to  default  on  $245  bil- 
lion in  interest  payments  on  Ti'ea- 
sury  securities. 

They  might  as  well  forget  it.  The 
Treasury  Dept.  has  defused  the  "de- 
fault bomb,"  using  tools  Congress  it- 
self provided  in  Treasury's  statutory 
authority.  The  only  question  now  is 
whether  the  GOP  is  going  to  keep 
playing  chicken  with  the  nation's 
creditw^orthiness,  looking  more  fool- 
ish with  every  passing  day,  or  drop 
the  threat.  For  the  good  of  the  coun- 
try— not  to  mention  their  own  politi- 
cal prospects — Republicans  should  let 
Treasury  get  on  with  financing  past 
red  ink  while  negotiators  concentrate 
on  preventing  futui'e  deficits. 
NEW  OPTIONS.  Ti-easury  Secretaiy 
Robert  E.  Rubin  neatly  sidestepped 
the  default  problem  last  November. 
By  shifting  part  of  two  ci\il-serv'ice 
retirement  ftmds  fi'om  one  ledger  to 
another,  he  cleared  the  w^ay  to  bor- 
row $61  biUion  and  stave  off  default. 
Now,  with  another  debt  deadhne 
looming,  Treasury'  lawyers  are  exam- 
ining new  options — and  Rubin's  bag 
of  accounting  tricks  is  still  more  than 
half  full.  The  likely  first  moves:  tap- 
ping some  $10  billion  in  Tt'easuiy's 
foreign-cuiTency  accounts  and  replac- 
ing bonds  held  by  some  civil-service 
retirement  funds  with  assets  owned 


by  Treasury's  Federal  Financing 
Bank  to  free  up  over  $80  billion  for 
new  borrowing. 

Each  step  takes  the  Ti-easury  chief 
into  a  new  area  where  the  legal  au- 
thority for  his  moves  is  mui'kier.  But 
there's  no  doubt  that  Rubin  can  keep 
up  the  creative  bon'ow- 
ing  well  past  the  No- 
vember elections. 

That  infuriates  Re- 
publicans, who  felt 
blindsided  when  the 
close-mouthed  Rubin 
made  his  moves  in  No- 
vember. The  Wall 
Streeter's  financial  ma- 
neuverings  have  done 
more  to  weaken  the 
GOP's  budget  leverage 
than  all  the  posturing 
of  such  political  opera- 
tives as  White  House 
Chief  of  Staff  Leon  E. 
Panetta.  Now\  many 
Repubhcans  say  that 
Rubin's  gambits  in- 
fringe on  Congi-ess' 
constitutional  power  to 
control  the  national 
debt,  and  some  pledge 
to  tiy  to  impeach  him 
if  he  makes  it  through 
Febniary's  squeeze. 
"This  is  not  an  idle 
tlireat,"  w^anis  Repre- 
sentative David  Fun- 
derburk  (R-N.  C). 

Maybe  not,  but  it  is  stupid  as  po- 
litical strategjr.  Ti-easury  bond  prices 
fell  a  full  ¥■(  just  minutes  after  the 
impeachment  thi-eat  was  made  on 
Jan.  4.  How-  would  the  gop  explain  to 
milHons  of  bondholders  that  Con- 
gress was  going  after  Rubin  for  pro- 
tecting their  investments? 

Rubui's  high-wire  act  is  risky.  His 


QUICK  MOVES 
Rubin's  creative 
borrowing  has  defused 
the  GOP's  "default 
bomb,"  and  his  bag  of 
accounting  tricks  is  still 
far  from  empty 


performance  last  year — first  decrying 
the  danger  of  default,  then  dodging  it 
with  appai'ent  ease — created  enor- 
mous ill  will  on  Capitol  Hill.  "Ti-ea- 
smy  is  inventing  its  legal  authority 
to  act  as  it  goes  along,"  fumes  Repre- 
sentative Christopher  Cox  (R-Calif.). 

In  a  Jan.  4  letter,  Rea- 
gan and  Bush  Trea- 
sui'y  chiefs  Donald  T. 
Regan,  James  A.  Bak- 
er III,  and  Nicholas  F. 
Brady  warned  Rubin 
that  bending  boiTow- 
ing  niles  any  fiuther 
would  invite  Congi-ess 
to  clip  Ti'easuiy's 
wings.  But  these  three 
also  had  political  mo- 
tives. They  were 
coaxed  into  the  politi- 
cal fray  by  House 
Ways  &  Means  Com- 
mittee Chaii-man  Bill 
Ai-cher  (R-Tex.)  and 
their  own  memories  of 
Democrats'  debt- 
ceiling  maneuvers. 
"There's  an  element  of 
payback  here,"  says  a 
former  Treasiuy  aide. 

Financial  markets 
had  the  good  sense  to 
discount  the  default 
risk  in  November. 
That  makes  it  unlikely 
that  Wall  Street  will 
deliver  the  pressure  on  Clinton  that 
the  GOP  seeks  for  a  Febmary  show- 
down. If  Repubhcans  want  to  force 
Clinton  to  accept  their  budget  priori- 
ties, they'll  have  to  do  it  with  hard 
political  bargaining.  A  debt  crisis 
won't  do  the  trick. 

McNamee  covers  the  Treasury 
Dept. 
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TECHNOLOGY 


P0ST-WIN95  DEPRESSION 
SETS  IN 

Did  the  tech  boom  bust-or  just  high  expectations? 


Adobe  Systems, 
Symantec,  Motor- 
ola. One  by  one, 
starting  on  Jan.  5,  higli- 
technology  companii 
went  public  with  ui^ 
nerving  news  of  earn- 
ings disappointments. 
Ci'ash!  Jittery  investoi's 
sent  shares  of  Adobe 
Systems  Inc.  down  9'^,< , 
to  38.  Symantec  Corj). 
fell  33%,  to  lOK,  and 
Motorola  Inc.  dropped 
19%,  to  45/s.  Late  on 
Jan.  10,  Apple  Comput- 
er Inc.  said  it  would 
post  a  $68  million  quar- 
terly operating  loss — 
and  its  stock  sank,  too. 
After  18  months  of 
dizzying  performance, 
computer  shares  took  a 
bath,  driving  the  tech-heavy  NASDAQ 
down  33  points,  or  5.9%. 

There  was  an  element  of  deja  vu  in 
all  this.  In  recent  years,  technology  in- 
vestors regularly  have  lost  their  nei^ve 
every  tkree  months,  just  before  their 
companies  issue  quarterly  profits  pro- 
nouncements. This  time,  shareholders 
fretted  about  lower-than-expected  sales 
of  Microsoft  Corp.'s  Windows  95,  about 
a  potential  glut  of  semiconductor  capac- 
ity, and  more  than  anything,  about  a 
slowdown  in  the  booming  personal  com- 
puter l)usiness. 

EASILY  SPOOKED.  Analysts  responded 
to  the  bloodbath  as  they  have  to  previ- 
ous high-tech  con'ections,  coolly  repeat- 
ing that  the  underlying  fundamentals 
fueling  the  tech  boom  are  still  strong. 
Really,  said  s.>me  market  watchers,  the 
problem  was  nne  of  investors'  over- 
heated expectations.  "We  got  too  opti- 
mistic on  the  upside,  and  we're  getting 
too  pessimistic  right  now,"  says  Dan 
Niles,  a  chip  analyst  with  Robertson, 
Stephens  &  Co.  Adding  to  the  sector's 
volatility:  an  unprecedented  number  of 
nontechnical  investors  who  were  easily 
spooked. 

That  explanation,  though,  may  be  too 
facile.  IVue,  it's  premature  to  declare 
the  tech  boom  dead.  But  there  ai'e  signs 
that  this  time,  investors  may  have  real 


WHOOPS! 


The  pell-mell 
rush  to  buy  more  powerful 
hardware  and  compatible 
software  never  quite 
materialized 


reason  to  giit  theii'  teeth.  For  one,  there 
was  Windows  95,  the  new  operating- 
system  software  that  was  supposed  to 
trigger  a  major  buying  cycle  as  cus- 
tomers purchased  more  powerful  PCs 
and  software.  Anticipation  of  such  de- 
mand powered  much  of  last  yeai''s  near- 
ly 50%'  tech-stock  nniup. 

Microsoft  itself  is  I'eaping  rich  i"ewai"ds 
from  Win95,  especially  on  sales  of  the 
software  to  PC  makers  who  package  it 
with  their  machines.  "Our  sales  are 
bi'eaking  every  record  in  the  book,"  says 
Brad  Chase,  general  manager  of  Mici'o- 
soft's  Personal  Systems  Group.  Although 
the  software  giant's  stock  is  down  20% 
from  its  high  of  103  last  summei;  it  is  ex- 
pected to  report  foiuth-quarter  earnings 
of  $540  milHon,  up  46%,  on  Jan.  18. 

But  Win95  hasn't  exactly  delivered 
the  windfall  that  many  other  compa- 


nies and  investors  were  banking  on. 
Take  Symantec.  The  Cupertino  (Calif. )i 
software  company  made  a  fat  bet  on 
Windows  95,  rushing  to  produce  one, 
of  the  fii-st  compatible  progi'ams  on  the' 
■market.  So  far,  though,  its  flagshipf 
product,  a  "housekeeping"  program! 
called  Norton  Utihties  for  Windows  95,1 
has  sold  far  less  than  the  company  ex-f 
pected.  Citing  disappointing  sales  of; 
its  Win95  products,  Symantec  on  Jan.  9(^ 
warned  investors  that  its  earnings:; 
would  fall  13%  short  of  estimates.  ' 
ON  DEAF  EARS.  Worries  about  semicon 
ductor  overcapacity,  though,  still  ap-| 
pear  unfounded.  Swept  up  in  the  tech 
market  hysteria  last  year,  chipmakers. 
did,  indeed,  make  investments  in  ex- 
pensive new  manufacturing  facilities.! 
Now  that  some  PC  makers  are  cancel- 
ing overly  optimistic  orders,  chip  prices 
are  falling.  But  Motorola's  16%  decline 
in  fourth-quarter  earnings  can  be 
blamed  partly  on  a  shortage  of  chip 
production,  not  a  glut.  And  most  chip- 
makers  and  the  analysts  who  watcht 
them  believe  that  the  industry  willl 
grow  by  at  least  the  26%  predicted  by 
the  Semiconductor  Industry  Assn.  for 
1996.  In  1995,  the  industry  posted  gains 
of  40%. 

In  any  case,  what's  bad  for  the  semi- 
conductor industry  could  be  a  boon  to 
PC  makers:  Pr-ice  drops  could 
boost  demand  for  computei-s. 
That's  why  some  analysts  say 
investors  are  missing  the  fine 
points.  "To  take  everyone  down 
because  of  an  abundance  of 
DRAMS  [dynamic  r"andom-access 
memories]  is  a  little  pr-ematur-e," 
says  John  B.  Jones  Jr.,  a  vice- 
pi"esident  at  investment  bank 
Salomon  Br*othei's  Inc.  Terrence 
Quinn,  an  analyst  with  Furman 
Selz  Inc.,  says  concerns  about  over-| 
capacity  and  a  slow  ramp-up  for  Win95 
were  raised  months  ago — but  fell  on 
deaf  ear's.  "A  lot  of  these  issues  were 
raised  last  spi'ing,  but  the  market  just 
sailed  thi'ough  it,"  he  says. 

Will  the  optimists  be  proved  right 
once  mor'e?  Indeed,  tech  stocks  already 
wei'e  edging  up  on  Jan.  10,  and  ana- 
lysts wer'e  predicting  that  the  nasty 
earnings  surprises  may  be  ovei'.  Then 
came  Apple's  latest  bombshell.  Price- 
cutting,  weaker  demand  than  expected, 
and  thinner  gi-oss  mai'gins  all  conspii-ed 
to  beat  down  r"e venues,  the  company; 
said.  A  new  restructming  plan  is  coming 
on  Jan.  17.  And  jittery  high-tech  in- 
vestors just  can't  wait. 

By  Amy  Cortese,  with  Jeffrey  M 
Laderman,  in  New  York.  Robert  D.  Hof 
in  San  Francisco,  and  burea  u  reports 
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STOCK  EXCHANGES 


MODERNIZE  THIS 
OLD-BOY  CLUB?  RUBBISH! 

Resisting  reform,  the  London  exchange  dumps  another  CEO 


The  London  Stock  Exchange  hit  new 
all-time  highs  in  the  first  week  of 
the  new  year,  after  soaring  20%  in 
1995,  but  hardly  anyone  noticed.  Far 
more  interesting  were  the  fireworks 
coming  from  the  exchange's  corner 
office.  On  Jan.  4,  the  exchange  uncere- 
moniously dumped  Chief  Executive  Of- 
ficer Michael  Lawrence.  A  terse  an- 
nouncement said  he  had  "lost  the 
confidence  of  the  board."  He  was  given 
30  minutes  to  vacate  his  office. 

Lawrence  isn't  talking.  But  his 
biggest  sin,  it  turns  out,  was  pushing 
too  hard  to  modernize  a  creaky  trad- 


Faulkner,  managing  director  of  Fidelity 
Capital  Markets  (Europe). 

The  heait  of  the  dilemma  is  that  Lon- 
don rehes  on  the  likes  of  Bzw  Ltd.  and 
NatWest  Markets — the  investment- 
banking  amis  of  Barclays  Bank  plc  and 
National  Westminster  Bank  plc,  re- 
spectively— to  post  buy  and  sell  quotes 
on  an  electronic  bulletin  board.  These 
market-makers,  which  include  a  num- 
ber of  foreigners,  keep  trading  liquid 
by  risking  their  own  capital  on  large 
blocks  of  shai'es.  But  they  can  also  delay 
notifying  the  market  of  trades  for  up  to 
five  days,  meanwhile  having  exclusive 


deal  directly  on  other  EU  exchanges, 
without  having  to  go  through  a  local 
broker.  Now,  even  London's  biggest 
market-makers  are  abandoning  London 
for  the  Continent  whenever  po.s.sible. 

Even  within  London,  competing  ex- 
changes are  popping  up.  One,  called 
Tradepoint  Investment  Exchange,  has 
all  the  electronic  bells  and  whistles  that 
the  larger  exchange  lacks.  Tradepoint's 
volume  has  been  minuscule.  But  it  could 
take  off,  and  members  wonder  why  the 
LSE  didn't  develop  its  own  system  soon- 
er. "Why  did  we  let  private  enterprise 
steal  a  march  on  us?"  huffs  Joseph  Laf- 
ferty,  chief  of  European  equities  for 
NatWest  Markets. 

A  transatlantic  rival  is  also  looming. 
New  York  Stock  Exchange  Chairman 
Richard  A.  Grasso  is  trying  to  liu'e  new- 
ly privatized  companies  in  Europe  to 
list  in  New  York.  London  now  lists  524 
foreign  companies,  far  more  than  the 
NYSE's  234.  But  the  exchange  hopes  to 
double  that  figin-e  by  1998. 


WHAT  AILS  THE  LONDON  EXCHANGE 


INSTABILITY  On  Jan.  4,  the  exchange  fired 
CEO  Michael  Lawrence  after  market-makers 
opposed  his  reforms.  Lawrence's  predeces- 
sor had  been  forced  out  two  years  earlier. 

COMPETITION  Internet  services  and  the 
New  York  Stock  Exchange  are  eating  away  at 
London's  dominance  of  cross-border  trades. 

UNIFIED  EUROPE  A  new  directive  allows 
brokers  to  trade  from  anywhere  in  the  Euro- 
pean Union.  Now,  London  brokers  do  some 
business  on  the  Continent. 

OUTDATED  TRADING  SYSTEM  The  ex 

change  is  costly  and  slow,  largely  because  of 
its  system  of  46  market-makers,  who  profit 
from  the  spread  between  buyers  and  sellers. 
Market-makers  can  withhold  trading  prices 
for  up  to  five  days. 


ing  system.  Lawrence  upset  THE  CITY'S  NEW 

one  of  the  world's  most  ex-  FACE:  High-tech 
elusive  old-boy  clubs:  the  46  competitors  are 
companies,  called  mai'ket-mak-  encroaching 
ers,  that  dominate  the  Lon- 
don  exchange.  On  Jan.  10,  the  exchange 
issued  a  statement  reaffu'ming  its  com- 
mitment to  a  new  trading  system.  But 
it  pulled  back  ft-om  Lawrence's  plan  to 
launch  the  reforms  next  August. 
MULTIPLE  PROBLEMS.  The  upshot:  The 
poweiful  market-makers  have  rid  them- 
selves of  an  iiTitant,  but  the  exchange 
hasn't  solved  its  problems.  London's  po- 
sition as  one  of  the  world's  top  ex- 
changes is  in  jeopardy.  Its  trading  sys- 
tem is  ai'chaic,  and  other  exchanges  and 
new  online  trading  services  are  en- 
croaching. "London  needs  to  be  more 
efficient  and  more  transparent"  with 
price    information,    says  Laurence 


access  to  other  market-mak- 
ers' prices. 

Lawrence  had  hoped  to 
quickly  introduce  a  system  in 
which  price  quotes  would  be 
posted  and  traded  electronically,  as  in 
New  York  and  Europe.  But  market- 
makers  worried  about  being  wiped  out 
by  a  reform  that,  as  exchange  mem- 
bers, they  would  have  to  pay  for. 

Its  outdated  trading  system  isn't  the 
London  exchange's  only  problem.  Com- 
petitors around  the  world  are  closing 
in.  Amsterdam,  Paiis,  Milan,  and  Frank- 
furt, which  handle  half  the  trades  in 
continental  Europe,  have  all  installed 
electronic  systems,  improving  informa- 
tion flow  and  paring  transaction  costs. 

On  Jan.  1,  a  European  Union  rule 
change  bolstered  the  Continent's  allure. 
Brokers  licensed  in  one  country  can  now 


London  is  fighting  back — in  a  fash- 
ion. To  compete  with  New  York,  the 
exchange  is  taking  the  low  road,  point- 
ing out  that  its  regulatory  regime  is  a 
lot  looser  than  that  of  the  Securities  & 
Exchange  Commission.  "It's  cheaper  to 
list  in  London  because  we  don't  require 
a  lot  of  unnecessary  information.  We 
think  institutional  investors  know  what 
they're  doing,"  says  Giles  Vardey,  the 
lse's  director  of  markets  development. 

The  LSE  has  also  invested  $150  mil- 
lion in  its  promised  new  electronic  sys- 
tem, called  Sequence,  which  has  an  or- 
der-matching capability  built  into  it.  The 
exchange  has  fonned  a  committee,  dom- 
inated by  market-makers,  to  help  de- 
cide how  and  when  to  launch  it.  Based 
on  past  behavior,  it's  likely  they'll  do  it 
their  way.  Slowly. 

Bij  Paula  Dwyer  in  London 
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DEALS 


DEFENSE'S  NEW 
BAnLEFIELD 

Lockheed  Martin-Loral  is  pi 
of  a  fast-changing  landseap* 


OPEN  FIELD:  The  gro  wing  importance  of  systems  acumen  may  lure  new  vendors 


As  Lockheed  Mailin  ChaiiTnan  Daniel 
M.  Tellep  surveyed  the  defense- 
industiy  landscape  last  year,  he  saw 
the  big  getting  much  bigger  and  the 
small  being  swallowed  up  or  fading  into 
irrelevance.  His  $23  billion  giant  sat 
atop  the  industry  heap,  but  the  break- 
neck pace  of  mergers  still  beckoned. 
"As  strong  as  Lockheed  Martin  is,  this 
is  not  a  static  situation,"  he  says. 

Now,  the  landscape  is  reshaped  in- 
deed. On  Jan.  8,  Tellep  unveiled  a  $10 
billion  deal  to  buy  Loral 
Coi-p.'s  defense-electron- 
ics and  systems-integra- 
tion businesses  and  to 
take  a  20%  interest  in  a 
new  Loral  space-tele- 
communications compa- 
ny. The  announcement 
came  just  five  days  af- 
ter Noitlirop  Gi-umman 
Corp.  announced  it 
would  pay  $3  billion  for 
Westinghouse  Electric 
Coip.'s  defense-electron- 
ics business-. 
CRITICAL  MASS.  Why 
all  the  action?  As  Pentagon  budgets 
tighten,  electronics  and  communications 
are  becoming  growth  businesses.  Ana- 
lysts think  the  sector  vviii  take  a  gi'ow- 
ing  chunk  of  defense-procurement  dol- 
lars as  the  militaiy  upgrades  existing 
equipment  instead  of  buying  new  fleets 
of  aii'craft  and  ships  (chart).  "The  waw 
of  the  future  is  command  and  control 
and  electronic  warfare,"  says  Brett  B. 
Lambert,  vice-president  of  defense  con- 
sultant DFI  International. 

The  fiercely  competitive,  relatively 


fragmented  electronics  business  has 
been  consolidating  steadily  for  years. 
Now,  more  mergers  are  all  but  inevita- 
ble as  companies  try  to  ensure  they 
have  the  critical  mass  to  survive.  The 
Pentagon  has  actively  encouraged  such 
deals  in  an  effort  to  reduce  overcapacity 
and  so  lower  its  own  costs,  adopting 
what  wags  dub  a  Noah's  Ai"k  approach 
to  industrial  policy:  Two  makers  of 
everything  the  Defense  Dept.  needs. 
Some  industry  observers,  though, 


MILITARY  ELECTRONICS: 
A  BIGGER  PIE... 


...FOR  A 
SHRINKING  FIELD 
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ELECTRONIC  PRODUCTS 
AS  A  PORTION  OF  TOTAL 
DEFENSE  PROCUREMENTS 
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wonder  whether  the  Pentagon  might 
end  up  with  just  two  animals — a  pair 
of  800-pound  gorillas.  The  U.  S.  industry 
is  "heading  toward  two  huge  megacon- 
glomerates"  in  Lockheed  Martin  and 
Northi'op  Grumman,  predicts  Charles  A. 
Gabriel  Jr.,  a  Pi-udential  Securities  Inc. 
analyst.  Indeed,  analysts  believe  the  two 
most  recent  acquisitions  may  finally  be 
l  aising  concems  in  the  miUtaiy  and  with 
federal  tnistbusters.  The  Defense  Dept. 
hoped  "the  dealmaking  would  go  up  and 
dovra  the  food  chain,"  says  Jon  Kutler, 


president  of  investment  banker  Quar- 
terdeck Investments  in  Los  Angeles. 
"But  the  medium-  and  smaller-size  com- 
panies are  sitting  on  their  thumbs  while 
the  big  players  are  getting  bigger." 
CHINESE  WALL?  Lockheed  Martin  and 
Loral  crafted  their  deal  so  it  wouldn't 
run  afoul  of  antitmst  regulators  (though 
the  Securities  &  Exchange  Commission 
is  probing  trading  in  Loral  options  be- ) 
fore  the  announcement).  The  biggest 
overlap  in  the  companies'  businesses  is ' 
in  satellites  and  space,  so  the  ti"ansaction  j 
calls  for  creation  of  a  new  company, ; 
Loral  Space  &  Communications  Corp., ' 
to  house  Loral's  operations.  Loral  Chair- 
man Bernard  L.  Schwartz,  who  will  be- 
come vice-chairman  of  Locidieed  Martin, 
will  be  chairman  and  chief  executive  of 
the  new  company.  And  Locldieed  Mar- 
tin's minority  stake  hkely  vrill  create  a 
more  palatable  relationship  for  regula- 
tors than  outright  control. 

It's  a  shrewd  strategy.  In  fact,  inves- . 
tors  generally  cheered  the  deal,  sending 
Loral  stock  up  23%,  to  44'/:,  and  Lock- 
heed Martin  up  4%,  to  80M.  The  gains 
reflected  Wall  Street's  belief  that  Lock- 
heed will  gain  from  Loral's  electronics 
expertise.  The  combination  probably  will 
achieve  some  cost  savings  from  layoffs. 
And  its  new  acquisition  vrill  further  in- 
sulate it  from  oven-eliance  on  any  single 
defense  project  that  could  get  scrapped 
as  Pentagon  cuts  continue.  The  irony: 
Playing  in  so  many  fields  at  once  puts  it 
at  greater  risk  of  losing  revenue  in  a 
broad  spending  ci-unch. 

Lockheed  Maitin  ceo 
Norman  R.  Augustine 
says  that  since  procure- 
ment has  plummeted 
72%  from  its  high, 
there's  only  28%  more 
to  go.  "The  worst  has  , 
to  be  over,"  he  says. 

That's  probably  true ' 
for  the  budgetmeisters' ; 
handiwork.  Even  so, :. 
Lockheed  Martin  may ; 
face  an  even  more 
daunting  challenge: 
Huge  commercial  ven-  : 
dors  that  have  shied  away  from  miU- 1 
tary  contracting  in  the  past  may  jump  ;i 
in  if  procurement  reform  makes  deal-  !■ 
ing  with  the  Pentagon  more  attractive. ,' 
"God  help  Lockheed  Martin  the  day  Mi- 1' 
crosoft  sets  up  a  federal-systems  divi- 
sion," says  Menill  Lynch  &  Co.  defense ; 
analyst  Byi'on  K.  Callan.  That's  why  it's  f 
likely  the  Loral  deal  won't  be  Lockheed  ' 
Martin's  last. 

By  Stan  Crock,  with  Eric  Schine  ' 
in  Los  Angeles  and  Amy  Borrus  in  \ 
Washington 
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OUT  ONE  DOOR  AND  IN  ANOTHER 


The  news  seems  unrelentingly 
grim.  Last  year,  U.  S.  corpora- 
tions announced  plans  to  elimi- 
nate 440,000  jobs.  That  brings  the 
number  of  jobs  cut  since  the  start 
of  the  decade  to  2.9  million,  accord 
ing  to  Chicago  outplacement  firm 
Challenger  Gray  &  Christmas  Inc. 
And  1996  hasn't  gotten  off  to  any 
more  promising  a  start:  On  Jan.  2, 
AT&T  said  it  will  cut 
40,000  jobs.  Six 
days  later,  Lock- 
heed Martin  Corp. 
and  Loral  Corp. 
announced  a  merger 
that  defense  ana- 
lysts predict  could 
result  in  several 
thousand  layoffs. 

Look  behind  the 
numbers,  though, 
and  overall  employ- 
ment in  the  U.  S.  is 
growing.  In  Novem- 
ber, according  to  the 
Bureau  of  Labor 
Statistics  (bls), 
there  were  L7  mil- 
lion more  people 
working  than  there 
were  a  year  earher. 
And  the  1.1%  net 
job  reductions  made  by  America's 
largest  corporations  last  year  were 
their  lowest  in  this  decade  (chart). 
TWO  TIERS.  So  where  are  all  those 
laid-off  workers  working?  And  how 
much  are  they  earning?  The  answer 
is  vastly  different  for  white-  vs.  blue- 
collar  workers.  Factory  workers  dis- 
placed by  foreign  competition  or  new 
technology  generally  wind  up  in  low- 
er-paying jobs.  Managers,  though, 
face  a  less  desolate  landscape.  The 
reason:  Corporate  America's  downsiz- 
ing continues  to  be  driven  by  chang- 
ing strategies  rather  than  by  lower 
profits. 

That  explains  why  total  employ- 
ment in  the  telephone  industry,  for 
instance,  has  risen  by  25,000  during 
the  past  year,  even  though  the  na- 
tion's phone  companies  have  eliminat- 
ed 250,000  positions  during  the  past 
decade.  Nynex  Coi-p.  is  paring  16,800 
jobs,  but  it  also  is  beefing  up  sales, 
marketing,  and  technical  staff  to  pre- 
pare for  a  deregulated  future — often 
recruiting  from  other  industries. 

Marketing,  sales,  and  technical 
skills,  it  seems,  are  always  in  de- 
mand. Take  John  E.  Cummings,  a  se- 


nior analyst  of  computer-systems  de- 
velopment at  Continental  Grain  Co. 
in  Manhattan.  The  38-year-old  Cum- 
mings spent  12  years  in  a  similar  po- 
sition at  Turner  Construction  Co.  un- 
til he  was  laid  off  in  May,  1994.  He 
took  a  six-month  break — then  landed 
his  new  job  in  just  two  weeks,  at  the 
same  salary  he  was  earning  before. 
"I'm  rather  pleased,"  says  Cum- 


Thanks  to  greater  mobility,  corporati 
job-cutting  isn't  as  lethal  as  it  looks 


mings.  "I  have  more  resources  here 
to  work  with." 

Stephen  G.  Harrison,  president  of 
outplacement  specialist  Lee  Hecht 
Harrison,  says  about  a  third  of  his 
firm's  clients  end  up  with  a  higher- 
salaried  job,  half  find  work  at  the 
same  or  lower  pay,  and  the  rest  are 
self-employed.  "I  see  no  indication 
that  high-priced  managers  are  being 
replaced  with  lower-priced  workers,'' 
says  Eric  R.  Greenberg,  director  of 
management  studies  for  the  Ameri- 
can Management  Assn.  "What  we're 
seeing  is  that  high- 
priced  managers  are 
being  replaced  vrith 
other  high-priced 
managers  with  dif- 
ferent skills." 

Certainly,  down- 
sizing causes  tur- 
moil. Since  1989, 
nearly  500,000  man- 
ufacturing produc- 
tion jobs  have  dis- 
appeared. And  past 
studies  show  that 
when  blue-collar 
workers  get  laid  off, 


DOWNSIZING  THE 
DOWNSIZING 
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their  new  jobs,  on  average,  pay  20% 
less  than  their  old  jobs  did.  Even 
among  middle  managers,  the  sense  of 
foreboding  is  strong.  "Managers  used 
to  be  impervious  to  changes  in  the 
economy,"  says  Paul  Osterman,  a  hu- 
man-resources professor  at  Massa- 
chusetts Institute  of  Technology's 
Sloan  School  of  Management.  "Now, 
they  feel  like  their  world  is  falling 
apart,  even  though 
they  are  still  better 
off  than  most  folks." 
NEW  VISTAS.  In 
truth,  for  man- 
agers, at  least,  re- 
structuring is  not 
one-sided.  In  its 
annual  survey  of 
1,000  large  and 
midsize  companies, 
the  American  Man- 
agement Assn. 
found  that  50% 
were  planning  to 
cut  jobs  from  July, 

1994,  through  June, 

1995.  But  60%  of 
those  companies 
were  also  adding 
positions.  Says  Os- 
terman: "We  are 
not  turning  into  a 

nation  of  hamburger  flippers." 

Granted,  not  all  of  the  new  jobs 
are  high-paying,  but  there  can  be 
other  rewards.  William  A.  Hensley, 
50,  was  a  vice-president  at  Illinois 
Bell  Telephone  Co.,  a  division  of 
Ameritech  Corp.,  when  his  job  was 
eliminated  in  1992.  He  decided  to  go 
to  work  for  a  nonprofit,  even  if  it 
meant  less  pay.  And  after  looking  for 
18  months,  he  took  a  job  as  head  of 
pubhc  relations  for  Northwestern 
Memorial  Hospital  in  Chicago. 
At  first,  he  felt  cmshed  by 

Ameritech's  deci- 
sion, but  today, 
"I'm  delighted," 
says  Hensley.  "My 
skills  were  easily 
transferable  to  an- 
other industry,  and 
my  buyout  package 
allowed  me  to  be 
discriminating." 
Let's  hope  at&t's 
laid-off  wor-kers  feel 
the  same  way  in  18 
months. 

By  Catherine 
Amst  in  New  York 
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It  prints. 


To  find  out  how  the  L  P  CopyJet  can  pay  for  itself  in  a  year,  call  1-800-761-8999  Ext.  1131. 


It  copies 


(It  does  not,  unfortunately,  monitor  taste.) 


Introducing  the  first  color  printer-copier  The  HP  CopyJet. 


Look  at  the  vivid  color.  Look  at  the  flawless 
reproduction.  Don't  look  at  the  hat.  Wliat's 
important  is  that  the  new  CopyJet  gives  you 
the  quality  you'd  expect  from  an  HP  color 
printer,  and  it  has  the  full  functionality  of 
a  color  copier  Besides  the 
departmental  convenience, 


$2495 


the  CopyJet  is  easy  to  operate  and  uses  plain 
paper  If  the  whole  department  needs  color 
printing  and  copying,  there's  the  network- 
ready  HP  CopyJet  M  ',  for  *3199.  That's  just 
a  fraction  of  the  money  you  won't  have  to 
spend  for  color  copies.  Wl\ich  will  make  you 
look  good,  no  matter  what  you're  wearing. 
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PACKARD 


News:  Analysis  &  Commentary 


STRATEGIES 


WHAT  EVIL  LURKS 
IN  THE  HEART  OF  RON? 

Critics  say  Perelman  is  gutting  Marvel's  comic-book  business 


Deep  amid  the  glaring  yellows,  ma- 
gentas, and  cyans,  there  is  a  loath- 
some new  villain  in  Comic  Book 
Land,  one  as  diabolical  as  Lex  Luthor, 
as  evil  as  Dr.  Doom.  His  name  is  Ronald 
0.  Perelman.  And  his  weapon,  enemies 
say,  is  more  potent  than  kryptonite.  It's 
an  ax — the  one  he  used  on  Jan.  4  to 
lay  off  275  of  1,700  employees  at  Mai-vel 
Entertainment  Group,  the  comics-in- 
dustry leader,  of  which  the  billionaire 
investor  owns  80%. 

Perelman's  fiendish  strategy:  boost 


profits  iiy  (ie-emphasizinu:  BROWSING; 
cartoon  pul>lishing  and  fo-  must  now 
cusing  on  t!i(  low-overhead  issues  to  k 
licensing  of  poj)ular  charac- 
ters  such  as  S])ider-Man  and  X-Men. 
He  wants  to  open  Marvel  theme 
restaurants  in  New  York,  London,  and 
Las  Vegas — where  he  also  hopes  to 
run  a  casino.  And  he  has  bought  half  of 
a  toy  company  to  manufacture  Marvel 
action  figures.  Perelman's  executives 
have  even  signed  deals  to  put  Spider- 
Man  on  candy-bar  and  fast-fo  id  wrap- 
pers. From  there  (evil  laugh),  the 
world!  Ultimately,  the  cigar-chomi)ing 
dealmaker  wants  to  become  a  major 
media  player,  and  he  is  already  moving 
into  television  production. 

In  fact.  Marvel's  licensing  revenue, 
mostly  from  television  cartoons  and 
video  games,  has  soared  to  $50  million 
fj'om  almost  nothing  in  seven  years. 


And  CD-ROM  and  onhne  products  are  in 
the  works.  "The  comic  book  is  just  one 
of  the  ways  we  can  exploit  these  char- 
acters," says  Marvel  ceo  William  C. 
Bevins. 

Critics  say  Perelman  is  simply  bleed- 
ing profits  from  the  venerable  compa- 
ny— and  running  it  into  the  ground. 
"The  suits  took  over.  People  began  to 
make  marketing  decisions  who  knew 
nothing  about  the  product,"  says  Herb 
Trimpe,  a  longtime  Marvel  artist.  In- 
deed, the  company's  recent  history  isn't 
pretty.  A  decade  ago,  Mai-vel 
owned  70%  of  the  comic- 
book market.  By  1994,  that 
percentage  had  plummeted 
to  32%.  Marvel's  stock  has 
sunk  to  13  from  34)4  neai'  the 
end  of  1993. 

EXITING  ARTISTS.  Mai-vel  has 
alienated  readers  by  stretch- 
ing plotlines  over  as  many 
issues  as  possible.  And  sto- 
ries too  often  cross  over  into 
other  characters'  books,  so 
fans  have  to  buy  more  is- 
sues to  figiu'e  out  what's  go- 
ing on.  "Marvel  has  no  in- 
tegrity among  their  books 
and  is  in  it  to  make  money 
any  way  they  can,"  says  Jess 
Nevins,  a  29-year-old  gi-adu- 
ate  student  and  toon  fan  in 
Boston.  Many  top  writers 
and  artists,  frustrated  by 
such  tactics,  have  left  the 
company. 

admits  that,  in  catering  to 
speculators  who  stormed  the  comics 
market  in  1992,  it  undeiTnined  the  qual- 
ity of  its  books.  Now,  it  says  it's  weed- 
ing out  weaker  titles,  excising  such  gim- 
micks as  hologi'ams  and  retuming  to  its 
old  strength:  storytelling.  Wliile  Mar- 
vel's plans  for  a  Spider-Man  movie  are 
languishing,  the  company  says  it  will 
have  two  major  films  based  on  other 
characters  out  in  time  for  Christmas, 
1996.  Such  moves  may  well  boost  the 
bottom  Line.  They  also  may  cheer  comic- 
book die-hards  still  mourning  the  death 
of  "the  old  Marvel."  Could  the  evil 
Ronald  Perelman  be  a  hero  in  disguise? 
Stay  tooned. 

By  David  Leonhardt  in  New  York 
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buy  more 
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REAL  ESTATE 

WATCH  THIS 
SPACE  RACE 

Nail  that  office  now.  Rates  are 
shooting  up  in  some  cities 

Looking  for  better  office  space?  You 
had  better  move  quickly.  The  of- 
fice real  estate  market,  which  until 
last  year  was  as  effervescent  as  yes- 
terday's champagne,  is  starting  to  fizz. 
Gone  are  free  rents  and  cut-rate  reno- 
vations for  new  renters.  Instead,  va- 
cancies are  falling,  rents  are  rising  at  a 
double-digit  pace,  and  prime  office 
space  is  becoming  scarce  in  some  mar- 
kets. Prospects  are  good  enough  that 
savvy  investors  such  as  developers 
Sam  Zell,  Toronto's  Bronfman  family, 
and  financier  Leon  Black  are  snapping 
up  office  properties. 

One  reason:  U.S.  commercial  office 
vacancies  fell  to  14.1%  in  1995,  their 
lowest  rate  in  13  years,  according  to  a 
new  study  by  office  brokers  Oncor  In- 
ternational. In  a  few  big  cities,  notably 
Boston,  San  Francisco,  and  Seattle, 
downtown  office  vacancy  rates  are  in 
the  single  digits  (table).  What's  more, 
construction  analyst  F.  W  Dodge,  a  unit 
of  The  McGraw-Hill  Companies, 
projects  a  12%  jump  in  office-construc- 
tion starts  this  year,  twice  the  pace  of 
hotel  building — last  year's  hot  sector. 
Among  the  projects  helped  by  the  up- 
swing: Zell  has  put  Boston's  28  State 
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.  office  vacancy 
?s  in  December, 
,  for  central  busi- 
s  districts  of  10 
lion  square  feet 
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Street,  a  long-va- 
cant 40-story  office 
tower,  back  on  the 
market 

There's  no  office 
building  boom  go- 
ing on  yet.  This 
year's  estimated 
125  million  square 
feet  in  construction 
starts  is  just  a 
fraction  of  the  350 
miUion  square  feet 
in  1985,  when  con- 
struction starts 
peaked.  But  New 
York-based  Turner 
Construction  Co., 
which  is  building 
the  575,000-square- 
foot  Monarch  Tow- 
er in  Atlanta  on 
spec,  expects  that 
15%  of  its  work 
this  year  will  come 
from  office-build- 
ing— vs.  almost 
zero  two  years  ago. 

The  office  market  is  particularly  heat- 
ing up  in  those  regions  that  are  domi- 
nated by  a  few  vibrant  industries,  such 
as  financial  services  and  high  tech.  For 
instance,  mutual-fund  giant  Fidelity  In- 
vestments recently  leased  300,000 
square  feet  of  new  office  space  in  down- 
towTi  Boston. 

LONG-TERM  INVESTMENT.  Landlords  and 
real  estate  investment  trusts  are  get- 
ting a  major  boost  from  the  increased 
demand  for  office  space.  Office  REITs 
returned  an  eye-popping  26.3%  last 
year,  tops  among  Salomon  Brothers 
Inc.'s  Commercial  Real  Estate  Com- 
posite investment  index  and  more  than 
triple  the  7.6%  average  for  all  reits. 
Salomon  analyst  John  Litt  figures  that 
office  REITS  will  return  a  credible  12% 
this  year,  too. 

Some  big  players  are  betting  that  of- 
fice real  estate  also  may  be  a  good  long- 
term  investment.  The  Bronfmans  are 
spending  $309  million  for  a  controlUng 
interest  in  the  U.  S  real  estate  holdings 
of  Olympia  &  York  Cos.,  which  owns 
such  prime  commercial  towers  as  New 
York's  World  Financial  Center,  Boston's 
Exchange  Place,  and  Chicago's  Olympia 
Center.  Financier  Black  is  buying  the 
rest  of  the  o&Y  (usA)  holdings,  which 
includes  office  towers  in  New  York  and 
Los  Angeles. 

The  lesson  in  all  this:  Any  company 
in  the  market  for  digs  had  better  ex- 
pect to  pay  more.  And  don't  be  sur- 
prised if  there's  a  fine  to  look  at  new 
space. 

By  Gary  McWilliams  in  Houston, 
with  Seanna  Browder  in  Seattle  and 
Nicole  Harris  in  Atlanta 


RETAILING 


PIER  I  S 
SHIP  COMES  IN 

Even  a  $20  million  trading 
loss  won't  spoil  a  boffo  year 

It's  the  kind  of  timing  that  makes  a 
CEO  want  to  weep.  On  Jan.  4,  as  most 
retailers  posted  their  worst  December 
sales  figures  since  the  1990-91  reces- 
sion. Pier  1  Imports  Inc.,  the  nation's 
largest  seller  of  home  furnishings  and 
accessories,  announced  sales  gains  far 
higher  than  those  of  most  retailers.  But 
that  rosy  performance  has  gone  all  but 
unnoticed.  Instead,  the  chain  has  been 
caught  up  in  a  wave  of  adverse  publici- 
ty over  a  $20  million  loss  it  announced 
on  Dec.  26,  which  is  widely  believed  to 
be  the  result  of  inappropriate  ti-ading  by 
high-profile  money  manager  S.  Jay 
Goldinger.  The  financial  fiasco,  says  Pier 
1  CEO  Clark  A.  John-  »  t 

son,  "was  certainly  UroUALii! 

the  Grinch  that  stole  The  retailer's 

an  other-wise  fantas-  clientele  has 
tic  Christmas. 

Even  with  the  become  more 

shortfall,  the  fiscal  affluent-itS 

year  ending  Mar.  5  -^^^^^^ 

seems  certain  to  be         i    ,    ■  i  i 

the  company's  best  nearly  doubled 

ever.  Analyst  Kevin  since  1986 


on  apparel  sales  just  as  the  category 
tanked.  Apparel  now  accounts  for  just 
6%  of  sales  at  the  693-store  chain,  dovm 
from  a  peak  of  14%  in  1987.  Pier  1  also 
has  accelerated  efforts  to  freshen  its 
product  mix.  Some  40%  of  the  chain's 
merchandise,  imported  from  44  coun- 
tries, is  new  at  any  given  time.  Nearly 
50%  of  its  goods  are  exclusive  to  Pier  1. 
"Our  customers  know  that  if  they  see 
something  they  like,  they'd  better  buy 
it,  because  if  they  come  back  tomorrow 
it  may  not  be  here,"  says  Johnson. 
SMARTING  INVESTORS.  The  company 
also  launched  its  first  national  tv  ads 
last  July.  Beginning  in  April,  Johnson 
plans  to  shift  nearly  all  of  its  $40  milLion 
ad  budget  from  print  to  tv.  As  a  result 
of  the  strategic  changes,  the  average 
income  of  Pier  I's  customers  has  risen 
fi-om  $26,500  in  1986  to  $49,100  today. 

Many  investors,  however,  worry  about 
ghtches  that  have  detracted  from  Pier 
I's  strong  performance.  "Every  time 
they  get  their  ship  going  in  the  right  di- 
rection, they  seem  to  lose  credibihty," 
says  Mark  Boyar,  a  New  York  money 
manager  who  holds  350,000  Pier  1 
shares.  Adds  Robert  B.  Buckman,  fund 
manager  for  Brandyvidne  Asset  Man- 
agement, which  holds  1.3  million  shares: 
"Without  this  situation,  I  think  the  stock 
would  be  up  to  15."  Instead,  Pier  1  stock 
hovers  around  11,  down  from  its  annual 
high  of  \2Vs  in  late  December. 

Investors  are  angiy  that  it  took  two 
years  and  two  write-downs  totahng 
$37.3  milUon  to  unwind  the  disastrous 


PEERLESS 
PERFORMANCE 


'93     '94     '95  '96 
—  INCREASE  IN  SAME-  - 
STORE  SALES  AT  PIER  1 


,  PERCENT  FISCAL  YEAR  ENDS  MAR.  5 
DATA:  COMPANY  REPORTS,  EVEREN  SECURITIES 


E.  Silverman  ot  Everen  Securities  Inc. 
estimates  annual  net  income  will  rise 
17%,  to  a  record  $35.2  million,  even  af- 
ter another  $14  million  charge,  which 
Pier  1  took  last  summer  to  shed  its  50% 
stake  in  troubled  chain  Sunbelt  Nursery 
Group  Inc.  He  also  expects  record  sales 
of  $792  million,  up  11%  fi-om  a  year  ago. 
Pier  I's  same-store  sales  gain  for  De- 
cember was  a  hefty  16%,  vs.  an  industry 
average  of  just  2%,  fueUng  a  projected 
6.3%  rise  for  the  fiscal  year  (chart). 

Pier  1  has  bucked  retailing  trends 
with  a  series  of  well-timed  moves  cater- 
ing to  nesting  baby  boomers.  Over  the 
past  18  months,  for  instance,  it  cut  back 


Sunbelt  investment.  Pier  1  also  has  yet 
to  explain  its  recent  investment  losses. 
Goldinger's  attorney  confirms  that 
Goldinger's  Beverly  Hills-based  Capital 
Insight  Brokerage  Inc.  managed  money 
for  Pier  1  but  would  not  otherwise  com- 
ment. Johnson  says  Pier  1  will  disclose 
details  of  the  loss  in  mid-January,  after 
an  internal  investigation  is  finished. 

A  reasonable  explanation  might  be 
all  Pier  1  needs  to  get  its  latest  financial 
fiasco  behind  it.  If  so.  Wall  Street  could 
become  as  enthusiastic  about  the  retail- 
er as  stay-at-home  boomers  already  are. 

By  Stephanie  Anderson 
Forest  in  Dallas 
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HEADLINER:  ROBERT  GREENHILL 


NO  LONGER  EARNING  IT  AT  SMITH  BARNEY 


JEHREVS  UP 
TO  FIGHT  BACK 

JOSEPH    JETT    isn't  GOING 

down  quietly.  The  fomier  Kid- 
der Peabody  bond  trader  says 
he  will  "vigorously  contest" 
charges  fi-om  the  Securities 
&  Exchange  Commission  that 
he  schemed  to  conceal  phony 
bond-trading  profits  of  $348 
million.  The  sec  wants  to  bar 
Jett  peiTtianently  from  the  se- 
curities business  and  recover 
more  than  $11  million  in  bo- 
nuses and  salary.  In  its  civil 
administi'ative  action,  filed  on 
Jan.  9,  the  sec  alleges  that 
Jett  ginned  up  massive  profits 
to  mask  $83  million  in  losses. 
A  Jett  spokesman  says  the 
trader's  superiors  were  well 
aware  of  his  activity.  Indeed, 
the  SEC  charged  Jett's  bosses, 
Edward  Cerullo  and  Melvin 


CLOSI 

NG  BELL 

COMING  UP  SHORT 

Supercuts'  makeover  may 
have  come  too  late.  On  Jan. 
4,  the  haircutting  chain's  di- 
rectors ousted  CEO  David  Lip- 
son.  Now,  it  seems  earnings 
may  not  cover  loan  payments. 
Lenders  O.K.'d  a  one-time 
advance  of  $1  million,  but 
shares  tanked  anyway,  drop- 
ping 26%.  investors  say  Su- 
percuts' credibility  has  been 
sheared  by  lawsuits  from 
fired  executives  accusing  Lip- 
son  of  cooking  the  books.  And 
Supercuts'  entry  into  New 
York  has  led  to  three  disap- 
pointing quarters. 


DEC.  8,  '95  JAN,  9,  '96 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


Mullin,  with  failing  to  super- 
vise. Cenillo,  without  admit- 
ting or  denying  wrongdoing, 
agi"eed  to  a  one-year  suspen- 
sion from  securities  work  and 
a  $50,000  fine.  Mullin  will  con- 
test the  charges. 

FIRST  UNION'S 
INSTANT  ALBATROSS 

GOOD    RETAIL  DISTRIBUTION 

wasn't  the  only  thing  First 
Union  inherited  when  it  ac- 
quir-ed  First  Fidelity  Bancorp. 
On  Jan.  9,  First  Union  agi-eed 
to  pay  $2.29  million  to  settle 
charges  that  ffb's  secuiities 
arm  paid  kickbacks  to  win  an 
under-writing  role  for  a  1990 
New  Jersey  municipal-bond  of- 
fering. The  settlement  is  the 
fir-st  imder  the  SEC's  effort  to 
crack  down  on  "pay  to  play" 
kickbacks  in  the  muni  busi- 
ness. In  late  1994,  First  Fi- 
delity ousted  two  officials  for 
their-  r-ole  in  the  scheme. 


DUN&BRADSTREErS 
TRIPLE  PLAY 

DUN     &     BRADSTREET  HAS 

jumped  on  the  spin-off  band- 
wagon, announcing  plans  on 
Jan.  9  to  br-eak  itself  into 
three  public  companies.  Its 
A.  C.  Nielsen  consumer-goods 
mar-ket-researcli  ser-vice  will 
be  spun  off,  as  will  Cognizant, 
a  newly  named  research  ser- 
vice for  the  TV  and  health-care 
industries.  D&B  itself  will  re- 
tain Moody's  Investors  Ser- 
vice, a  debt-r-ating  service,  and 
the  Reuben  H.  Dormelley  yel- 
low-page publishing  division. 
The  timing  was  less  than  stel- 
lar: On  Jan.  10,  as  the  mar- 
ket tanked,  d&b  shares  gained 
just  2.3%  on  the  news — 
though  Moody's  confir-med  its 
parent's  Prime-1  debt  rating. 

PEERING  HARD 
ATBAUSCH&LOMB 

WILLIAM    WALTRIP,  INTERIM 

chief  executive  at  Bausch  & 
Lomb,  took  charge  on  Jan.  1, 


In  June,  1993,  Robert 
Greenhill  left  Mor-gan  Stan- 
ley to  head  Travelers' 
Smith  Barney  unit,  lured 
by  one  of  the  high- 
est  Wall  Street  jtKk 
pay  packages  ^j^^F 
ever:  $24  mil-  ^^B^ 
hon  in  salary,  fl^^^^. 
bonus,  and  re-  H^H^B 
stricted  stock —  9^^^K 
not  including  ^i^^B 
stock  options.  ^^^B 
Now,  just  2}A  years 
into  his  five-year  contract, 
Greenhill  is  leaving  to  start 
an  investment-banking 
boutique. 

The  departure  is  an  em- 
barrassment for  Sanford 
Weill,  Travelers'  chief  exec- 
utive. While  Weill  says 
that  he  and  Greenhill  re- 
main friends,  he  can't  be 
happy  with  the  millions  in 


and  he's  already  taking  ac- 
tion to  get  the  troubled  opti- 
cal company  back  on  track. 
His  fii-st  target:  the  compa- 
ny's inefficient  simglass-man- 
ufactiuing  operation.  Waltrip 
is  closing  down  one  plant  and 
paring  the  workforce  at  an- 
other-, cutting  a  total  of  800 
jobs.  He's  also  centr'alizing 
the  sunglass  pr-oduction  at 
three  plants,  r-eplacing  a  cum- 
bersome multifactory  net- 
work. And  signaling  that  the 
high-living  style  of  for-mer 
CEO  Daniel  Gill  is  history,  b&l 
will  sell  one  of  two  corporate 
jets.  The  company  says  these 
and  other  actions  could  re- 
duce annual  expenses  by  $25 
million. 


WHEW!  IT  MAY  BE 
O.K.  TO  EAT  OATMEAL 

oatmeal:  hot,  delicious — 
and  now  FDA-approved.  In  a 
precedent-setting  proposal, 
which  was  made  public  in 
early  January,  the  Food  & 


compensation  that  Green- 
hill will  still  receive  in  1997 
and  1998.  "It  is  expensive," 

Weill  admits.  In  1994, 
■jt-  ,     Greenhill's  pay 

amounted  to  $6 
\  V  miUion. 
'  A      But  Weill  had 
i  S  likely  gotten  a 
1?^    '         mite  tfred  of 
V  Greenhill's  lack- 

/  j^M^  luster  results. 
JJtfr    Moreover,  Green- 
hill's recruits  from 
Morgan  Stanley  clashed 
with  lower-paid  Smith  Bar- 
ney executives. 

For  his  part,  Greenhill 
notes  that  Travelers  stock 
almost  doubled  in  1995 
and  says:  "I  think  I  did 
have  something  to  do 
with  it." 

By  Leah  Nathans  Spiro 
in  New  York 


Drug  Administration  would 
allow  cereal  makers  to  adver- 
tise that  daily  consumption 
of  low-fat  foods  containing 
oatmeal  and  oat  bran  may  re- 
duce the  risk  of  heart  dis- 
ease. Current  regulations  per- 
mit food  companies  to  make 
only  vague  health  claims  for 
specific  products.  The  pr-opo- 
sal  is  still  subject  to  a  90-day 
comment  period.  Not  surpris- 
ingly, it  drew  enthusiastic 
cheer-s  from  oat  purveyors 
such  as  General  Mills  and 
Quaker  Oats. 

ETCETERA... 

■  Boeing  won  a  $4  billion  or- 
der from  Malaysian  Airline 
System  for  747  and  777  jets. 

■  Wellpoint  will  expand  out- 
side Califor-nia,  buying  a  Mas- 
sachusetts Mutual  unit. 

■  News  Corp.  is  negotiating 
for  Eur-opean  TV  rights  to  the 
Olympics  from  2000  to  2008. 

■  AT&T  r-enamed  its  Global  In- 
for-mation  Solutions  unit,  once 
NCR.  The  new  name:  NCR. 
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Designed  'or 


Microsoft- 
WindOws95  R^JIVK'TI 


Compaq  and  IBM  haven't  decided  whether  to  put 

value  pricing  ahead  of  features  or  vice  versa. 

HP  PCs, 

■■1.-1  i  '        1  .  ^ 


With 

you  don't  have  to  ask 

which  comes  first. 


Gone  are  the  days  of  sacrificing  features  to 
get  reliable,  reasonably  priced  business  PCs. 
Unlike  other  vendors,  which  offer  good  prices 
only  on  their  low-end  boxes,  Hewlett-Packard 
is  committed  to  offering  the  very  best  prices 
on  the  very  best  PCs. 

Witness  the  high  perfomiance  HP  Vectia  VL4  PC. 
Designed  aiound  new  technologies  to  ensure 
that  your  software  mns  better  and  faster  than 
ever  before,  it  has  one  of  the  most  aggressive 
prices  in  the  indust  ry.  A  price  that  has  left  our 
competitoi-s  gasping. 

So  stop  compiomising.  You  can  have  it  both, 
ways.  For  mor  e  information  oi-  the  ntuno  of 
your  nearest  HP  dealer,  call  l-8()0-322-lIPPC;,^ 
Ext.l()98.'  Or  visit  hl1p://www.hp.com/g()/\oc  tra 
on  the  World  Wide  Web. 


''l  In  CanaiU  ralM  800  387  3HCJ  ■  Aviimjo  O  S.slnxil  lKicf  lui  Pcnliiinvil  ixocossor  basod  HP  Vncl/a  VW  5190  PC  Ipii  D3661AI,  Monnoi  nol  .ncluiW.  *1  HPVeeira'  PCs  conwwi*  D1S-00S*6.2  and, 
"mS  Wiinlows  loi  WorkarDups  3,1 1,  ui  Wimlomi  96  m  0S(2  or  Wiriitows  NT  Included.  MS-DOS  is  a  U,S,  njiiisliired  Uallcmark  and  Windoms  Is  a  U  S.  Iiadisiia*:d(  MWiBOll  Oi(po*aiii>n,  Penlniin  and 
liip  IntPI  Insid.;  Io<|0  afu  U.S.  rwiisurrud  ttadmiarks  ol  Inlal  Cntpiiiallnn.  OS/2  is  a  ragislefol  trademark  dI  the  internalionai  Business  Machines iCmpoi«lcin:.  ^Vfyp  hWllenPackaid  Conipany  PPG424 


thai  HEWLETT^ 
WlKM  PACKARD 


SIEMENS 


1895.  That  was  then. 


Working  in  a  small  laboratory,  Wilhelm  Roentgen  made  the  world's  first  x-ray 
images.  Working  with  him,  Siemens  patented  and  manufactured  its  first  x-ray 
tubes  in  1896. 


Siemens  CorporaTion  1996 


1996.  This  is  now. 


This  modern  magnetic  resonance  image  lets  doctors  see  into  the  human  body 
more  clearly  than  ever  before.  It  is  a  product  of  years  of  Siemens  investment 
in  research  and  development.  Happily,  you  don't  have  to  be  a  scientist  to 
appreciate  the  results.  Doctors,  hospitals  and  clinics  throughout  America  are 
giving  their  patients  better  care  because  of  Siemens  advances  in  many  forms 
of  diagnostic  imaging,  including  ultrasound,  magnetic  resonance,  nuclear 
imaging  and  computed  tomography.  And  that's  the  kind  of  results  we  can  all 
feel  good  about  Siemens.  Precision  Thinking.  ; 


For  more  information,  write  for  Siemens  '96  Box  8003AP,  Trenton,  New  Jersey  08650 

Automation      Automotive  Electronics      Electronic  Comiponents      Energy      Information  Systems 
Lighting  Systems       Medical  Systems       Power  Generation       Telecommunications  Transportation 


Visit  our  web  site  at  www.siemens.com  on  the  Internet 


Or,  You    Can    Use   Airfone  Service. 

Traveling  on  business?  Why  not  take  the  office  with  you?  Airfone"  Service 
from  GTE.  Digital  Voice.  Fax.  Data.  And  a  lot  less  wind  in  your  face. 


(30  Airfone 


Send       Faxes  Return       Calls  Check  E-Mail 


Washington  Outlook 


EDITED  BY  OWEN  ULLMANN 


A  BRAWL  IS 

BREWING  IN  THE  LABORATORY 


For  decades,  science  and  technology  have  been  among 
Washington's  most  pampered  budget  babies,  usually  win- 
ning hefty  increases  year  after  year.  No  more.  While 
Republicans  and  Democrats  alike  profess  continued  love  for 
research  and  development,  the  grim  reality  of  trying  to  bal- 
ance the  budget  guarantees  painful  cuts.  And  that  could 
trigger  a  nasty  squabble,  as  competing  members  of  the  sci- 
ence community  grab  for  their  slice  of  a  shrinking  pie. 

In  the  GOP  budget  plan,  nonmilitary  R&D  funds — now  $34 
billion  a  year — would  drop  a  staggering  inflation-adjusted 
32%  by  2002,  the  American  Association 
for  the  Advancement  of  Science  esti- 
mates. President  Clinton's  plan  isn't 
much  better:  It  calls  for  constant-dollar 
cuts  of  up  to  20%,  says  the  aaas.  Al- 
though the  final  reductions  aren't  ex- 
pected to  be  that  draconian,  they're  "go- 
ing to  be  ugly,"  laments  a  top  Senate 
staffer.  Who  will  fare  best?  The  Repub- 
lican favorite:  basic  research.  The  biggest 
loser  will  likely  be  Democratic-backed 
applied  work  in  academe  and  industry. 
FRATRICIDE?  Predictably,  the  r&d  lobby 
has  raised  dire  warnings  that  the  na- 
tion's future  is  imperiled.  "To  cut  the 
R&D  budget  below  present  levels  is  sui- 
cide," argues  Mary  L.  Good,  Undersecretary  for  Technology  at 
the  Commerce  Dept.  But  scientists  are  bracing  for  this  new 
austerity.  At  the  National  Institutes  of  Health,  Director 
Harold  Varmus  plans  to  trim  costly  in-house  clinical  research 
and  is  warning  biomedical  scientists  to  tighten  their  belts. 

The  adjustment  could  be  far  worse.  "There's  real  potential 
for  fratricide,"  says  John  Yochelson,  president  of  the  Council 
on  Competitiveness.  Research  leaders  hope  it  won't  come  to 
that.  "If  we  fight  among  ourselves  over  what  crumbs  are  left, 
we  will  destroy  ourselves,"  says  David  L.  Goodstein,  physicist 
and  vice-provost  at  the  California  Institute  of  Technology. 


CAPITAL  WRAPUP 


IN  PERIL:  Collider-style  projects 


The  clashes  have  already  begun.  Last  fall,  the  National 
Academy  of  Sciences  issued  a  report  on  how  to  allocate 
funds.  Among  the  university-dominated  panel's  suggestions: 
Funding  should  favor  academe.  And  the  report  suggested  that 
the  national  laboratories  get  too  much  cash. 

To  many,  those  are  fighting  words.  "It's  a  pretty  craven  at- 
tempt by  the  university  community  to  claim  their  piece  of  the 
pie,"  says  William  G.  Morin,  technology  policy  chief  at  the  Na- 
tional Association  of  Manufacturers.  Still,  Morin  admits  that 
companies  might  also  be  tempted  to  make  a  grab  for  nation- 
al lab  dollars  to  offset  potential  cuts  in 
federally  funded  industry  r&d. 

But  neither  universities  nor  industry 
will  get  that  cash  without  a  battle,  lab 
supporters  retort.  Labs  such  as  Sandia 
and  Los  Alamos  in  New  Mexico  have 
already  absorbed  budget  cuts.  More  im- 
portant, the  huge  facilities  have  powerful 
supporters,  including  the  state's  two  sen- 
ators— RepubUcan  Pete  V.  Domenici  and 
Democrat  Jeff  Bingaman — and  Steven 
H.  Schiff  (R-N.  M.),  chairman  of  the 
House  subcommittee  on  basic  research. 
Going  after  the  lab  budgets  is  "not  a 
winning  strategy,"  warns  a  key  Hill  aide. 
Unfortunately,  the  r&d  community 
doesn't  yet  appear  to  have  a  better  survival  strategy.  "The 
age  of  denial  is  over,  but  I  don't  see  any  evidence  of  people 
doing  anything  very  constructive  about  it,"  says  Goodstein. 
Former  House  Science  Committee  staffer  John  D.  Holmfeld 
says  that  while  a  few  officials  such  as  the  nih's  Varmus  are 
warning  of  impending  cuts,  scientists  still  hope  that  "they  may 
be  able  to  convince  Congress  to  resume  substantial  growth  for 
r&d."  If  that  attitude  persists,  watch  out.  When  the  budget 
crunch  really  comes  in  the  late  '90s,  the  skirmish  to  claim  a 
share  of  the  shrinking  pie  may  turn  into  an  all-out  food  fight. 

By  John  Carey 


STATE  OF  THE  UNION:  GREAT!       ANOTHER  WORD  FOR  NEWT 


►  Top  White  House  advisers  want 
President  Clinton  to  use  his  Jan.  23 
State  of  the  Union  address  to  trumpet 
Washington's  positive  role.  Although 
"government"  is  a  dirty  word  to  Re- 
publicans, Clintonites  believe  the 
President  should  emphasize  the  prob- 
lems encountered  during  the  federal 
shutdown.  Clinton  is  expected  to  de- 
vote the  bulk  of  his  speech  to  a  recita- 
tion of  the  nation's  strong  economic 
performance  on  his  watch,  including 
creation  of  7  million  jobs. 


►  The  Democratic  National  Committee 
is  lynching  House  Speaker  Newt  Ging- 
rich in  cyberspace.  A  new  offering  on 
the  dnc  home  page  on  the  World  Wide 
Web — http://www.democrats.org/hot/ 
— is  the  word  game  "Hangman  with  a 
New(t)  Twist."  Correctly  guess  a  let- 
ter, and  a  Newt  quote  pops  up.  Guess 
the  9-letter  word  describing  the 
Speaker  (hint:  it  begins  with  an  "e"), 
and  the  computer  responds,  "You  got 
HIM!  Or  did  he  hang  himself  with  his 
own  words?" 


KANTOR'S  TRUCK  STOP 

►  GOP  lawmakers  are  assailing  U.  S. 
Trade  Representative  Mickey  Kantor 
for  reneging  on  a  nafta  pledge  just 
as  he's  launching  a  program  to  en- 
force trade  accords  with  other  na- 
tions. Kantor,  citing  safety  concerns, 
is  blocking  Mexican  applications  to 
operate  trucks  on  border-state  roads. 
Fifteen  House  GOP  free-traders,  led 
by  Jim  Kolbe  of  Arizona  and  Bill 
Archer  of  Texas,  say  Kantor  is  play- 
ing politics:  The  Teamsters  Union 
wants  to  keep  Mexican  truckers  out. 
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AT  LAS7-SAY0NARA 
TO  THE  BLAHS 

A  recharged  Japan  Inc.  is  spurring  a  rebound 


Investors  think  they  have  plenty  to 
smile  about  in  Japan.  Sensing  an 
economic  turnaround,  foreign  money 
managers  have  pumped  nearly  $35 
billion  into  the  Tokyo  stock  market  in 
the  past  six  months,  pushing  the  Nikkei 
average  to  20,600,  up  42%  from  its  1995 
hw.  Market  pros  think  a  further  gain  of 
10%  to  15%  is  in  the  offing  this  year. 
Why?  After  four  years  mired  in  the 
muck,  the  economy  finally  is  showing 
signs  of  pulling  out.  Most  economists 
expect  the  gross  domestic  product  to 
grow  more  than  2%  this  year  and  near- 
ly 3%  in  1997. 

The  reasons  for  a  recovery  are  clear. 
The  Bank  of  Japan  has  slashed  interest 
rates  close  to  zero,  and  the  super  yen 


its  record  highs  of 


has  retreated  from 
last  spring.  Some 
$519  billion  in  fiscal 
spending  packages 
since  1992  has 
helped  as  well,  as 
has  a  pickup  in  con- 
sumer spending, 
which  accounts  for 
60%  of  GDP.  And  ;i 
wave  of  cost-cut 
ting,  restructuring, 
global  investments, 
and  product  innova- 
tions has  Ccjrporate 
Japan  beginning  to 
feel  its  oats  again. 
Analysts  say  man- 
ufacturers' profits 
m\\  rise  29%  in  fis- 
cal 1995,  which 
ends  Mar.  31. 

With  the  arrival 
of  Ryutaro  Hashi- 
moto as  the  new 
Prime  Minister, 

signs  of  Japan's  political  paralysis  lifting 
are  also  cheering  investors.  True,  squab- 
bling politicians  haven't  pushed  through 
.  ny  of  the  sweeping  structural  reforms 
needed  to  help  hard-hit  pockets  of  the 
domestic  economy — especially  midsize 
m.anufacturers,  wholesale  distributors, 
and  mom-and-pop  retailers.  And  though 


Range  Rover  nvaL,  is  made  m  Japan 


SECOND  WIND 


Japan's 
multinationals  are 
expanding  production 
overseas  and  cutting 
overhead  at  home 


the  Ministry  of  Finance  has  begun  to 
deal  with  the  nation's  $350  billion  in 
bad  debts,  it  will  be  years  before  the 
job  is  complete.  But  Hashimoto,  who 
has  been  Minister  of  both  Finance  and 
International  Trade,  is  expected  to  ex- 
pedite a  cleanup  of  the  banking  mess 
while  undertaking  some  deregulation 
and  smoothing  relations  with  Washing- 
ton. His  political  fortunes  can  only  be 
aided  further  by  signs  of  a  rebound. 

And  any  recovery  will  owe  a  great 
deal  to  Japanese  multinationals,  which 
once  again  are  doing  whatever  it  takes  to 
improve  their  competitiveness.  When  the 
yen  spiraled  to  80  to  the  dollar  last 
spring,  they  moved  even  faster  to  cut 
costs  by  expanding  global  manufactur- 
ing and  parts  procurement  while  taking  a 
hatchet  to  overhead 
at  home.  Now,  they 
are  stepping  up 
their  capital  invest- 
ments, which  are 
expected  to  rise  as 
much  as  10%  in 
1996,  after  a  flat  '95 
and  declines  in  the 
previous  three 
years.  Indeed,  man- 
ufacturers, more 
than  ever,  are  capi- 
talizing on  a  global 
base  for  production 
and  setting  costs. 
The  result?  Not 
only  are  their  prof- 
its up,  but  "Jap- 
anese companies 
have  become  more 
competitive  than 
before,"  says  Sei- 
ichiro  Yonekura,  an 
associate  professor 
at  Hitotsubushi  University's  Institute  of 
Business  Research. 

Take  Fujitsu  Ltd.,  Japan's  biggest 
computer  company.  It  saw  profits  slide 
in  1993  and  '94  as  its  core  mainframe 
computer  business  stumbled.  Shocked,  it 
eliminated  nearly  10%  of  its  workforce 
through  attrition  and  a  clampdown  on 


new  hiring.  But  it  also  pushed  up  over- 
seas production  and  started  plowing  in- 
vestment into  such  fast-growth  seg- 
ments as  flash  memory  chips,  personal 
computers,  and  software.  Moreover,  it 
began  moving  less  sophisticated  manu- 
facturing abroad.  It  has  started  mak- 
ing components  for  disk  drives  in  Viet- 
nam and  will  start  assembling  notebook 
PCS  in  Oregon. 

BIGGEST  BENEFICIARIES.  The  bottom 
line:  Fujitsu's  stock  is  at  a  five-year 
high,  and  its  group  net  profit  should 
double,  to  a  record  $857  million  in  fiscal 
'95.  And  there's  room  for  future  profit 
gains,  with  executives  in  no  mood  to 
rest  on  their  laurels.  Even  at  105  yen  to 
the  dollar,  notes  President  TadasW  Sek- 
izawa,  "salaries  are  still  wery  high  by  in- 
ternational standards.  We  have  to  re- 
duce the  numbers  more." 

These  technology  giants  clearly  are 
catching  a  second  wind.  Toshiba,  NEC, 
and  Fiyitsu,  which  have  a  39.5%  share  of 
the  global  semiconductor  market,  were 
the  biggest  beneficiaries  of  last  year's 
40%  jump  in  sales  of  dynamic  random- 
access  memory  chips.  And  while  elec- 
tronics manufacturers  are  leaping  ahead, 
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auto  makers  also  are  advancing.  To  be 
sure,  they  are  struggling  with  a  capacity 
overhang  of  about  4  million  units  a  year 
at  home.  But  they  logged  a  4.8%  gain  in 
Japanese  auto  sales  in  1995,  the  first 
advance  since  1990.  More  important, 
they  are  continuing  to  move  production 
overseas  to  make  high-cost  domestic 
plants  less  of  a  burden. 

Toyota  Motor  Coi-p.,  for  instance,  now 
has  a  global  network  of  52  assembly  and 
parts  plants  to  fall  back  on.  Last  year, 
Toyota  turned  out  350,000  U.  S.-made 
engines,  up  50%  fi'om  1994.  Not  only 
did  the  move  reduce  the  volume  of  ex- 
pensive Japanese  engines  in  U.  S.-made 
cars  but  it  gave  Toyota  exti'as  to  ship 
back  home.  At  the  same  time,  Toyota 
is  stepping  up  its  assault  in  the  U.  S. 
Like  electronics  makere  that  ai'e  focusing 
on  manufacturing  high-profit  lines  at 
home,  Toyota  will  soon  roll  out  a  new 
four-wheel-drive  luxury  offering,  the 
LX450,  through  Lexus  dealers  in  the 
U.  S.  Targeted  at  the  Range  Rover  set, 
the  new  Lexus  will  sell  for  $49,800. 

Other  players,  meanwhile,  are  doing 
something  once  thought  unthinkable — 
breaking  ranks  with  traditional  suppKei-s 


HAPPY  DAYS:  Market  pros  set/  a 
further  gam  of  10%  to  15%  this  year 

to  cut  costs.  Nissan  Motor  Co.,  for  ex- 
ample, recently  kissed  off  longtime  sup- 
plier Jidosha  Kiki  Co.  and  went  outside 
its  keiretsK  family  to  buy  brake  compo- 
nents from  Aisin  Seild  Co.,  21.8%-owned 
by  Toyota.  To  save  even  more,  Nissan 
aims  to  cut  7,000  jobs  by  1998.  All  told, 
such  cost-cutting  has  enabled  the  indus- 
try to  lower  its  breakeven  point  to  95 
yen  to  the  dollar,  fr-om  100  a  year  ago, 
estimates  Morgan  Stanley  &  Co.  ana- 
lyst Koji  Endo.  That  is  taking  the  pres- 
sure off  auto  makers  to  order  major 
plant  closings  at  home. 
CRASH  DIET.  But  Japanese  companies 
still  have  a  lot  more  restractiuing  ahead. 
While  much  of  Japan  Inc.  has  gone  on  a 
crash  diet,  it  still  remains  dramatically 
overemployed.  Most  of  the  job  cuts  so 
far  have  come  from  fobbing  off  older 
workers  to  affiliates  and  simply  not  hir- 
ing new  gi'aduates.  As  a  result,  Japan's 
record  3.5%  jobless  rate  likely  will  rise. 

Sustaining  an  economic  recoveiy  also 
win  I'eciLiir'e  a  broader  cleanup  of  Japan's 
banking  mess.  Several  big  commercial 
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banks  that  founded  and  lent  to  housing- 
finance  companies  called  jiisen  are  being 
forced  to  forgive  $33  bilUon  in  bad  cred- 
its to  the  coUapsed  industiy.  If  the  banks 
start  selling  ecjuity  holdings  to  cover 
these  losses,  the  Nikkei's  rally  could  end. 
Analysts  also  question  whether  Prime 
Minister  Hashimoto  will  be  able  to  fur- 
ther stimulate  the  economy.  Kenneth  S. 
Courtis,  chief  economist  at  Deutsche 
Bank  Capital  Markets  (Asia),  estimates 
Japan's  budget  deficit  should  hit  4.2% 
of  GDP  in  1996,  against  2%  in  the  U.  S. 

But  even  if  the  government  can't 
spend  much  more,  the  economy  seems 
poised  for  an  advance.  Japan's  top-flight 
multinationals  have  cut  costs  to  the 
bone.  Business  investment  is  on  the 
mend.  Money  is  easy.  And  a  rebounding 
Nikkei  is  lifting  overall  sentiment.  To 
be  siu'e,  a  rising  Nikkei  seemed  to  her- 
ald an  economic  rebound  in  1993  and 
'94,  only  to  sputter  out  when  the  recov- 
ery failed  to  materialize.  This  time  may 
be  different.  After  a  nightmarish  ride 
in  the  eai'ly  1990s,  the  Japanese  economy 
may  finally  get  a  reprieve. 

By  Brian  Bremner  and  Steven  Brull 
in  Tokyo 
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International  Business 


FRANCE 


UNDER  SUSPICION: 

LE  rO(/rBUSINESS  ELITE 

The  crackdown  on  corruption  looks  likely  to  widen  in  '96 


For  France's  business  Establishment, 
the  new  year  is  off  to  a  disturbing 
start.  Within  recent  weeks,  three 
of  France's  most  respected  business 
leaders — the  chief  executives  of  Renault, 
Paribas,  and  Bouygues — have  been 
placed  under  investigation  by  French 
magistrates  for  allegations  ranging  from 
bribery  to  accounting  fraud.  And  sourc- 
es say  a  fourth  manager,  the  former 
CEO  of  oil  giant  Elf  Aquitaine,  is  likely 
to  face  inteiTogators  soon. 

The  surge  of  top-level  probes  is  a 
sign  that  the  magistrates'  two-year-old 
crackdown  on  high-level  business  eor- 


interrogators.  Investigating  judge  Eva 
Joly  is  "outraged"  that  he  was  recently 
named  to  nan  the  French  state  railway, 
despite  her  year-long  probe  of  his  al- 
leged misdeeds  at  Elf  in  the  eai'ly  1990s. 
She  is  speeding  up  the  case  and  will 
soon  haul  him  in  to  justify  his  actions, 
the  sources  say. 

Not  just  judges  are  chasing  corpo- 
rate wrongdoers.  Colette  Neuville, 
France's  top  shareholder  rights  advo- 
cate, has  been  exploring  last  summer's 
failure  of  a  bank,  Banque  Pallas-Stem. 
She  says  she'll  soon  ask  prosecutors  to 
file    fraudulent    accounting  charges 


Alcatel  Alsthom  last  April.  He  awaits 
trial  on  charges  of  fraudulent  biUing. 

Moreover,  no  formal  charges  have 
been  brought  against  the  three  latest 
CEOS  under  investigation.  Judges  have 
declared  a  mise  en  examen — a  proce- 
dui"e  requiring  the  executives  to  explain 
away  suspicions.  After  Ustening,  the  in- 
vestigators either  file  charges  or  drop 
the  case. 

IMAGE  CRISIS.  The  inquiries  hitting  the 
big  targets  have  been  under  way  at  low- 
er levels  for  months.  Renault  CEO  Louis 
Schweitzer  is  under  investigation  for  pos- 
sible misdeeds  in  a  government  job  a 
decade  ago.  At  Paribas,  sources  say 
Levy-Lang  requested  a  tyme  en  examen 
to  help  clear  the  bank's  name.  Neither 
they  nor  the  other  executives  recently 
imphcated  in  probes — Le  Floch-Prigent 
and  Martin  Bouygues — would  comment. 

But  whatever  the  cu-cumstances,  it's  a 
blow  for  France's  top  companies  to  have 
CEOs  implicated  in  corruption  probes. 
"It's  absolutely  tenible  for  our  image," 


A  New  Crop  of 
Corporate  Probes 


COMPANY/CEO 
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Louis  Schweitzer 

PARIBAS 

Andre  Levy-Lang 

BOUYGUES 
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ruption  is  moving  into  high 
gear.  Since  last  spring,  in- 
vestigatoi's  have  been  con- 
centrating on  political  figiu'es 
and  even  sent  Alain  Carig- 
non,  a  Cabinet  minister,  to 
prison.  Investigators  "have 
broken  the  taboos  for  politi- 
cians," says  ThieiTy  Jean-Pierre,  a  for- 
mer investigator  who  won  a  European 
Parliament  seat  last  year.  "Now  we'll 
see  taboos  broken  in  business,"  he  be- 
lieves. That  means  the  attack  on 
France's  cozy  business  i>ractices  is  like- 
ly to  widen  in  1996. 
"OUTRAGED."  Under  scrutiny  is  a  verita- 
ble who's  who  of  French  business  (table). 
Ii-onically,  one  investigation  focuses  on 
Andre  Levy-Lang,  the  U.  S. -educated 
boss  of  investment  giant  Compagnie  Fi- 
nanciere  de  Paribas,  who  has  promoted 
corporate  governance  in  France.  And 
sources  say  Loik  Le  Floch-Prigent,  the 
foimer  Elf  Aciuitaine  ceo,  will  soon  face 


ELF  AQUITAINE 

Loik  Le  Floch-Prigent* 


ISSUE 

His  role  in  alleged  wiretapping  as  a  prime 
minister's  aide  in  early  1980s.  Also  involved 
in  a  tainted-blood  scandal. 

Alleged  false  accounts  at  cement  producer 
Ciments  Frangais,  some  of  whose  shares 
Paribas  sold  to  Italy's  Italcementi  in  1992. 


Allegations  of  improper  payments  to  a  politi 
cian  and  collusive  bids  with  competitors 
on  construction  projects. 


PARIBAS' LEVY-LANG 


Under  investigation  for  allegedly  accepting 
cash  for  investmg  company  funds  in  Bider- 
mann,  a  French  clothing  producer. 
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against  several  elite  outside  executives 
who  were  involved  with  the  bank. 

Smaller  prey  are  also  being  chased. 
Early  in  January,  30  chefs  were  hauled 
in  from  such  top  restaurants  as  Tour 
d'Argent.  The  chefs  are  suspected  of 
taking  kickbacks  from  food  suppliers. 
Some  350  Paris  apartment  managers 
are  being  giilled  for  gi-aft  on  heating 
and  repairs. 

To  be  sure,  the  new  crop  of  probes 
could  fizzle.  In  the  past  two  years,  in- 
vestigators have  begun  working  on  two 
dozen  big  business  cases.  Only  one  has 
produced  a  noteworthy  result  so  far: 
Pie  ire  Suard  lost  his  job  as  chaii'man  of 


says  an  executive  of  one 
company.  Renault  officials 
fret  that  the  planned  sale  of 
the  government's  remaining 
51%  stake  in  the  company 
could  suffer,  even  though  the 
Schweitzer  probe  has  noth- 
ing to  do  with  Renault. 
As  the  magistrates  dig  up  fresh  dirt, 
the  impact  of  their  investigations  could 
be  felt  across  Corporate  France.  Jean- 
Marie  d'Huy,  the  judge  who  investi- 
gated Suard  and  who  specializes  in 
business  fraud,  acknowledges  that  cor- 
ruption in  France  "doesn't  touch  all 
companies  by  any  means,  nor  all  of  so- 
ciety as  it  does  in  Italy."  Yet,  he  ar- 
gues, French  companies  are  fraud- 
prone  because  power  tends  to  be 
concentrated  at  the  top.  If  the  growing 
crop  of  investigations  bears  fruit,  some 
of  France's  elite  managers  may  not  be 
exercising  that  power  much  longer. 

By  Stewati.  Toy  in  Paris 


THE  LEGACY  OF  A  POLITICAL  CHAMELEON 


COMMENTARY 

By  Stewart  Toy 


COMPLEX  VISION:  Socialist  Mitterrand  made  France  more  competitive 


Francois  Mitterrand  was  a  cynical 
politician  who  swayed  from  right 
to  left  over  his  lifetime  as  oppor- 
tunity called.  Once  he  staged  a  pho- 
ny assassination  attempt  on  himself 
to  win  sympathy.  Yet  this  complex 
French  President,  who  died  on  Jan. 
8,  ranks  as  one  of  Europe's  most  sig- 
nificant leaders  of  this  century.  He 
remade  France — in  a  more  positive 
way  than  many  critics  realize — even 
if  he  didn't  always  intend  to. 

Mitterrand  put  France  through  a 
foolish  sociahst  experiment  at  the 
start  of  his  14-year  reign,  nationaliz- 
ing industry  and  lavishing  benefits  on 
workers.  It  was  doomed  from  the 
outset  in  a  free-market  world.  But  it 
was  an  experience  that  France  need- 
ed to  get  out  of  its  system,  given  its 
heritage  of  a  militant  left  that  rarely 
ruled  but  posed  a  constant  disruptive 
threat.  Mitterrand  won  sociahsm  the 
chance  to  govern.  As  a  result,  he  un- 
intentionally destroyed  it  and  pro- 
duced a  healthy  centrist  consensus  in 
the  once-polarized  country. 

As  a  poUtical  chameleon,  Mitter- 
rand served  France  well  by  switch- 
ing course  only  a  year  after  his  1981 
election.  Although  he  continued  to 
pay  lip  service  to  socialism,  Mitter- 
rand saw  that  France  needed  a  dose 
of  liberalism  if  its  industry  was  to 
survive  global  competition.  He  spent 
most  of  his  tenure  liberalizing  the 
regimented  economy  he  inherited. 
He  killed  controls  on  wages,  prices, 
and  capital.  He  let  companies  lay  off 
workers  without  government  permis- 
sion and  ordered  state  companies  to 
make  a  profit.  Only  a  Socialist  could 
have  gotten  away  with  it. 
LONGEVITY'S  COSTS.  It's  true  that  the 
late  President  didn't  go  far  enough. 
He  refused  to  privatize  industry,  and 
he  let  bureaucrats  micromanage  the 
economy.  Still,  his  reforms  led  to  a 
wave  of  industrial  restructuring  that 
boosted  French  efficiency.  In  almost 
every  year  of  his  reign,  which  ended 
last  May,  productivity  grew  faster  in 
France  than  in  Germany. 

Mitterrand  also  made  France  a 
more  positive  force  internationally. 
Although  his  vision  of  French 
grandeur  differed  httle  from  that  of 
his  early  archrival,  Charles  de 
Gaulle,  realist  Mitterrand  accepted 
that  France  could  no  longer  go  it 
alone.  He  moved  closer  to  NATO  and 


built  more  cordial  ties  with  the  U.  S. 

But  European  integration  became 
Mitterrand's  top  priority.  Unhke  his 
predecessors,  who  waffled  between 
cantankerous  nationahsm  and  inac- 
tion, he  realized  that  a  diminished 
France  needed  Europe  more  than 
the  other  way  around.  He  became 
the  biggest  promoter  of  a  united  Eu- 
rope— even  giving  up  part  of 
France's  sovereignty  by  letting  Brus- 
sels control  product  standards,  an- 
titmst  policy,  and  other  niles.  An  un- 
stated goal  was  to  harness  Germany 
in  a  French-run  Europe. 

Europe,  of  course,  is  not  turning 
out  as  MitteiTand  hoped.  A  reunified 
Germany  is  proving  less  willing  to 
jump  thi'ough  hoops.  Pait  of  the 
blame  Ues  with  Mitterrand  himself. 
He  never  quite  comprehended  Europe 
after  the  fall  of  the  Berlin  Wall  and 
seemed  paralyzed  in  dealing  with  Eu- 
rope's new  order.  As  he  aged,  Mitter- 
rand reverted  to  old  French  reflexes: 
blocking  Europe's  moves  toward  free 
competition  and  resisting  German-led 


Mitterrand  seemed 
paralyzed  in 
dealing  with 

Europe's  new  order 


efforts  to  democratize  European  insti- 
tutions. He  muffed  his  chance  to  tie 
the  European  knot  quickly,  before 
backlash  against  the  short-term  eco- 
nomic costs  could  unravel  the  process. 
That's  what's  happening  now. 

Mitterrand  leaves  the  scene  at  a 
time  of  great  self-doubt  in  France. 
The  nation's  economy  is  sinking,  its 
role  in  Europe  has  weakened,  and 
scandals  are  scarring  the  Establish- 
ment (page  58).  But  a  few  lessons 
can  be  drawn  from  his  era.  For  one 
thing,  14  years  is  too  long  to  rule  a 
modem  country:  Longevity  breeds 
corruption  and  kills  purpose.  Toward 
the  end  of  his  reign — the  longest  of 
any  French  ruler  since  Napoleon — 
Mitterrand  said  as  much,  though  he 
wouldn't  quit.  A  second  lesson  is  that 
France  should  join  global  capitalism, 
not  fight  it.  Oddly,  French  conserva- 
tives are  just  as  guilty  as  socialists 
of  state  intervention. 

As  France  bid  adieu  to  its  ex- 
President  in  a  mass  at  Notre  Dame 
cathedral,  one  message  was  clear: 
For  all  his  faults,  Mitterrand  helped 
France  shake  off  the  ghosts  of  a  divi- 
sive past.  If  France's  new  rulers  still 
have  a  hope  of  keeping  their  country 
in  the  global  power  game,  it  may  be 
largely  thanks  to  the  pragmatic  poli- 
tics of  Francois  Mitterrand. 


Toy  is  BUSINESS  week's  Paris 
bureau  chief. 
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Why  Enron  renegotiated  its  deal-on  Maharashtra's  terms 


Did  Enron  Corp.  blink?  After  months 
of  bitter  exchanges,  the  natural-gas 
and  pipeline  company  and  Indian 
negotiators  agi-eed  on  Jan.  8  to  revive 
the  country's  controversial  Dabhol  powd- 
er project.  Last  summer,  Maharashtra 
state's  new  chief  minister,  Manohar 
Joshi — who  rode  to  power  on  a  pledge 
to  "drive  Enron  into 
the  sea" — cancelled 
the  project,  citing 
padded  costs  and  too 
high  electricity  rates. 

Joshi  now  seems 
to  have  emerged  as 
the  biggest  winner  in 
the  battle.  The  new 
deal  he  cut  with  En- 
ron cuts  the  project's 
price  tag  11%,  to 
$2.5  billion,  lowers 
the  proposed  elec- 
tricity rates  Enron 
can  charge  its  cus- 
tomers, and  makes  a 
state-owTied  utility  a 
new  30%  partner  of 
the  project.  The  deal 
also  increases  the 
plant's  output  to 
2,450  megawatts 
from  2,015,  resulting 
in  what  Indian  offi- 
cials claim  ranks 
among  the  lowest 
cost  per  megawatt  in 
the  country.  "Maha- 
rashtra has  gained 
tremendously  by  this 
decision,"  Joshi  says. 

One  reason  the  Houston  company 
may  have  given  such  a  sweet  deal  is 
that  it  has  more  at  stake  in  Dabhol  than 
the  power  project.  The  $9  billion  com- 
pany has  29  global  power  and  pipeUne 
projects  pending  or  unde)-  way  in  Bo- 
livia, Brazil,  China,  and  Ti!-ke_y.  Enron  is 
also  leading  a  $4  billion  liquefied  natural 
gas  processing  plant  in  Qatar  tliat  needs 
the  Indian  plant  as  a  buyer  for  its  fuel. 
WIGGLE  ROOM.  Enron  therefore  sorely 
needed  a  Dabhol  settlement  to  demon- 
strate that  its  global  power  strategy 
can't  be  easily  derailed  by  local  politics. 
"The  facihty  looks  a  lot  more  secure  as 
a  project  that  will  make  money,"  says 


Donaldson,  Lufkin  &  Jenrette  Securi- 
ties Corp.  analyst  Curt  N.  Launer. 

It  could  also  convince  leaders  of  oth- 
er developing  nations  that  the  company 
and  its  tough  chief  negotiator,  Enron 
Development  ceo  Rebecca  P.  Mark, 
aren't  as  hard-nosed  as  they  have 
seemed.  Since  Dabhol  flared  up,  Mozam- 


UPPER  HAND: 

Joshi  got  a 
bigger  plant 
at  lower  cost 


prompted  Enron  to  withdraw  a  suit 
seeking  $500  million  in  damages  from 
Maharashtra  for  the  plant's  cancellation. 

Enron  gave  up  a  lot  to  get  the  deal 
moving.  In  addition  to  building  a  more 
powerful  plant  for  substantially  lower 
electrical  rates,  it  gave  the  state  utihty 
a  voice  in  future  decisions  related  to 
the  plant.  Upon  cancellation,  Enron  lost 
a  profit  of  $75  million  from  the  sale  of  a 
20%  stake  in  the  project  to  New  Or- 
leans-based utiUty  Entergy  Corp.  Mark 
declines  comment  on  the  project's  new 
expected  rate  of  return,  once  estimated 
to  be  as  high  as  23%.  However,  the  re- 
structuring "makes  it  a  very  rational 
process  for  us  and  still  provides  very 
fair  rates  of  return  for  our  sharehold- 
ers," says  Mark. 

For  its  part,  India 
hopes  to  improve  a 
tarnished  reputation  in 
the  international  busi- 
ness community,  which 
viewed  the  contract  repudiation  as  a 
dangerous  shift.  The  cancellation  of  the 
project  had  been  held  out  as  a  victory 
for  the  country's  antiforeign  Hindu  na- 
tionahsts.  Being  able  to  secure  the  deal 
on  better  terms  is  now  hailed  as  a  vic- 
tory. "It's  a  great  case  study  of  how 
well  India  functions,"  says  Ajay  Shah, 
an  opponent  of  the  original  agreement 
and  president  of  a  Bombay  think  tank. 
Although  India  has  no  regiilatoiy  frame- 
work for  setting  up  utihties,  he  says,  a 
second  negotiation  produced  a  deal  at 
more  favorable  terms  than  an  earlier 
one  reached  by  members  of  Prime  Min- 
ister P.  V.  Narasimha  Rao's  Congress 
Party. 

Potential  snags  remain,  but  Mark 
says  that  they  won't  be  major  hurdles. 
Enron  and  Maharashtra  must  reach  a 
new  power-purchase  agreement.  Then 
lenders  must  approve  the  revised  terms. 
Pending  those  approvals,  construction 
could  resume  in  90  days,  says  Mark. 
She  says  anticipated  savings  in  equip- 


Enron  sorely  needed  a  settlement  in  India 
to  demonstrate  that  its  global  power  strategy 
can't  be  derailed  by  local  politics 


bique  officials  complained  of  Enron's 
tactics  in  negotiating  a  gas-pipehne  con- 
tract in  that  southern  African  country. 
"[Dabhol]  has  been  such  a  publicly 
played-out  wrangle  that  it  has  focused 
the  attention  of  other  governments," 
says  Julia  Nanay,  a  director  at  Wash- 
ington-based energy  consultant  Petro- 
leum Finance  Co.  The  renegotiation 


ment  costs  in  a  second  phase  of  the 
project  will  offset  the  lower  electricity 
rates.  "We're  comfortable  with  the  proj- 
ect," says  Mark.  With  so  much  at  stake 
in  other  dealings,  the  best  course  for 
Em-on  was  to  settle  with  India  now — to 
ensure  keeping  on  track  elsewhere. 

By  Gary  McWilliams  in  Houston, 
until  Sharon  Moshavi  in  Bombay 
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Just  as  original  as  the  originair 
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POLAND:  SO  MUCH 

FOR  KWASNIEWSKI'S  HONEYMOON  

is  President  of  all  of  Poland,"  says  Andrzej  Olechowski,  the 
former  Foreign  Minister  now  running  his  own  center-right 
party,  Movement  of  100.  Oleksy  made  matters  worse  by  firing 
a  deputy  interior  minister  working  on  the  case  and  replacing 
him  with  an  old  chum. 

The  political  battling  hasn't  had  time  to  huit  the  economy, 
which  is  still  chugging  along  at  a  6%  annual  clip.  The  scan- 
dal may  even  have  the  effect  of  forcing  Kwasniewski  to 
toe  the  reform  line — to  ease  local  and  foreign  investors' 
suspicions.  The  President  has  made  it  clear  that  he  intends 
to  reform  the  pension  system,  rein  in 
spending,  speed  up  privatization,  and  push 
for  membership  in  nato  and  the  European 
Union.  He  can  deliver  because  the  sld 
dominates  parliament. 
HOT  NEW  MARKET.  But  the  two  sides  have 
to  be  careful  that  the  squabbling  doesn't 
get  out  of  control.  Nasty  election  tactics,  in- 
cluding Walesa's  red-baiting,  left  Poles  with 
a  bitter  taste.  Now,  the  mudsUnging  is  con- 
tinuing as  if  the  campaign  wasn't  over.  The 
treasury,  headed  by  an  SLD  minister,  is  say- 
ing Walesa  owes  back  taxes  on  the  $1  mil- 
Uon  he  received  fi'om  Warner  Bros,  in  1989 
for  the  film  rights  to  his  life.  For  their 
part,  Walesa  supporters  are  hammering  away  at  Kwas- 
niewski's  lies  about  his  education  and  his  refusal  to  disclose 
possible  conflicts  of  interest  with  his  wife's  business  activities. 
There's  a  risk  that  the  cachet  Poland  has  gained  as  a  hot  new 
emerging  market  could  be  tarnished. 

What's  certain  is  that  former  communists' 


Pink  smoke  bombs  and  a  pig's  head  waved  on  a  stick 
greeted  the  inauguration  of  Aleksander  Kwasniewski  as 
Poland's  President  on  Dec.  23.  A  crowd  of  1,000  or  so 
marched  through  Warsaw,  jeering  his  communist  past.  Outgo- 
ing President  Lech  Walesa  refused  to  show  up.  Instead,  he  re- 
treated to  Gdansk  in  a  huff,  aiming  to  resume  work  as  an 
electrician  in  the  shipyards  where  he  started  the  anticommu- 
nist  revolution  15  years  ago. 

Before  he  left,  Walesa  tossed  a  bomb  of  his  own.  His  outgo- 
ing Interior  Minister,  Andrzej  Milczanowski,  charged  Prime 
Minister  Jozef  Oleksy — a  Kwasniewski 
ally — with  spying  for  Russia.  Oleksy  ad- 
mits a  friendly  relationship  of  dinners  and 
hunting  trips  vnth  Vladimir  Alganov,  a  So- 
viet inteUigence  officer  in  Warsaw  from 
1981  to  1992  but  dismisses  the  espionage 
charges  as  a  "dirty  fabrication."  But  on 
Jan.  8  he  began  a  short  "holiday"  while  the 
cliief  military  prosecutor  and  a  special  par- 
liamentary committee  probe  the  allegations. 
"RED  WEB."  The  Oleksy  affair  has  dealt  the 
slick  41-year-old  Kwasniewski  a  severe  set- 
back. He  had  campaigned  as  a  Polish  jfk — 
a  charismatic  reformer  and  conciliator  who 
could  bridge  the  gap  between  Poland's  bit- 
terly divided  poUtical  blocs.  But  now,  "Poland  is  more  divid- 
ed than  before  the  election,"  says  poUtical  scientist  Helena 
Bartnowska.  Indeed,  the  spy  charges  have  dashed  Kwas- 
niewski's  plan  to  biing  centrist  leaders  into  his  circle.  Such  fig- 
ures, says  an  insider,  are  avoiding  their  phones.  In  a  gesture 
of  unity,  Kwasniewski  has  even  resigned  from  the  Demo- 
cratic Left  Alliance  (sld),  the  leftist  party  he  headed.  But  few 
are  impressed. 

Kwasniewski's  handling  of  the  affair  has  not  helped.  Instead 
of  calling  for  Oleksy  to  step  aside  while  being  investigated,  he 
kept  quiet,  adding  to  many  Poles'  fears  that  he's  part  of  a 
"red  web"  crony  system.  "He  damaged  his  efforts  to  prove  he 


GLOBAL  WRAPUP 


KWASNIEWSKI:  The  wrong  move 


efforts  to  look 

Uke  responsible  leaders  of  the  future  have  been  severely 
hurt.  They  are  probably  in  for  trouble  in  the  parUamentary 
elections  in  1997.  Kwasniewski's  best  course  is  to  make  sure 
that  the  inquiry  into  Oleksy's  actions  is  handled  objectively 
from  now  on.  Othei-vdse,  his  presidency  could  be  crippled. 

By  Karen  Lourry  Miller  in  Bonn 


GERMAN  PHONE  FOLLIES 

►  Deutsche  Telekom,  the  giant  Ger- 
man phone  monopoly,  is  suffering 
from  a  New  Year's  hangover.  It  has 
been  blasted  for  mistakenly  charging 
11  million  customers  weekday  rates 
on  the  holiday — which  fell  on  Mon- 
day— rather  than  cheaper  holiday 
rates.  Customers  are  also  in  an  up- 
roar over  plans  to  cut  long-distance 
charges  but  raise  local  rates.  There  is 
even  concern  that  these  pratfalls 
could  set  back  Chancellor  Helmut 
Kohl's  efforts  to  privatize  the  phone 


company.  To  atone,  Deutsche  Telekom 
will  offer  cut  rates  on  the  last  Sunday 
in  February. 

TROUBLED  TURKEY 

►  Turkey  has  been  rocked  by  violence 
and  political  turmoil  since  last  month's 
inconclusive  general  elections  gave  a 
big  boost  to  Islamists.  The  most 
shocking  incident  came  on  Jan.  9, 
when  gunmen  killed  two  leading  in- 
dustrialists in  an  Istanbul  office  tower. 
The  dead  men,  Ozdemir  Sabanci  and 
Haluk  Gorgun,  headed  the  local  Toyo- 
ta venture — the  largest  Japanese  in- 


vestment in  Turkey.  The  Sabancis  con- 
trol one  of  Turkey's  two  most  power- 
ful business  empires,  including  a  50% 
stake  in  the  Toyota  plant.  The  author- 
ities are  putting  the  blame  for  the  at- 
tack on  leftist  guerrillas. 

The  political  uncertainty  seems 
likely  to  continue  for  some  time.  Nec- 
mettin  Erbakan,  leader  of  the  Isla- 
mist Refah  Party,  which  won  the  larg- 
est bloc  in  parliament,  has  been 
invited  to  form  a  government.  But  he 
is  widely  expected  to  fail,  and  a  cen- 
ter-right coalition  may  eventually 
come  to  power. 
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Mien  Kerkorian's  can 
started  praising  Lutz 
last  fall,  they  were 
seen  to  be  courting  Ml 
Lutz  savs  he  .''never 
even  considered" 
^^^Itching  sides 


EXECUTIVE  SUITE 


CHRYSLER'S  MOST 
VALUABLE  PLAYER? 

Extending  Bob  Lutz's  contract  weakens  Kerkorian's  hand 


1963-71  Joined  General  Motors  as  a  product  planner.  Eventually  promoted 
to  head  of  sales  and  marketing  at  Opel  unit  in  Germany 

1971-1974  Executive  vice-president  of  sales  and  director,  BMW  in  Munich 

1974-86  Joined  Ford  Motor  as  chairman  of  German  operations.  Rose  to 
head  international  operations 

19S6  Joined  Chrysler  as  executive  vice-president  and  director 


In  the  battle  for  control  of  Chrysler 
Corp.,  President  Robert  A.  Lutz  is 
the  wild  card.  Chairman  Robert  J. 
Eaton  needs  his  product  expertise 
and  vision.  Investoi-s  fi-et  that  Clirysler's 
stock  would  tumble  without  him.  And 
disgiuntled  shareholder  Kirk  Kerkorian 
would  love  to  lure  Lutz  into  his  camp. 

Now,  Chi-ysler's  board  may  be  trump- 
ing Kerkorian.  On  Jan.  4,  Lutz  told 
BUSINESS  WEEK  that  the  board  had  ex- 
tended his  contract  for  two  years  past 
Chiysler's  mandatoiy  retii'ement  age  of 
65 — imtil  February,  1999.  "Reports  of 
my  pending  retirement,"  he  says,  "have 
turned  out  to  be  gi'eatly  exaggerated." 

Chrysler  officially  declines  comment, 
but  insiders  say  keeping  Lutz  is  cm- 
cial  to  prevailing  over  Kerkoiian,  who  is 
gearing  up  for  a  spring  proxy  battle  to 
put  his  top  aide,  fomier  Chrysler  Chief 
Financial  Officer  Jerome  B.  York,  on 
Chrysler's  board.  ExtentUng  Lutz's  reign 
diminishes  concerns  that  Kerkorian  has 
stiiTed  up.  Notes  Theodore  Shasta,  an 
analyst  at  investment  firm  Loomis, 
Sayles  &  Co.,  a  big  shai'eholder:  "Lutz  is 
the  guy  that  Wall  Street  loves." 
"A  PLUS."  More  than  anyone  else,  Lutz  is 
responsible  for  Chrysler's  cuiTent  suc- 
cess. The  chaiismatic  fonner  fighter  pilot 
revamped  Chrysler's  engineering  ranks 
into  nimble,  cross-fimctional  teams  and 
championed  daring  styling  to  match  the 
sporty  performance  of  models  such  as 
the  Dodge  Intrepid  sedan  and  Ram  pick- 
up. A  stiing  i)f  iK)pular  models  has  boost- 
ed Chrysler's  I J .  S.  market  share  two 
points  in  the  past  five  years,  to  14.3%. 
Says  one  Chrysle)-  exec:  "Keeping  Bob  is 
a  plus  in  the  Kerkorian  fight,  but  it's 
also  a  plus  for  the  company  overall." 

It's  hard  to  picture  Clirysler  without 
Lutz.  The  Cuban-cigai-wieiding  execu- 
tive personifies  Chryslei*'s  image  as  Mo- 
town's  brashest  auto  maker  His  flam- 
boyant, often  combative  personality 
probably  cost  him  the  chainnanship  be- 
cause of  clashes  with  his  previous  boss, 
Lee  A.  lacocca.  But  his  Iblunt  opinions 
and  streamlined  approach  to  product 
development  make  him  a  standout 


among  Big  Three  execs.  When  he  and 
Eaton  introduced  the  new  Plymouth 
Prowler  earlier  this  month,  Lutz  curtly 
summed  up  his  thoughts  on  critics  of 
the  retro-styled  hot  rod:  "If  some  people 
don't  like  it,  well,  we  just  don't  care." 

Eaton,  whose  image  is  decidedly  low- 
er-key, calls  Lutz  "integral  to  our  suc- 
cess." Against  long  odds,  the  two  have 
established  a  close  working  relationship. 
In  March,  1992,  after  Eaton  left  Gener- 


ROBERT  A.  LUTZ 


FEB.  12, 1932  Born  in  Zurich, 
the  son  of  a  Swiss  banker 

1943  Became  a  U.S.  citizen  when 
his  parents  were  naturalized 

1954-59  U.S.  Marine  Corps  pilot 

1959-62  Earned  BS  and  MBA  at  the 
University  of  California  at  Berkeley 


1991  Named  Chrysler's  president 


al  Motors  Corj).  and  beat  out  Lutz  to 
succeed  lacocca,  all  of  Detroit  expected 
Lutz  to  quit.  Instead,  he  and  Eaton 
bonded  because  of  their  love  of  fast 
cars — and  a  shared  wish  to  see  lacocca 
retire  on  schedule.  Eaton  approved  the 
company's  five-yeai-  product  plan  and 
gave  Lutz  free  rein  to  execute  it. 

Lutz  embraced  the  chance.  "I  have  an 
unusual  ability  to  direct  the  product- 
creation  process,  sort  of  a  gift,"  he  says. 
"I'm  much  like  the  conductor  of  a  sym- 
phony orchestra."  In  1989,  he  and  engi- 
neering exec  Francois  J.  Castaing  creat- 
ed Chrysler's  vaunted  "platform  teams," 
which  organized  engineers  around  spe- 
cific models.  The  teams  were  later  ex- 
panded to  include  marketing,  manufac- 


turing, design,  and  financial  staffers. 

Tearing  down  walls  between  the 
groups  made  product  development  fast- 
er and  cheaper  and  unleashed  staffers' 
creativity,  leading  to  better-looking,  bet- 
ter-performing vehicles.  Creating  the 
teams  "was  a  total  180-degree  turn," 
says  Robert  S.  "Steve"  Miller  Jr,  for- 
merly Chrysler's  chief  financial  officer 
and  now  CEO  of  Morrison  Knudsen 
Corp.  "[Lutz's]  product  vision  was  differ- 
ent fi'om  anything  we  had  seen  before." 

Even  York  concedes  that  Lutz,  whose 
total  compensation  came  to  $4.6  million 
in  1994,  "is  arguably  the  best  product- 
development  executive  on  a  worldwide 
basis."  Nonetheless,  Kerkorian  &  Co. 
hold  Lutz  and  Eaton  accountable  for 
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what  they  say  is  Chiysler's  chief  fail- 
ing— spotty  quality.  Although  some  of 
Chrysler's  trucks  rank  near  the  top  in 
J.  D.  Power  &  Associates  Inc.'s  1995 
quality  survey,  its  cars  rank  below  the 
industry  average.  Since  1991,  Lutz  has 
overseen  day-to-day  operations  that 
have  the  greatest  impact  on  quality. 

Lutz  has  long  contended  that  the 
quality  gap  between  Chrysler  and  in- 
dustry leaders  Honda  Motor  Co.  and 
Toyota  Motor  Coip.  is  insignificant.  But 
consultants  and  analysts  say  he  hasn't 
used  his  clout  to  stamp  out  defects.  And 
Lutz  admits  that  Chiysler  needs  to  put 
"tremendous  focus"  on  improving  quality. 

It's  just  one  conviction  he  shares  with 
Eaton.  And  when  the  two  Bobs  don't 
agree,  they  hash  out  their  differences  in 
private.  Lutz,  for  example,  wanted  to 
annoimce  the  Prowler  months  before  its 
Jan.  3  introduction.  When  Eaton  over- 
ruled him,  saying  Chrysler  too  often 
alerts  rivals  to  upcoming  products,  Lutz 
accepted  the  decision  amiably.  "If  we'i'e 
at  loggerheads,  it's  always  strictly  busi- 
ness," he  says.  "It  never  gets  personal." 

Such  congeniality  is  a  far  cry  fi'om 
the  state  of  war  that  prevailed  between 


Lutz  and  lacocca.  Lutz  often  ridiculed 
lacocca's  sense  of  style  and  mimicked 
him  mahciously.  In  1991,  when  lacocca 
was  exploiing  a  merger  with  Fiat,  Lutz 
argued  loudly  that  Cluysler  should  go  it 
alone.  After  the  talks  fell  apart,  he  told 
reporters:  "You  really  can't  find  a  hus- 
band for  a  woman  who  is  sick  on  her 
deathbed  in  the  hospital." 

Just  five  years  later,  Chiysler  is  re- 
mai-kably  robust.  Insiders  say  Lutz  hat- 
ed the  thought  of  retuing  on  schedule,  in 
Febmaiy,  1997,  because  he's  reveUng  in 
the  turnaround.  When  York  publicly 
praised  Lutz  last  fall,  he  was  widely  seen 
to  be  coiuting  him.  But  Lutz  says  he 
"never  even  considered"  switching  sides. 
That's  not  to  say  Kerkorian's  interest 
didn't  prompt  the  contract  extension. 
"Some  of  the  thing's  the  other  side  had  to 
say  put  Bob  in  a  pretty  good  position 
around  hei-e,"  says  one  Chiysler  exec. 

It's  a  position  he  traveled  a  long  and 
storied  road  to  reach.  Born  in  Zurich 
in  1932,  Lutz  moved  to  New  York  City 
as  a  child  when  his  father,  a  banker  at 
Credit  Suisse,  was  posted  there.  He  be- 
came a  U.S.  citizen  at  11.  Because  he 
switched  schools  and  continents  repeat- 


TOP  GUN:  Lutz  pilots  his  600-mph 
Albatros  jet  fighter  on  iveekends 


edly,  he  didn't  finish  high  school  until  he 
was  22.  But  along  the  way,  he  mastered 
English,  French,  and  German — and 
enough  Italian  to  coach  a  Siena  bar- 
tender on  making  a  diy  martini. 

Captivated  from  an  early  age  by  mo- 
torcycles, cars,  and  planes,  he  headed 
for  the  Maiine  Coi^ds  intent  on  becoming 
a  fighter  pilot.  After  flying  jets  for  five 
years,  he  moved  to  California  in  1959 
and  later  earned  a  BS  and  an  mba  at 
the  University  of  CalifoiTiia  at  Berkeley. 

Then  began  his  fast  ride  through  the 
auto  industiy.  A  Ford  Motor  Co.  recmt- 
er  wooed  him  fii-st,  but  Lutz's  father  pre- 
vailed on  an  acquaintance,  Fred  Donner, 
then  chairman  of  gm,  to  give  him  an 
interview.  Lutz  was  liii'ed  as  a  planner 
Two  years  later,  he  went  to  gm's  Ger- 
man unit  and  quickly  rose  to  executive 
vice-president  for  sales  and  marketing. 
In  1971,  he  moved  to  bmw  as  marketing 
dii-ector  Thi'ee  years  later,  he  went  to 
Ford's  European  operations,  where  he 
shot  up  the  ranks,  becoming  head  of 
Ford  of  Em-ope  Inc.  in  1979.  In  1982,  he 
returned  to  the  U.  S.  as  executive  vice- 
president  for  international  operations. 
A  POTHOLE.  Then  came  a  brief  stum- 
ble. Ford's  European  business  abruptly 
plummeted,  and  many  insiders  held 
Lutz  responsible.  He  was  sent  back  to 
Europe  to  fix  the  problem,  and  when 
he  returned  to  Dearborn  two  years  lat- 
er, he  was  sidetracked  to  head  Ford's 
sleepy  truck  operations.  From  there, 
lacocca  plucked  him  to  join  Chiysler  as 
an  executive  vice-president  in  1986.  He 
became  president  in  1991,  but  his  rela- 
tions with  lacocca  were  ah'eady  soming. 

Lutz's  enthusiasm  foi'  liigh  speed  has 
never  faded.  He  owns  a  dozen  cars  and 
five  motorcycles  and  a  hulking  Lambor- 
ghini V-12  engine  sits  on  the  floor  of 
his  office.  Lutz  often  pilots  his  McDon- 
nell Douglas  Corp.  helicopter  from  his 
nearby  Ann  Arbor  home  to  Auburn 
Hills.  His  daredevil  persona  was  etched 
in  Motor  City  histoiy  when  he  crash- 
landed  another  copter  in  1991,  walking 
away  with  minor  injuiies.  His  latest  toy 
is  a  Czech-made  L-39C  Albatros  jet 
fighter  On  weekends,  Lutz  and  his  tliii"d 
wife,  Denise,  streak  across  the  Michigan 
sky  at  nearly  600  miles  per  hour — a 
pastime  that  led  a  Detroit  TV  station 
to  dub  him  "Chrysler's  top  gun." 

While  he  hasn't  achieved  his  dream 
of  holding  the  top  spot  at  one  of  the  Big 
Thi'ee,  Lutz  knows  he's  wanted  at  Chiys- 
ler into  1999.  For  Chrysler's  rivals — and 
for  its  best-known  shai'eholder — ^the  pros- 
pect of  Lutz  staying  on  for  three  more 
years  can't  be  a  comforting  thought. 

By  Bill  Vl.asic  and 
David  Woodruff  in  Detroit 


BUSINESS  WEEK  /  JANUARY  22,  1996  65 


Cover  Story 


scon  McNEALY'S 
RISING  SUN 

How  he's  taking  the  computer  maker  to  new  heights 


Scott  McNealy  was  dog-tired.  For  weeks,  the  chief  exec- 
utive of  Sun  Microsystems  Inc.  had  been  seahng  deal 
after  deal  for  Java,  Sun's  red-hot  Internet  software.  By 
the  first  week  in  December,  a  bunch  of  the  top  names 
in  computing — eveiyone  from  Internet  star  Netscape  Commu- 
nications to  database  kingj^in  Oracle  Systems  to  ibm — had  en- 
dorsed Java.  Eveiyone,  that  is,  except  Microsoft  Corp.  The 
software  giant  was  holding  out  for-  the  same  reason  eveiyone 
else  was  so  excited:  Java  progi'ams  nin  on  any  hardware  or 
operating  system,  bypassing  Bill  Gates's  cash  cow,  Windows. 

After  three  frenzied  days  of  meetings  in  New  York, 
McNealy  was  looking  foi-ward  to  a 
ftill  night's  sleep.  All  the  schmooz- 
ing— including  talks  with  ibm  ceo 
Louis  V.  Gerstner  Jr.  that  had  yield- 
ed a  promise  by  the  world's  biggest 
computer  maker  to  use  Java — was 
taking  its  toll.  And  back  home,  Mc- 
Nealy's  4-week-old  firstborn  had 
been  cutting  into  his  shut-eye.  The 
following  day,  Dec.  7,  would  be  an- 
other marathon:  an  interview  at 
CNBC,  customer  meetings,  and  a  trip 
home  on  the  leased  corporate  jet  in 
time  for  a  business  dinner — and  a 
San  Jose  Sharks  hockey  game. 
NO  LIGHTWEIGHT.  At  2  a.m.,  the 

phone  in  his  room  at  the  Grand  Hyatt  jangled  McNealy 
awake.  It  was  Sun  co-founder  and  Javameister  William  N.  Joy 
with  big  news:  Joy  had  just  received  a  fax  from  Microsoft 
Senior  Vice-President  Uoger  Heinen.  Microsoft  had  agi'eed  to 
license  Java  on  Sun's  temis — ending  four  weeks  of  negotia- 
tions. Time  to  uncoi-k  the  bubbly?  Or  spread  the  word  across 
the  Net?  No  way.  Clu-onically  sleep-deprived,  McNealy  mum- 
bled, "Great  job,"  and  rolled  oven 

CoiTection:  incredible  job.  Microsoft's  capit- 
ulation stands  as  a  defining  moment  for  Sun 
and  its  41-year-old  ceo.  For  more  than  a 
decade,  McNealy  has  shouted  himself  hoarse 
preaching  the  gospel  of  network  computing — the  notion  that 


you  begin  to  realize  the  tioie  value  of  computers  only  when 
they  work  together  in  networks.  The  message  worked  well 
with  technically  demanding  customers  in  engi- 
neering depaitments  and  Wall  Street  trading 
rooms,  who  couldn't  survive  on  ordinary 
personal  computers  and  their  crade  local- 
area  networks.  So  Sun  became  tops  in 
engineei-ing  workstations.  But  it  bare- 
ly made  a  dent  in  the  far  lai-ger  mar- 
ket for  mainstream  office  comput- 
ers. By  the  early  1990s,  sales 


a  I  want  Sun  to  be 
controversial.  If 
everybody  believes  in 
your  strategy,  you  have 
zero  chance  of  profit 

—  SCOTT  McNEALY.CEO 
Sun  Microsystems 

(Shown  with  Java  logo) 
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>^  With  its  core  business 

generating  record  earnings 
and  the  Internet  boom  and  the 
frenzy  over  Java  adding  fuel, 
Sun's  stock  has  hit  new  highs. 
But  the  atw/ays  competitive 
McNealy,  who  likes  to  use  his 
stock  price  to  keep  score  against 
competitors,  figures  it  can  do 
better.  His  goal:  $100  in  1996. 


Sun's  Stock 
^"  Has  Tripled... 


...But  It 

Lags 
Other 
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slowed,  profits  dropped,  and  it  seemed  the  company  would 
never  break  into  the  big  time. 

That,  however,  was  before  the  Internet  explosion  and 
Java.  With  businesses  tripping  over  themselves  in  the  past  18 
months  to  get  on  the  Net,  Sun's  mantra — "The  Network  is 
the  Computer" — has  begun  to  resonate  around  the  globe. 
Even  the  mighty  William  H.  Gates  III — whose  software 
dominates  the  huge  PC  market — concedes  that  McNealy's 
Sun  has  the  right  stuff  for  the  next  era  of  computing. 

That  Sun  nov/  finds  itself  in  the  center  of  the  computing  uni- 
verse has  a  lot  to  do  with  the  unlikely  character  at  the  top. 
The  toothy,  boyish-looking  McNealy  has  an  unusual  resume  m 
an  industry  driven  by  technical  whizzes  and  creative  entrepren- 
eurs. Unlike  Gates  or  Steven  P.  Jobs,  he  didn't  ch'op  out  of  col- 
lege to  answer  the  call  of  the  biu'geoning  PC  business.  Nor  did 
he  work  his  way  up  through  engineering,  as  did  Intel  Corp.'s 
Andrew  S.  Grove  and  dozens  of  other  Silicon  Valley  execs. 


You  won't  find  McNealy  sweating  over  computer  code 
down  in  the  engineering  lab.  He  studied  economics  at  Har- 
vard University  and  got  his  mba  at  Stanford.  His  passions  are 
hockey  and  golf  And  he's  famous  for  sophomoric  pranks  and 
shoot-from-the-hp  one-hners.  Typical  of  his  wit  is  this  as- 
sessment of  Microsoft's  Windows  and  ms-dos:  "whipped  cream 
on  a  road  apple." 

But  McNealy  has  proved  to  be 
anything  but  a  lightweight.  In- 
deed, while  CEOS  with  better 
technical  credentials  have 
flamed  out — flitting  from 
one  techno-fad  to  anoth- 
er or  neglecting  the 
fundamentals    of  the 
business — McNealy  has 
emerged  as  one  of  the 
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Scott  G.  McNealy 


TflLECEO,  Sun  Microsystems 
V&LUE OF  SiHi STOCK  Over  $200  million 
&(mN  Columbus,  Indiana,  1954 
EimCATIOII  BA,  Harvard;  MBA,  Stanford 
m  HISTORY 

•  Worked  in  manufacturing  at  Rockwell 
Corp.  after  Harvard  and  at  FMC 
after  Stanford 

•  Directed  manufacturing  at  Onyx  Syster 
for  10  months,  1980-81 

•  Joined  Sun  in  1982  to  head  operations 

•  Became  CEO  m  1984 
FAMIY  Married;  son.  Maverick,  born  Nov.  7, 
1995 

FAVORrTEFOOB  Pizza  (double  cheese) 
FAVORfTE  BEVERA6E  Bud  Light 
CAR  Cadillac  STS 
KOBBIES  Sun,  hockey,  golf,  Sun 
PET  PEEVE  Ties 
MOST  HATED  ADJECTIVE  APPLIED  TO  ilMSELf  Br< 
MOTTO  Have  lunch,  or  be  lunch 
MOST  ADHIRED  PERSOU  Newt  Gingrich- 
"He  makes  me  look  like  a  diplomat" 
MEMORABLE  ACTUHIS 

•  Lured  $40  million  account  away  from  arcl 
rival  Apollo  in  1983,  putting  Sun  on  the  ma 

•  Took  on  Intel  in  1987  with  SPARC  micr 
processor 

•  Took  on  Microsoft  in 
Internet  software 


1995  with  Java 


Valley's  most  respected  managers.  Progi'ammer-tiimed- 
entrepreneiu'  Lawrence  J.  Ellison,  ceo  of  Oracle,  salutes 
McNealy's  blend  of  talents.  "There  ai'e  two  things  I 


A  SOM  FOR  StnrS  CWEF: 

MeNeaiif,  at  home  with 
2'mowth-oM  Mamrick 


think  about  Scott,"  says  Ellison.  "One  is  passionate  atul  dog  Netimrk^  mijs 
leadersliip,  and  the  other  is  Ws  rigorous  financial  man-  Stm  still  comes  first 
agement.  And  that's  uncommon  to  find  in  one  person. 
Usually,  the  financial  guys  ai-eii't  so  outspokenly  passionate, 
and  all  leaders  are  not  detail-oriented." 

Those  talents,  plus  a  killer  competitive  instinct  and  nonstop 
drive,  have  kept  Sun  on  course  thi-ough  a  decade  of  wi-ench- 
ing  change  in  the  computer  industiy — while  ibm  stumbled  and 
new  leaders  such  as  Intel  and  Microsoft  emerged.  Now,  Sun 
has  a  shot  at  the  leadership  in  the  network  era. 
TOY  STORY  GLORY.  As  McNealy  has  long  predicted,  the  net- 
work has  won.  The  typical  stand-alone  PC,  he  insists,  has 
been  a  comjjlex  time-waster,  a  "hairball  on  the  desktop." 
Now,  thanks  lai'gely  to  the  Net,  consumers  and  businesses 
have  come  around  to  Sun's  view:  When  computers  are  net- 
worked, their  ixjwoi-  multiphes  geometrically.  Not  only  can 
people  share  all  Uiat  information  inside  their  machines  but 
they  can  reach  out  aiid  instantly  tap  the  power  of  other  ma- 
cliines — essentially  maldng  the  entire  network  then-  computer. 

Sun  didn't  exactly  invent  network  computing,  but  it  can 
claim  to  be  the  only  puj-e  play  in  the  business.  The  two  tech- 
nical forces  behind  Sun — co-founders  Bill  Joy  at  the  Univei-sity 
of  CalifoiTiia  at  Berkeley  and  Andreas  V.  Bechtolsheim  at 
Stanford — had  been  computer-science  students  at  a  time  when 
many  of  the  networking  technologies  that  formed  the  basis  of 
the  Net  were  created.  They  built  that  technology  into  Sun's 
fii'st  computers  in  1982  and  into  every  Sun  machine  since. 

Now,  all  this  is  paying  off.  Already,  approximately  35%  of 


all  the  World  Wide  Web  servers  in  the 
world  are  Sun  machines.  And  as  companies 
adopt  Internet  standards  for  intenial  net- 
works, they  are  turning  to  Sun.  Federal 
Express,  Gap,  AT&T  Universal  Card  Ser-vic- 
es,  and  Charles  Schwab  all  use  Sun  net- 
works. And  thanks  to  the  new  UltraSPARC  chip.  Sun's  work- 
stations are  once  again  on  the  leading  edge.  Sun  machines 
recently  stole  some  of  Silicon  Graphics  Inc.'s  Hollywood  piz- 
zazz by  helping  to  create  the  blockbuster  movie  Toy  Story. 

In  Sim's  first  fiscal  cjuaiter  ended  Sept.  30,  earnings  jumped 
120%,  to  $85  million.  That  followed  an  82%  hike  in  fiscal 
1995,  to  $356  milhon,  on  a  26%  jump  in  revenue,  to  $6  billion. 
Sun's  stock  tripled,  fi'om  16  to  45X  since  last  yeai-,  adjusted  for 
a  2-for-l  split  on  Dec.  12.  But  like  other  teclmology  companies, 
Sun's  stock  has  been  giving  back  recent  gains,  plunging  6.8% 
on  Jan.  9,  to  37X.  Typically,  McNealy  isn't  satisfied,  com- 
plaining that  other  companies — including  newcomer  Net- 
scape— rate  higher  price-earnings  ratios.  His  New  Year's 
resolution:  a  $100  stock  price  by  yearend. 

Pretty  heady  stuff.  "We're  all  having  a  blast."  McNealy 
says.  But  nobody's  goofing  off,  least  of  all  McNealy.  He's 
painfully  aware  that  this  golden  moment  will  soon  pass.  "I 
just  wish  I  didn't  have  to  sleep,"  he  says. 

In  the  meantime,  Sim  still  faces  big  challenges.  For  one,  de- 
spite the  buzz  about  Java,  the  company  still  has  to  figure  out 
how  to  make  it  a  business  (page  73).  And  there's  a  downside 
to  the  triumph  of  Sun's  network  vision:  Every  computer 
maker  now  shares  it  and  is  gunning  for  Sun.  At  the  same 
time,  Intel  and  Microsoft  continue  to  push  PC  perfonnance 
into  workstation  teiTitory,  and  Sun's  workstation  rivals  are 
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ANIMAL  HOUSE  ANTICS: 

Frat-like  high  jinks,  such 
as  this  squirt-gim  war,  help 
McNealy  (left)  to  bond 
with  and  energize  his  staff 


McNealy  has  strong  views 
and  needs  to  listen  better, 
but  his  stubborn  belief  in 
Java  has  made  Sun  red-hot 

coming  on  strong.  What's  more,  the  company's  ascent  into  the 
top  tier  of  computer  makers  puts  new  demands  on  Sun.  In 
addition  to  pumping  out  killer  hardware  and  software,  it 
also  must  cater  to  the  needs  of  big  customers — the  way  rivals 
IBM,  Hewlett-Packard,  and  Digital  Equipment  long  have  done. 

That's  why,  after  a  short  Christ- 
mas break  with  his  family— his 


er,  captaining  the  tennis  team. 
At  Harvard,  he  became  inter- 
ested in  economics — thanks  in 
part  to  class  section  leader  Wil- 
liam J.  Raduchel,  who  would 
later  become  McNealy's  chief 
information  officer  and  corporate  development  chief  at  Sun. 

But  McNealy  was  not  a  standout  student.  He  was  rejected 
from  both  Harvard  and  Stanford  business  schools — three 
times  from  Stanford.  So  he  took  a  job  as  foreman  at  a  Rock- 
well International  Corp.  plant  in  Ashtabula,  Ohio,  in  1976.  The 
company  was  rapidly  building  truck  hoods  in  expectation  of  a 
strike.  The  grind  was  so  hard — two  months  of  14-hour  days — 
that  McNealy  says  it  led  to  a  bout  of  hepatitis  that  kept  him 
hospitalized  for  six  weeks. 

"KIND  OF  A  GOOF-OFF."  'vVhen  he  finally  did  get  into  Stanford, 
his  study  habits  and  choice  of  cuniculum  didn't  scream  "ceo 
material."  For  one  thing,  he  focused  on  manufacturing  at  a 
time  when  finance  was  the  route  to  the  top.  Moreover,  class- 
mates say  McNealy  prefen-ed  playing  golf  to  attending  class- 
es. "He  was  kind  of  a  goof-off,"  says  Curt  Wozniak,  a  Stanford 
buddy  and  foi-mer  Sun  engineering  vice-president.  McNealy 
says  he  just  didn't  bother  attending  classes  that  he  didn't 
think  would  help  him  get  a  job.  "I  minimized  hours  per 
gi'ade  point,"  he  boasts.  After  gi'aduating,  he  took  undistin- 
guished manufacturing  jobs  at  tankmaker  fmc  Corp.  and 
minicomputer  maker  Onyx  Systems. 

In  those  days,  McNealy  seemed  determined  not  to  pursue 
his  dad's  ceo  quest.  He  once  vowed  never  to  work  as  hard  as 
his  father:  That  workaholism  eventually  led  McNealy's  parents 
to  divorce.  Instead,  McNealy  dreamed  of  running  a  small 
machine  shop  he  could  give  to  his  kids  and  retiiing  early. 

Then,  in  1982,  came  the  call  that  would  change  McNealy's 
fate.  Former  Stanford  classmate  Vinod  Khosla  asked  McNea- 
ly to  join  him  and  computer  designer  Bechtolsheim  in  start- 
ing Sun.  McNealy's  manufacturing  skills  enabled  the  young 
company  to  keep  up  with  wild  demand  as  sales  soared  from 
$9  million  in  1983  to  $39  million  in  1984.  McNealy  says  he 
got  manufacturing  humming  so  well  that  soon  he  wasn't 
getting  enough  orders  to  sop  up  production.  So  he  started 
running  sales.  But  the  new  orders  outstripped  the  cash 
available  for  expansion.  So  McNealy  was  tapped  to  look 
for  help — and  he  settled  on  customer  Eastman  Kodak  Co., 


wife  of  16  months,  Susan,  and  son. 
Maverick  (the  name  will  be  re- 
dundant, boasts  Dad) — McNealy 
is  back  to  his  80-hour  weeks  and 
heavy  travel  schedule.  "We  have 
too  much  work  to  do,"  he  says. 

Besides,  he  loves  the  pace.  In 
fact,  he  was  bom  to  it.  His  father, 
R.  William  McNealy,  was  vice- 
chairman  of  American  Motors 
Corp.  By  the  time  he  was  a  teen- 
ager, Scott  was  spending  evenings 
with  his  dad,  poring  over  AMC 
memos  and  golfing  in  foursomes 
with  such  industry  luminaries  as 
Lee  A.  lacocca.  Scott  says  he  saw 
how  AMC  was  marginalized  because 
it  never  had  sufficient  market 
share — and  he  has  vowed  to  make 
sure  that  doesn't  happen  to  his 
company. 

At  Cranbrook  Kingswood 
School,  a  prep  school  north  of  De- 
troit, McNealy  emerged  as  a  lead- 


SUN:  JACK  OF  ALL  TRADES. 
MASTER  OF...THE  UNIVERSE? 


Sun's  network  computing  is  finally  coming  true,  and 
now  everybody  is  doing  all  the  things  Sun  does 


PRODUCT  REVENUE 


WORKSTATIONS       ;  $2.7B 


SERVERS  ;  $1.3B 


SERVICES  \  $885IVI 


SOFTWARE  \  $395IVI 


SPARC  TECHNOLOGY  $99IVI 


STATUS 

Sun  has  lost  ground  to  Hewlett- 
Packard  but  is  coming  back 
with  new  UltraSPARC  machines 

This  is  Sun's  way  into  corporate 
computing  and  its  biggest 
Internet-related  business  so  far 

Unix  and  networking-consulting 
opportunities  are  growing,  but  so' 
is  the  competition 

Sun's  Unix  operating  system 
is  the  most  popular,  but  it  hasn't 
sold  well  on  non-Sun  hardware 

Sun's  SPARC  chips  are  now  back  on 
the  leading  edge,  but  Intel's  Pentium 
Pro  is  a  potential  low-cost  threat 

DATA  SALOMON  BROTHERS  INC  ,  BUSINESSWEEK 


COMPETITORS 

HP  IBM,  Silicon 
Graphics,  Digital 
Equipment 

HP,  IBM,  Silicon 
Graphics,  Compaq, 
Digital  Equipment 

EDS,  IBM,  Oracle 


Microsoft,  IBM 


IBM,  Digital 
Equipment 
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Coyer  Story 


which  was  using  Sun  workstations  in  a  microfilm  project. 

McNealy's  tenaciousness  and  quick  thinking  impressed  J. 
Philip  Samper,  then  executive  vice-president  at  Kodak.  As  a 
condition  of  investing  $20  miUion,  Kodak  insisted  McNealy 

take  over  as  president 
in  1984.  Samper  later 
sei'ved  as  president  of 
Sun's  hardware  unit. 
At  about  the  same  time,  then-CEO  Khosla  left  in  a  dispute  with 
the  board,  so  McNealy  was  appointed  president,  at  least  until 
the  board  found  someone  with  more  experience.  But  Sun's 
fortunes  rocketed,  and  the  dh-ectors  stopped  looking  for  a  re- 

McNealy's  Brain  Trust 


SPARC  PLUGGER: 

Zander  is  president  of 
Sun 's  hardware  unit 
and  the  company's  key 
marketing  executive 

placement.  At  80,  Mc- 
Nealy was  officially 
named  t:KO. 

McNealy  soon  etched 
his  image  on  the  indus- 
try. Although  he  says  he 
dislikes  bemg  described 
as  brash — his  tag  in 
dozens  of  newspaper 
and  magazine  stories — 
brash  he  was.  In  1987, 
Sun  joined  vrith  at&  i'  to 
develop  a  new  version 
of  the  Unix  operating 
system.  IBM,  DE(;,  hp*, 
and  other  computer  makers  stnick  back  by  forming  the  CJpen 
Software  Foundation  to  create  another  version  of  Unix.  Nev- 
er mind  that  these  were  the  biggest  companies  in  the  industry 
and  Sun  was  a  relative  upstart.  McNealy  publicly  mocked 
OSF  and  its  members,  roaring  that  the  initials  really  stood  for 
"Oppose  Sun  Forever." 

At  Sun's  Mountain  View  (Calif.)  headquarters,  he  was 
building  a  corporate  culture  based  on  his  own  motto:  "Kick 


butt  and  have  ftm."  The  company  has  become  equally  fa- 
mous for  its  aggressive  marketing  and  the  juvenile  antics 
staged  around  its  headquaiters.  Each  Apiil  Fools'  Day,  scores 
of  photogi-aphers  now  anive  to  record  the  elaborate  pranks 
Sun  engineers  play  on  McNealy  and  other  execs.  Once,  the 
company's  engineers  built  a  golf  coui'se  hole  in  McNealy's  of- 
fice, complete  with  gi-een  and  water  hazard. 

McNealy  likes  to  join  in  the  high  jinks,  too.  He  has  played 
general  at  an  intramui'al  squirt-gun  war.  Last  May,  at  a  con- 
ference in  San  Francisco,  McNealy  spent  a  half-hour  ear- 
nestly laying  out  Sun's  vision  for  4,000  computer  buyers  and 
programmers.  Then  he  set  out  several  cardboard  fire  hy- 
drants bearing  the  names  of  ri- 
vals and  introduced  Network,  a 
Greater  Swiss  Mountain  dog 
that  stars  in  Sun's  ad  campaign. 
Sure  enough,  McNealy  led  the 
dog  to  the  hydi'ants  and  exhort- 
ed him  to  raise  a  leg.  Network, 
evidently  more  tactful  than  his 
master,  declined. 

The  humor,  which  is  turned 
on  everybody,  including  McNea- 
ly himself,  has  an  important  ef- 
fect: It  binds  the  company  and 
helps  employees  live  with  their 
demanding  jobs.  "His  humor  and 
ability  to  raise  a  crowd  to  its 
feet  is  in  many  respects  exactly 
what  you  need  in  CEOs  and  lead- 
ers of  today's  industry,"  says 
Thomas  J.  Meredith,  a  former 
Sun  treasurer  and  now  vice- 
president  for  finance  at  Dell 
Computer  Corp.  McNealy's  spe- 
cial gift,  says  former  sales  vice-president 
Cai'ol  A.  Bailz,  now  ceo  of  Autodesk  Inc.,  is 
to  energize  his  people.  "Energy  comes  right 
out  of  his  pores,"  she  says. 
NEWT  BOOSTER.  These  days,  McNealy  tries 
to  channel  some  of  that  energy  to  his  new 
family.  In  addition  to  Susan  and  Maverick, 
the  family  now  includes  Network,  McNealy's 
own  Greater  Swiss  Mountain  puppy.  Al- 
though his  compensation  hit  $3  million  last 
year  and  the  2.9%  of  Sun  shares  he  owns  is 
worth  over  .$200  million,  McNealy  remains 
fimily  planted  in  the  thi-ee-bech'oom  house  he 
bought  in  the  hills  north  of  the  Valley  in 
1986,  although  he  owns  a  condo.  in  Palm 
Springs.  He  still  likes  nothing  better  than 
playing  hockey  and  is  on  two  league  teams 
so  he  can  always  find  a  game.  Whether  it's 
on  the  ice  or  the  links,  McNealy  is  deter- 
mined   to  win. 
DETAIL  MAN:  ..j^-g  j^g^ 

Raduchel,  the  chiej  ,^jj(.ure  not  to 

information  officer,  competitive," 
keeps  Smi  running-  concedes. 
on  its  own  machines  ^or  socializing 

he  likes  to  barbe- 
cue and  sit  around  with  friends,  drinking  domestic  beei-  and 
watching  a  hockey  game  on  TV.  Says  Dick  Boyce,  a  Stanford 
mate  and  PepsiCo  Inc.'s  chief  financial  officer:  "He  would  be 
happy  to  be  described  as  Joe  Six-Pack  working  haixl  to  get  the 
job  done." 

His  politics,  however,  are  anything  but  mainstream.  He's  a 
hbertarian,  who  has  been  known  to  rail  against  all  forms  of 
govemment  regulation  and  the  welfare  state,  and  he's  a  big 


JAVAMEISTER: 

Co-founder  Joy  is 
Sun 's  networking  guru 
and  now  ch  ief  of  Ja  va 
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Is  Sun  too  preoccupied  to  focus  on  service?  "They're 
grabbing  at  everything,"  says  a  Lockheed  manager 


fan  of  Newt  Gingrich.  That's  unusual  in  Silicon  Valley,  where 
top  executives  turned  out  for  Bill  Clinton,  but  it  doesn't 
stop  the  affable  McNealy  from  mixing  with  other  Valley  not- 
ables. Lately,  in  fact,  he  has  been  spending  time  with  Steve 
Jobs — Laurene  Jobs  and  Susan  McNealy  met  at  an  engage- 
ment party  for  McNealy  given  by  Ellison.  Now,  the  two 
families — ^both  have  infants — ^get  togeth- 
er occasionally  for  dinner. 

Almost  nothing,  however,  takes 
McNealy  away  from  Sun  for  long. 
"There  was  full  disclosure"  about  that 
before  the  wedding,"  he  says.  "I'll  never 
know  my  kids  as  well  as  most  people," 
he  adds  wistfully.  "But  I've  also  got 
15,000  people  and  $7  billion  worth  of 
market  value  counting  on  me." 

Sun  is  not  a  one-man  show.  "One 
thing  Scott  has  done  is  he  has  supple- 
mented his  leadership  with  some  won- 
derful people,"  says  Ellison.  "You  don't 
find  Scott  surrounded  by  dummies.  You 
find  Scott  surrounded  by  real  smart 
people,  like  Bill  Joy  and  Eric  Schmidt 
[chief  technology  ofBcer]  and  others  who 
do  wonderful  work."  Those  others  in- 
clude Edward  J.  Zander,  president  of 
Sun's  hardware  unit  and  the  key  mar- 
keting executive,  and  Raduchel,  who  as 
chief  information  officer  is  responsible 
for  getting  the  company  to  run  on  its 
owTi  machines. 

To  make  the  growing  organization 
more  nimble,  in  1991,  McNealy  split  Sun 
into  seven  "planets" — for  hardware,  soft- 
ware, service,  etc  The  setup  got  off  to  a 
rocky  start  because  of  turf  battles 
among  executives.  Finally,  in  the  sum- 
mer of  1993,  the  CEO  issued  an  ultima- 
tum, says  Schmidt:  "Sign  up,  or  get  the 
hell  out."  Now,  McNealy  says  his  man- 
agers still  aren't  getting  along  as  well  as 
they  should,  but  at  least  they're  no  long- 
er fighting  over  who  sells  what. 

Concerned  about  his  effectiveness,  McNealy  recently  hired 
a  "ceo  coach,"  Chuck  Raben  of  Delta  Consulting  Group  Inc. 
Raben  polled  Sun  managers  on  where  the  boss  could  im- 
prove. The  consensus:  McNealy,  who  admits  he  has  an  opin- 
ion on  everything,  needs  to  listen  better.  Raben  gave  McNea- 
ly a  cheat  sheet,  reminding  him,  for  instance,  to  make  sure  he 
has  covered  all  the  points  raised  in  meetings  with  managers. 

Still,  Sun's  execs  don't  want  McNealy  to  change  too  much. 
"Management  is  always  contentious  at  Sun,"  says  Raduchel. 
"Conflict-free  management  is  always  a  disaster." 
A  POST-WINTEL  ERA?  And  nobody  wants  McNealy  to  abandon 
his  strong  opinions.  After  all,  the  Java  technology  that  has 
made  Sun  the  darling  of  the  Web  exists  today  in  large  part  be- 
cause of  McNealy's  stubborn  belief  in  it.  In  late  1990,  McNea- 
ly asked  a  departing  engineer,  Patrick  Naughton,  to  take  a  last 
moment  and  write  a  memo  on  how  Sun  could  improve.  Naugh- 
ton suggested  creating  a  software  system  for  portable  devic- 
es— and  McNealy  persuaded  him  to  stay  and  do  it. 

McNealy  gave  the  project,  code-named  Green,  total  inde- 
pendence and  served  as  its  cheerleader.  Once,  with  the  team 


U  It's  just  not  in 
my  nature  not  to  be 
competitive 


burning  out,  he  dropped  in  for  a  demo.  It  was  a  shaky  proto- 
type, but  the  boss  turned  morale  around  when  he  exclaimed: 
"This  is  the  greatest  thing  I've  ever  seen,"  Naughton  recalls. 

Eventually,  Green  dead-ended  with  projects  for  interactive- 
TV  set-top  boxes  and  personal  digital  assistants.  But  even 
as  Green  wound  dovm,  says  Naughton,  now  vice-president 

for  technology 
SKATING  WITH  at  multimedia 

SHARKS:  His  lovc  (if  startup  Star- 
/joe^'t'l/  led  McNmiy  wave  Corp., 
onto  the  ice  mth  San  "Scott  salvaged 
Jose  in  a  I99i  pm»A*  a  lot  of  things" 
— one  of  them 
Java.  Says  pal  Steve  Jobs:  "When  he 
believes  in  a  strategy,  he  vdll  stick  with 
it  through  thick  and  thin." 

An  example  of  that  is  McNealy's  de- 
termination to  continue  to  do  it  all — 
chips,  software,  hardware,  the  works. 
That  has  been  increasingly  risky  as  off- 
the-shelf  commodity  technology  has 
swept  the  market.  But  McNealy  is  con- 
vinced that  the  Net — and  Java,  in  par- 
ticular— will  alter  the  dynamics  of  the 
business.  "Applets"  written  in  the  Java 
language  can  be  zapped  across  the  Net 
to  run  on  any  device  that  has  a  Java 
"virtual  machine" — a  tiny  bit  of  code 
that  mimics  a  computer.  If  Java  catches 
on  big,  the  software  lock-in  of  the  Mi- 
crosoft Windows/Intel  (Wmtel)  design 
vnll  end,  McNealy  says.  Then,  computer 
and  software  companies  will  once  again 
be  able  to  differentiate  their  products. 
Indeed,  they'll  have  to.  "If  you're  going 
to  make  automobiles,  you  have  to  make 
your  own  engine,"  he  says. 

Before  that  post-Wintel  era  arrives, 
McNealy  has  plenty  of  other  battles,  hp, 
IBM,  DEC,  and  Silicon  Graphics  are  all 
gunning  for  Sun's  core  computer  busi- 
ness. HP  claims  to  have  stolen  worksta- 
tion business  from  35  Sun  customers 
since  1993  by  offering  what  Sun  concedes  is  superior  service 
and  support  of  big  customers.  'They're  losing  in  workstations, 
playing  catch-up  in  servers,  and  have  lost  their  lead  in  the 
overall  Unix  market,"  says  hp  Senior  Vice-President  Willem  R 
Roelandts.  Some  customers  worry  that  Sun  has  too  much  on  its 
plate  to  focus  on  service  deficiencies.  "They're  grabbing  at 
everything,"  says  Stephen  W.  Butt,  a  manager  at  a  Lockheed 
Martin  Corp.  unit  that  switched  to  hp  workstations. 

Sun  has  beefed  up  its  $885  million  service  and  support  unit, 
and  upped  the  head  count  50%,  to  3,000  since  1994.  McNealy, 
who  calls  on  customers  whenever  he  can,  keeps  close  tabs.  At 
Schwab,  for  instance,  he  checks  in  every  six  weeks  or  so. 
"Scott  has  followed  up  religiously,"  says  cio  Dawn  Lepore. 

It's  worth  the  effort.  Commercial  computing  accounts 
such  as  Dunlop  Tire  Corp.,  which  used  Sun  servers  to  re- 
place mainframes,  now  make  up  a  third  of  Sun's  revenues. 
And  the  servers  they  buy  help  the  bottom  line:  While 
growth  in  the  workstation  market  has  slowed  and  margins 
have  contracted,  the  higher  profits  from  servers  have  helped 
Sun  boost  its  corporate  gross  profit  margin  to  44%  for  the 
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Introducing  the  Z-NOTE*GT, 
||j   an  advanced  performance 
notebook  PC,  optimized  for 
multimedia.  With  endless  features 
and  the  power  of  Pentium®  processors, 
the  Z-NOTE  GT  gives  your  company  the 
tool  to  do  anything  you  can  imagine. 
Sales  presentations  fly  with  hardware  MPEG  support  which  allows 
for  30  frai-nes  per  second,  full-motion  video  playback.  Graphs  and 
charts  pop  in  high-resolution  color  on  oversized  121"  SVGA  displays 
(select  models)  And  the  power  comes  from  where  you  need  it 
with  our  ingf:nior  ^  SrnartBay  which  lets  you  swap  CD-ROM  for 
FDD  for  optional  I'nd  HDD  for  optional  2nd  battery.  All  told,  the 


Svutttliuy 
^wappablt  CD-ROM^FDIJ 

+2Brt'  'HDI)+2nd  Battery' 


Z-NCTC  GT  is  the  multimedia  solution  for  your  company  Because 
you've  never  seen  a  notebook  computer  that  can  take  you  so  far 

Specifications  

75  or  90MHz  Pentium  processor,  PCI  Bus  architecture. 
Video  graphics  accelerator  8-40MB  RAM,  SIOMB'1 ,3GB 
HDD,  Swappable  CD-ROM/FDD/optional  2nd  HDD/ 
optional  2nd  battery,  10  4  ,  11,3"  and  12  I  ' TFT  SVGA 
and  1 1 3"  DSTN  SVGA  displays,  Extended  battery  life 
with  NiMH  or  Lithium  Ion,  Designed  for  Windows  95,  NTSC/PAL 
video  out  for  TV  connect,  1  Type  II  and  I  Type  III  PC  Card  slots, 
Optional  hardware  MPEG  support 


Now,  more  advanced  with  a  ]2.\"  TFT  SVGA  display. 


Designed  for 


1-800-289-1272  Ext.  Ill 

http://www.zds.com 


ZENITH 

DATA  SYSTEMS 
Make  The  Connection 


pert  '^um 


Microsoft 
Windows''95 


•7r>rt  HDD  and  2nd  banm  ate  both  oMioral  Copyrigtit  ®  IW  Zcnitll  DaoSysletM  Conxnllon  Zenith  Data  Systems  is  a  Bull  Compaiiy  Z-NOTE  is  a  «g<"«^ 
.,»femaA  of  to*  Da«  sS  Tc^Zimn^i^  "Make  The  C^nectki;-  a,e  tradema*;  o(  Zenrth  Data  Systems  Cotpcfatior,  Intel  Inside  logo  and  PMi™ 
k^?^  itStad^aSXTo^^^^^^^  IS  a  ,e*s,e,ed  ItademaA  of  Mtaosof.  in  tt*  U  S  and  othe,  countnes  Spedflcatlons  are  suheC  to  d«n«e 


Srst  quarter,  ended  Sept.  30,  from  41%  in  fiscal  1994. 

By  the  end  of  1996,  Sun  may  find  it  more  difficult  to  get 
such  profits  from  hardware.  That's  because  of  Intel's  next-gen- 
jration  Pentium  Pro  chip,  pes  that  use  it  will  rival  worksta- 
lions  in  power.  Worse,  Intel  has  a  four-chip  "motherboard" 
:hat  will  let  companies  such  as  Compaq  Computer  Corp. 
;rank  out  servers  costing  a  quarter  as  much  as  Sun's  mid- 
range  machines.  "Intel  servers  will  be  the  dominant  servers 
Dn  the  Internet,"  predicts  PaineWebber  Inc.  analyst  Stephen 
K.  Smith. 

McNealy's  answer,  again,  is  Java.  Once  the  new  software 
succeeds  in  undoing  the  Wintel  lock,  customers  will  see 
tiow  outstanding  Sun  hardware  and  software  are,  he  ar- 
gues. "Java  opens  up  a  whole  new  world  for  Sun,"  he  says. 

This  view  of  the  ftiture  is  not  a  universal  one.  Despite  all 
the  excitement,  Java  is  unlikely  to  transform  computing 


overnight.  First,  there  are  security  issues  raised  by  a  system 
of  distributing  software  on  the  Net.  And  for  now,  the  Java 
programs  run  slowly.  "Java  is  still  radically  immature,"  says 
independent  software  consultant  Mark  Pesce. 

This  bothers  McNealy  not  a  bit.  "I  want  Sun  to  be  contro- 
versial," he  says.  "If  everybody  believes  in  your  strategy,  you 
have  zero  chance 
of  profit."  McNealy 
does  fret  that  vdth 
so  much  on  his 
plate,  he'll  be  blinded  to  the  next  big  thing:  "We're  so  frantic 
with  everything  going  on  right  now  that  we're  missing  some- 
thing." This  season,  though,  there's  little  danger  of  a  solar 
eclipse. 

By  Robert  D.  Hof  in  Mountain  View,  Calif.,  mth  Kathy  Re- 
hello  and  Peter  Burrows  in  San  Francisco  and  bureau  reports 


Cover  Story 


NOW,  SUN  HAS  TO  KEEP  JAVA  PERKING 


How  hot  is  Java?  Even  before  the 
official  Jan.  12  release  of  Sun's 
bold  new  network  software,  14 
big-name  companies,  from  Microsoft 
and  Netscape  Communications  to  IBM 
and  Toshiba,  have  already  agreed  to 
license  it  for  at  least  $125,000  a  pop. 
As  a  result,  Sun  is  years  ahead  of  its 
original  (admittedly  modest)  business 
plan — and  scrambling  to  forge  a  new 
one.  That's  why  on  Jan.  9,  Sun  hired 
Alan  E.  Baratz  to  run  Java- 
Soft. Says  the  former  chief 
executive  of  Delphi  Internet 
Services  Corp.:  "I  probably 
won't  be  sleeping  in  the  next 
couple  months." 

Baratz,  once  a  top  net- 
working strategist  at  IBM, 
will  have  to  be  alert  to  keep 
Sun  ahead  of  its  own  crea- 
tion. A  new  computer  lan- 
guage, Java  lets  program- 
mers vnite  tiny  applications 
that  can  zip  across  the  World 
Wide  Web  and  bypass  Mi- 
crosoft's Windows  when  they 
arrive.  Already,  programmers 
have  used  Java  to  create 
some  600  "applets"  for  every- 
thing from  animation  to 
transmitting  electronic  "ticker 
tape."  And  because  Java  will  be  built 
into  the  next  release  of  Netscape's 
Web  browser,  millions  of  personal 
computer  owners  will  be  sipping  the 
cyberbrew  this  year. 
"THE  NEW  INTEL."  What's  in  it  for 
Sun?  Lots — but  licensing  revenue 
may  be  the  least  of  it.  Java  will  pay 
off,  says  Chief  Technology  Officer 
Eric  E.  Schmidt,  if  all  it  does  is 
stimulate  demand  for  Sun's  network 
hardware,  software,  and  service. 

Still,  Java  offers  potentially  huge 
revenue  opportunities  that  Sun — fac- 


ing more  competition  than  ever  on 
the  hardware  front — can't  afford  to 
pass  up.  Besides  licensing  fees.  Sun's 
main  source  of  Java  revenue  this 
year  will  be  from  software  tools  to 
help  developers  create  Java  pro- 
grams. In  March,  Sun  will  release 
Workshop  for  Java,  a  $100  package  it 
expects  will  appeal  to  more  than 
300,000  Windows  programmers. 
Beyond  1996,  the  plans  get 


murky.  For  one.  Sun  is  thinking  of 
offering  its  own  Java  applets,  in- 
cluding an  Internet  variation  on 
Notes,  Lotus  Development  Corp.'s 
groupware.  But  even  if  it  convinces 
software  partners  that  it's  not  steal- 
ing their  business.  Sun  couldn't 
charge  Microsoft-like  prices  be- 
cause individual  applets  have  far 
fewer  functions  than  full  traditional 
programs. 

The  biggest  jolt  would  be  a  Java- 
based  operating  system  that  could 
replace  Windows  completely.  Sun  al- 


ready has  a  prototype  that  could  be 
ready  by  1997,  but  company  officials 
won't  say  whether  they  plan  to  mar- 
ket it.  If  they  do,  free  or  inexpen- 
sive distribution  over  the  Internet 
could  make  it  a  standard  almost 
immediately.  Says  Gartner  Group 
analyst  Hubert  C.  Delaney:  "Java 
doesn't  have  to  make  money  for 
Sun,  just  help  them  break  Mi- 
crosoft's business  model." 

A  POTTUL  OF  OOUMtS7 

For  mow,  JamSoft  's  Bamtz 
mmy  find  immme  im  liceming 
fees  and  mfttmre  tools 

Sun  isn't  limiting  its  plans 
to  computers.  Schmidt  envi- 
sions embedding  the  software 
that  runs  Java  applets  in 
everything  from  printers  to 
wireless  phones,  giving  them 
more  computerlike  adaptabil- 
ity. Sun  may  even  design  a 
microprocessor  chip  tuned  to 
run  Java  applets  at  lightning 
speed.  Says  Schmidt:  "This  is 
a  path  to  where  Java  could  be 
the  new  Intel." 

New  Intel?  New  Microsoft? 
Whew.  Nothing  would  make 
Sun  Chief  Executive  Scott  G. 
McNealy  happier,  but  he'll  be  satis- 
fied, he  says,  if  Java  simply  gives  In- 
tel and  Microsoft  some  competition — 
opening  the  market  for  Sun.  That 
prospect  alone  has  investors  psyched: 
The  day  Microsoft  endorsed  Java, 
Sun's  market  value  jumped  $336  mil- 
lion. "The  halo  effect  is  stunning," 
says  McNealy.  Anything  more  will  be 
cream  in  his  coffee. 

By  Robert  D.  Hof  in  Mountain 
View,  Calif,  and  John  Verity  in 
New  York 
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THE  NEWJEEB  GRAND  CHEROKEE 

Nine  4x4s  set  out  on  a  grueling  test  of  capability. 
The  course — a  stretch  of  no-mans-land  from  Death 
Valley  to  Big  Bear,  California.  Only  one  would  come 
back  with  the  title  "Four  Wheeler  of  the  Year." 


Jeep^  Grand  C^herokee's  optional  5.2  litre  220  1 
V8  dominated  early.  With  the  advantage  of  an  ava 
able  on-demand  Quadra-Trac*  all-the-time  four-whe 
drive  and  an  advanced  Quadra-Coil'"  suspensio 
virtually  nothing  stood  in  its  way.  Not  slip  rock.  N 
ice-covered  inclines.  Not  gaping  mud  holes. 


Kor  more  information,  please  call  1-800-925-JHHP  or  visii  our  World  Wide  Web  site  at  hitp://\vww.jccpuni->avcd  com 


Acceleration,  handling,  braking,  passing,  and 
;  were  tested  under  triple-digit  temperatures  as 
11  as  sub-zero  wind  chills.  After  negotiating 
irly  900  miles  of  this  punishment,  the  new  Grand 
erokee  Laredo  returned  victorious.  As  one  judge 
larked,  "It's  the  best-balanced,  quickest  turning... 


thrashmobile  of  the  bunch."  Our  competitors,  unfor- 
tunately, could  not  be  reached  for  comment. 

Jeep 

THERE'S  Only  One 


lys  wear  your  seat  belt.  Jeep  is  a  registered  trademark  of  Chrysler  Corporation 


Finance 


BANKS 


NEW  MAN 

ATOP  THE  PYRAMID 

Can  CEO  David  Coulter  replace  BankAmerica's  infighting  with  team  spirit? 

The  message  was  clear.  At  an  af- 
ternoon-long meeting  on  Jan.  3, 
just  two  days  after  taking  over  as 
chief  executive  of  BankAmerica 
Corp.,  David  A.  Coulter  laid  down  the 
law  of  his  new  administration  to  his  top 
lieutenants:  End  the  turf  wai's  and  office 
politics  that  long  have  been  a  major 
distraction  at  the  nation's  second-largest 
bank.  Recalls  Coulter,  in  his  fu'st  inter- 
view as  ceo:  "I  said,  'This  is  a  team 
envii'onment,  and  they  have  to  be  100% 
committed.' " 

BankAmerica,  with  $280  billion  in  as- 
sets, is  a  fomiidable  institution  despite 
the  internal  feuding.  It  has  one  of  the 
best  franchises  in  banking,  with  a  bal- 
ance of  consumer  and  corporate  busi- 
nesses, and  dominance  in  the  fast-grow- 
ing western  U.  S.  market.  Profits  are 
on  the  rise,  too.  The  bank  earned  near- 
ly $2  billion  in  the  first  nine  months  of 
1995,  up  almost  24%  from  the  same  pe- 
riod the  year  before. 
CHANGE  OF  STYLE.  Yet,  paitly  thanks  to 
the  infighting  as  well  as  one  of  the  in- 
dustry's most  ponderous  bureaucracies, 
BofA  lags  more  nimble  competitors. 
Over   the   past  four 
quarters,  it  earned  $1.15 
for  every  $100  of  assets, 
compared   with  $1.59 
and  $1.83,  respectively, 
for    California  rivals 

First  Interstate  Ban-  ,        ,  m-jv^  w.v 

corp  and  Wells  Fargo  &     PO"^^™"!'^,"!^^^",^':^^!  _ .  _ .  _    industry,  the  48-yeai--old 


COULTER'S 
CHALLENGES 

►  Curbing  political  infighting 
and  taming  the  bank's 


shortcomings.  In  a 
move  that  stunned  the 


Co.  BofA's  organization- 
al problems  sap  the 
bank  of  energy  and  fo- 
cus, BofA  watchers  say, 
handicapping  it  in  the 
marketplace  and  dam- 
aging its  financial  re- 
sults. Competition  is  Ih'- 
coming  increasingly 
heated,  and  if  BofA  fails 
to  deal  effectively  with 
those  problems,  its  market 
could  be  seriously  eroded. 

The  announcement  last  August  of 
Coulter's  selection  as  the  next  ceo  sug- 
gests the  bank  intends  to  confront  its 


►  Improving  BoIA's  middle-of- 
the-road  financial  performance 

►  Positioning  BofA  to  capital- 
ize on  the  rapidly  changing 
retail  environment 

►  Fixing  the  bank's  lackluster 
customer  service,  which  was 
damaged  by  rapid  growth 

DATA;  BUSINESS  WEEK 

t)osition 


corporate  and  interna- 
tional banking  chief  was 
chosen  over  several  bet- 
ter-known rivals.  Coul- 
ter represents  a  dra- 
matic change  of  style 
and  generation,  combin- 
ing a  more  systematic 
approach  to  manage- 
ment with  a  wiUingness 
to  listen  and  a  regard 
for  subordinates.  "He  has  the  right  kind 
of  ego,"  says  former  BofA  President 
Thomas  A.  Cooper. 

The  measured,  cerebral  Coulter 
wowed  board  members,  who  were  im- 


pressed by  his  intelligence  and  business 
acumen.  But  what  tipped  the  scales  in 
his  favor,  they  say,  were  his  people  skills. 
"We  liked  his  personality,"  says  a  direc- 
tor. "He's  very  sensitive  to  people." 
"Dave  is  terrific,"  says  Salomon  Brothers 
Inc.  investment  banker  Peter  H.  Per- 
acca.  "The  only  reason  he  would  not  suc- 
ceed is  that  Balkan  politics  beat  him." 

Ironically,  the  choice  of  Coulter  was 
itself  bound  up  in  interaal  politics.  Chief 
Financial  Officer  Lewis  W.  Coleman, 
BofA's  second-ranking  executive,  had 
been  the  betting  favorite  in  the  I'ace  to 
succeed  retiring  Chairman  and  ceo 
Richard  M.  Rosenberg,  who  is  65.  But 
for  reasons  that  remain  unclear,  Rosen- 
berg turned  against  his  No.  2  man,  ac- 
cording to  company  insiders.  He  and 


ari 
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Coulter  wants  to  improve  customer  service,  which  has 
suffered  while  BofA  has  more  than  doubled  its  size 


tant  to  the  head  of  global  banking  at 
BofA,  he  was  asked  to  help  in  a  deli- 
cate assignment:  taking  authority  over 
worldwide  consumer  operations  Irom  the 
wholesale  managers  in  his  division.  That 
would  enable  the  bank  to  develop  a  more 
coherent  consumer  strategy.  Although 
BofA's  consumer  and  corporate  bankers 
had  nothing  but  scorn  for  each  other, 
Coulter  took  on  the  task  and  pulled  it  off. 
"Dave's  attitude  was,  'If  it's  a  corporate 
priority,  I'll  do  anything  I 
can  to  help  you,'"  recalls 

DAVID  A.  COULTER  ^TVH'f^^ 
n    . .    .     ,        n    1  A      •         ager  v/ho  directed  the  proi- 
President  and  CEO,  BankAmenca  _    ^  becoming  whole- 

BORN 

Pittsburgh,  7/31/47 


tie  rest  of  BofA's  board  passed  over 
le  CFO  and  turned  instead  to  Coulter,  a 
eputy  of  Coleman's,  as  the  bank's 
iader.  Insiders  say  the  decision  poi- 
med  relations  between  Rosenberg,  who 
ill  remain  as  chairman  through  May, 
nd  Coleman,  who  has  since  left  the 
ank. 

From  his  early  background,  one 
'ould  not  have  predicted  that  Coulter 
'ould  one  day  be  lauded  for  his  people 


EDUCATION 

BS  in  mathematics, 
master's  in  industrial  administration, 
Carnegie  Mellon  University,  1971 

CAREER 

Office  of  Economic  Opportunity 

helped  organize 
minority-controlled  bank,  1971-73 
BankAmerica 
Financial  analyst  (1976-80), 
assistant  to  the  president  (1980-82), 
head  of  corporate  development 
(1982-85),  head  of  U.S.  corporate 
banking  (1990-93),  head  of  corporate 
and  international  banking  (1993-95), 
president  and  CEO  (1996- ) 

PERSONAL 

Lives  in  San  Francisco  with  his  wife, 
Susan;  likes  squash,  tennis,  fly-fish- 
ing; roots  for  49ers  and  Giants 
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kills.  The  Pittsburgh-born  Coulter  got 
egrees  in  math  and  industrial  adminis- 
ration  at  Carnegie  Mellon  University. 
Tie  training  gave  him  a  taste  for  quan- 
itative  analysis  and  a  bent  for  building 
nancial  models  that  has  stayed  with 
im  throughout  his  career.  "I  tend  to 
e  pretty  analytical,"  he  says. 

Coulter  joined  BofA  in  1976  as  a  fi- 
ancial  analyst,  but  he  soon  gained  a 
lum  job  as  assistant  to  then-President 
bm  Clausen.  Later  he  moved  to  corpo- 
ate  planning,  where  he  carried  out 
luch  of  the  spadework  in  the  purchases 
f  Seattle-based  Seafirst  Corp.  and  dis- 
ount  broker  Charles  Schwab  &  Co. 

Despite  these  somewhat  technical  as- 
ignments,  Coulter  was  developing  polit- 
:a\  savvy.  In  1985,  when  he  was  assis- 


sale  chief  in  1993,  Coulter 
moved  BofA  away  from  an 
emphasis  on  traditional 
lending.  Instead,  he  sought 
to  seU  customers  a  range  of 
credit  and  noncredit  ser- 
vices, such  as  managing  cor- 
porate flows  of  cash.  He 
built  sophisticated  models  to 
measure  how  much  profit 
BofA  extracted  from  each 
customer.  And  he  carried 
out  a  wr-enching  reorgani- 
zation in  which  responsibih- 
ty  for  liaison  with  customers 
was  taken  from  BofA's 
proud  cadre  of  corporate 
lending  officers  and  assigned 
to  a  newly  created  group  of 
so-called  "relationship  man- 
agers," for  whom  credit  was 
just  one  of  many  products. 

If  Coulter,  as  ceo,  is  to 
get  a  grip  on  BofA,  he  wiU 
have  to  start  by  controlling 
his  senior  executives.  While 
he  calls  reports  of  infighting 
at  BofA  "overstated,"  he 
does  acknowledge  the  problem.  "I  don't 
think  we  have  functioned  as  well  as  a 
team  as  we  could  have,"  Coulter  con- 
cedes, though  he  says  he  plans  no  im- 
mediate changes  in  his  nine-member 
managing  committee. 

One  of  the  most  debiUtating  strug- 
gles is  taking  place  in  an  area  where 
Coulter  can  least  afford  it — retaU  bank- 
ing, where  computers,  automated  tellers, 
and  telephones  are  revolutionizing  the 
delivery  of  financial  services.  Under 
Rosenberg,  retail  banking  was  divided 
into  two  separate  baronies,  each  with  its 
own  line  to  the  ceo:  Vice-Chairman 
Thomas  E.  Peterson's  product-develop- 
ment division  and  a  10-state  branch  net- 
work under  another  vice-chairman,  Luke 
S.  Helms.  Helms  insisted  on  the  sepa- 


rate reporting  relationships  when  he 
came  to  headquarters  in  1993  after  run- 
ning the  bank's  Seafirst  subsidiary.  But 
BofA  insiders  say  the  arrangement  ham- 
pered cooperation  between  the  product 
and  sales  staffs. 

In  August,  Coulter  persuaded  Rosen- 
berg to  end  the  schism  by  combining 
the  divisions  into  a  single  unit,  with 
Helms  reporting  to  Peterson.  Some 
BofA  watchers  think  the  move  could 
prompt  Helms  to  leave,  a  loss  Coulter 
can  ill  afford.  The  charismatic  52-year- 
old  branch  chief  is  a  creative  marketer 
who  honed  his  skills  at  McDonald's 
Coip.'s  Hambui'ger  University.  Thi'ough 
a  spokesman.  Helms  says  he  loves  his 
job  and  doesn't  intend  to  go.  Coulter 
says  he  wants  both  Helms  and  Peter- 
son, 60,  "to  be  here  for  the  long  term." 
DAY-TO-DAY.  On  business  issues.  Coulter 
says  he  is  focusing  on  hammering  out  a 
formula  for  BofA's  retail  businesses  as 
new  technologies  come  on  line.  A  vital 
part  of  his  retail  strategy  is  making  bet- 
ter use  of  the  bank's  database,  which 
traces  patterns  in  more  than  15  milhon 
households  that  use  financial  products 
and  services.  Says  Coulter:  "I  haven't 
heard  anybody  in  the  industry  who  can 
articulate  what  is  exactly  the  long-teiTn 
economic  model  for  making  money  in  the 
consumer  finance  business." 

Coulter  is  working  to  improve  the 
bank's  laggard  level  of  customer  ser- 
vice, too,  which  has  suffered  while  BofA 
more  than  doubled  in  size  over  the  past 
five  years.  Coulter  praises  the  franchise 
handed  to  him,  but  he  says  rapid 
growth  has  taken  the  bank's  eyes  off 
day-to-day  delivery  of  services.  "We 
need  to  work  on  execution,"  he  declares. 

Growth  is  not  on  Coulter's  agenda. 
Rosenberg  spent  a  fair  amount  of  time 
plotting  deals  with  an  array  of  giant 
banks,  including  NationsBank,  Chase 
Manhattan,  Bank  of  Boston,  and  First 
Bank  System.  But  Coulter  argues  that 
few  deals  really  pay  off  for  shareholders. 
"It's  my  job  to  talk,"  he  says.  "But  I 
come  to  most  mergers  with  a  pes- 
simistic bent." 

Coulter  will  have  his  hands  full  sim- 
ply grappling  with  BofA's  intractable 
bureaucratic  inertia.  "I  don't  want  to 
be  looked  back  on  as  the  person  who 
maintained  the  bureaucracy  of  BofA," 
he  declares.  But  that  system  has  worn 
down  more  than  a  few  BofA  managers. 
Coulter  will  need  all  his  talents  to  avoid 
becoming  one  of  them. 

By  Sam  Zuckerman 
in  San  Francisco 
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cer  to  totally  redesign 
t  of  home  computing^ 
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1/2  Gal.  Milk 
Swiss  Cheese 
Sourdough  Bread 
Hot  Dogs 
Hot  Dog  Buns 
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.^irnal  Crackers 
for  Jason :-) 
1/4  lb.  Coffee  Beans 
Strawberry  Ice  Cream 
Papei-  Towels 
Dozen  Eggs 
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At  Acer®,  we've  got  lofty  goals.  As  do  our  customers.  So,  before  setting 

We  Aspire 

out  to  redefine  personal  computing  for  the  home,  we  listened  to  their 

to  greatness. 

needs,  their  concerns,  and  even  their  hopes  and  dreams.  The  result? 
The  new  Acer  Aspire™  Minitower  computer.  Just  ^tj^^^^^^ 


one  look  at  Aspire  suggests  something  radically 


different.  The  way  it  looks  more  suitable  for  the 


den  or  home  office  than  your  standard  corporate  cubicle.  The  way 


its  inviting  design  meshes  perfectly  with  its  powerful  features,  which 


include  the  InteF  Pentium*  processor.  The  way  Aspire  practically  sets 


itself  up,  easing  the  fears  of  new  PC  users.  Aspire  is  what  people  think 


a  home  PC  should  be.  It's  a  bold  approach,  and  one  that  people  are 


responding  to  with  overwhelming  enthusiasm.  Aspire  is  representative 


of  the  way  we  at  Acer  approach  every  challenge,  every  day — ^with  the 


kind  of  thinking  that  redefines  leadership  in  the  computing  marketplace. 


For  additional  information  about  the  Aspire  Minitower  Computer  or  tdj 
contact  a  retailer  near  you,  call  1-800-381-ACER.  Acer  Xpress  Faxbac}^'. 
System  t-800-5 54-2494.  Acer  BBS  1-408-428-0140. 
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BANKING 


TOSSING  A  LIFELINE  TO 
MEXICO'S  BIGGEST  BANKS 

Even  Banamex  and  Bancomer  are  getting  a  state  bailout 


M 


Iexico's  yearlong  econom- 
ic crisis  has  been  mur- 
der on  the  country's 
banking  system.  The  govern- 
ment has  been  forced  to  take 
over  six  banks  and  bail  out 
nine  others.  But  the  prevail- 
ing wisdom  was  always  that 
the  system's  crown  jewels, 
Banamex  and  Bancomer, 
would  easily  weather  the 
storm.  Now  they,  too,  are  in 
sufficient  distress  that  the 
government  is  preparing  to 
assume  chunks  of  their  trou- 
bled loan  portfolios — and 
those  of  two  other  banks.  The 
cost:  more  than  $4  billion  on 
top  of  the  $11  biUion  the  gov- 
ernment has  already  spent  on 
bailouts.  The  government  ef- 
fort has  grown  so  massive 
that  some  critics  are  saying 
that  the  banks  are  being 
gradually  renationalized. 

It's  a  stunning  reversal. 
Just  four  years  ago,  the  gov- 
ernment made  $13.5  billion 
selling  off  the  state-controlled 
banks  to  some  of  Mexico's 
cockiest  entrepreneurs.  They 
plunked  down  an  average  of  three  times 
book  value  for  18  banks,  figuring  that 
the  economic  refonns  of  then  President 
Carlos  Salinas  de  Gortari,  coupled  with 
free  trade  with  the  U.  S.,  would  guar- 
antee vigorous  economic  growth  and 
handsome  profits. 

SICK  SYSTEM.  Instead,  the  new  owners 
have  seen  the  value  of  their  holdings 
devastated  by  the  high  interest  rates 
and  bad  loans  that  are  the  hallmarks 
of  the  financial  crisis.  With  borrowers 
unable  to  pay,  past-due  loans  now  ex- 
ceed $17  billion — 18%  of  the  system's 
portfolio.  If  tougher  U.  S.  accounting 
standai'ds  were  applied,  the  figiu-e  would 
be  as  high  as  35% — meaning  the  system 
is  very  sick. 

The  banks'  problems  present  a  big 
threat  to  President  Ernesto  Zedillo 
Ponce  de  Leon's  pledges  that  the  econ- 
omy will  recover  in  1996.  The  countiy 
needs  healthy  banks  to  finance  any  re- 


ORTIZ:  The  hank  privatization  was  mishandled 


covery.  Yet,  Standard  &  Poor's  Corp. 
says  Mexican  banks  won't  start  to  tum 
around  until  the  third  quarter  of  1996, 
because  banks  and  boiTowers  are  still 
being  hit  by  50%  interest  rates. 

The  woiTy  is  that  Mexico's  banking 
problems  wiU  be  a  drag  on  the  economy 
for  years.  Moody's  Investors  Service 
warns  that  the  bank  bailout  could  cost 
10%  to  15%  of  GDP,  or  up  to  $40  billion, 
over  the  next  15  years.  That  would  slow 
gi'owth  and  suck  Mexican  and  interna- 
tional funding  away  from  other  uses. 
With  the  economy  expected  to  shinnk  in 
early  1996,  the  government  may  have  to 
step  in  with  more  money  soon.  "The 


government  is  providing  Band-Aids  to 
the  banks  as  they  come  for  help,  but  the 
real  cancer — the  past-due  loans — has 
not  been  eliminated,"  says  economist 
Rogeho  Ramirez  de  la  0. 

■  The  government  doesn't  have  any  easy 
way  out  of  this  mess.  If  officials  try  to 
help  the  banks  by  bringing  rates  down 
too  quickly,  the  markets  will  likely  pum- 
mel the  peso  and  Mexican  securities. 
That's  what  happened  last  fall  when  mar- 
ket jitters  forced  an  upward  spike  in 
rates,  producing  a  flurry  of  new  defaults. 
WARY  INVESTORS.  Despite  the  banks' 
woes,  their  stocks  have  risen  along  with 
the  Mexican  Bolsa  index  since  October, 
when  investors  who  believed  that 
growth  would  return  to  Mexico  in  1996 
decided  to  get  in  while  the  market  was 
cheap.  But  also  in  October,  Standard  & 
Poor's  downgi'aded  Banamex'  peso  debt 
to  BBB-,  s&p's  lowest  investment-grade 
rating.  In  response,  the  loan-buyout  pro- 
gram, previously  used  to  help  smaller 
banks,  was  extended  to  Banamex  and 
Bancomer,  which  together  control  39% 
of  the  system's  assets.  "Banamex  and 
Bancomer  are  the  most  important  banks 
in  Mexico,  and  we  simply  can't  run  the 
risk  that  their  finances  might  deterio- 
rate," says  Eduardo  Fernandez,  presi- 
dent of  Mexico's  Banking  &  Securities 
Commission. 

The  banks'  troubles  present  a  buying 
opportunity  for  foreign  banks — though 
most  are  waiy  of  getting  entangled  in  a 
Mexican  bank  now.  But  Spain's  Banco 
Bilbao  Vizcaya  paid  $340  million  to  buy 
control  of  troubled  Mercantil  Probursa 
in  July.  Canada's  Bank  of  Nova  Scotia  is 
negotiating  to  assume  control  of  Inver- 
lat.  And  Bancomer  is  shopping  around 
for  a  foreign  minority  investor  to  inject 
fresh  capital. 

Me.xican  officials  concede  that  their 
handling  of  the  bank  sell-off  in  the  ear- 
ly 1990s  contributed  to  the  sector's  cur- 
rent problems.  Too  much  emphasis  was 
placed  on  obtaining  high  prices  and  too 
little  on  the  buyers'  banking  skills.  "In 
retrospect,  I  would  have  applied  some  of 
the  purchase  price  to  better  capitaliza- 
tion of  the  banks,"  says  Finance  Secre- 
tary Guillermo  Ortiz,  who  was  in  charge 
of  the  privatization  progr-am  then  and  is 
responsible  for  bailing  the  banks  out 
now.  He  may  have  to  spend  years 
putting  them  back  on  the  road  to  health. 
By  Geri  Smith  in  Mexico  City 


HIGH  ANXIETY  "The  government  is  providing 
Band-Aids. . . ,  but  the  real  cancer-the 
past-due  loans-has  not  been  eliminated" 
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MUTUAL  FUNDS 


KEMPER:  NOW 

IT'S  ON  A  SWISS  WATCH 

The  mutual  funds'  new  owners  demand  a  two-year  turnaround 


For  mutual-fund  companies  overall, 
the  1990s  have  been  one  long  cele- 
bration. Thanks  to  strong  markets 
and  billions  in  new  cash,  the  mutual- 
fund  industry  has  nearly  tripled  since 
1990.  But  for  insurance  giant  Kemper 
Corp.,  the  festivities  never  really  be- 
gan. Over  the  past  five  years,  Kemper 
mutual  funds  have  been  dead  in  the  wa- 
ter, as  management  doled  out 
product  development  and 
marketing  bucks  with  an  eye 
dropper  in  pursuit  of  short- 
term  profits. 

Now  the  Kt'mper  funds 
are  trying  to  get  moving 
again.  New  owner  Zurich  In- 
surance Group,  which  took 
over  Kemper  Jan.  4,  has  ap- 
proved a  rebuilding  plan  that 
sacrifices  near-term  earnings 
to  restore  marketing,  distri- 
bution, and  talent.  Under  a 
new  name,  Zurich  Kemper 
Investments  Inc.,  the  Kem- 
per fimds  are  making  their 
first  aggressive  push  for  as- 
sets in  years  (chart). 

The  goal:  beef  up  the  fiinds 
fi-om  $44  billion  in  1995  to  $70 
billion  by  2000.  "We've  got  to 
get  tliis  ship  moving  again," 
asserts  Stephen  B.  Timbers, 
the  51-year-old  gi'owth-stock 
expert  who  is  spearheading 
this  ambitious  strategy. 

For  Kemper,  however,  the 
new  initiative  is  unlikely  to 
pay  off  soon.  For  one  thing, 
the  brokers,  bank  reps,  and 
financial  planners  who  peddle 
Kemper's  line  of  load  funds 
will  want  results  before  they 
champion  the  stagnant  fi'an- 
chise  again.  Despite  a  recent 
spate  of  good  performance, 
Kemper  will  need  time  to 
overcome  the  bad  stretch  in  its  eqmty- 
fund  track  record  and  fill  long-standing 
gaps  in  its  product  line  by  introducing 
international  stock  fimds,  foi-  instance. 
RECRUITING  STARS.  Yet  Kemper  has 
strengths,  too:  Its  fixed-income  perfor- 
mance has  been  robust,  its  name  re- 
mains golden  with  many  investors,  and 
its  size  gives  it  enviable  scale.  "If  they 
get  their  act  together,  they  could  be  a 


tough  competitor.  But  you  don't  get 
there  overnight,"  notes  Jon  S.  Fossel, 
chairman  of  the  competing  Oppenheim- 
er  Funds  Inc. 

The  task  of  restoring  Kemper  falls  to 
Timbers,  who  led  the  asset  manage- 
ment unit  to  a  rare  string  of  successes 
from  1989  to  1991.  Rewarded  with  the 
No.  2  job  at  parent  Kemper  in  1992, 


ON  THE  LINE:  CEO  Timbers  plans  aggressive  advertising 


NO  FUND  BOOM  AT  KEMPER 
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he  became  embroiled  in  chaotic  buy- 
out talks  with  General  Electric  Co.  and 
Conseco  Inc.  After  those  bids  slipped 
away  and  Zuiich's  prevailed  a  year  ago. 
Timbers  returned  last  spring  to  the 
asset  management  unit  with  big  plans. 
He  is  pumping  up  the  marketing  bud- 
get from  $2  million  or  so  to  as  much 
as  $20  million  this  year — an  aggi'essive 
TV  ad  campaign  breaks  in  March.  He 


is  nearly  doubling  the  sales  force  and 
recruiting  such  star  investment  talent 
as  Steven  H.  Reynolds  of  AlHance  Cap- 
ital Management,  who  took  over  Kem- 
per's $12  billion  equity  department 
in  September. 

Timbers'  new  bosses  are  giving  him 
roughly  two  years  to  show  results.  Since 
Kemper  funds  have  been  "undermar- 
keted,"  Zurich  will  tolerate  flat  operat- 
ing profits  as  the  firm  rebuilds,  says 
CEO  Rolf  Hiippi,  who  spent  $2  billion 
on  the  acquisition,  which  includes  Kem- 
per insurance  holdings.  Yet  while  Tim- 
bers gets  autonomy  and  a  war  chest 
for  now,  he  must  move  fast  to  meet 
Zurich's  ultimate  objective:  building  a 
global  retail  operation  that  sells  Kemper 
funds  from  Switzerland  to  Australia. 
Timbers  concedes  his  job  is  on  the  line. 
If  the  Kemper  fimds  fail  to  meet  their 
performance  objectives  in 
two  or  three  years,  he  says, 
"you'll  be  talking  to  some- 
body new." 

Restoring  Kemper  fimds 
would  be  easier  if  its  former 
parent  hadn't  milked  them. 
For  years,  Kemper  used 
profits  from  its  mutual-fund 
operations  to  compensate  for 
other  corporate  woes,  such 
as  debilitating  real  estate 
losses.  A  revolving  door — 
the  equity  funds  have  had 
three  chief  investment  offi- 
cers in  four  years — discou- 
raged top  portfolio  manag- 
ers. Morale  began  sinking 
when  growth-fund  star  Ro- 
nald C.  Ognar,  now  at 
Strong  Funds  in  Milwaukee, 
left  Kemper  in  1991.  Small- 
company  stock-picker  Beth 
Cotner,  an  11-year  Kemper 
veteran  who  recently  left  for 
Putnam  Investments,  says: 
"It's  hai'd  for  portfolio  man- 
agers when  there's  turnover 
at  the  top." 

Yet  Timbers  exudes  confi- 
dence, and  the  early  results 
look  good.  Kemper's  perfor- 
mance began  rebounding 
last  year,  with  93%  of  its 
fimds  in  the  top  half  of  their 
peer  groups.  Sales  began 
turning  around  in  the  sum- 
mer of  1995,  as  the  Zurich 
deal  ended  uncertainty  about  Kemper's 
immediate  future.  The  spin-off  of  a  se- 
curities arm  that  had  competed  with 
other  fund  distributors  has  helped,  too. 
Timbers  says.  And  planners  and  bro- 
kers seem  to  be  more  receptive  recent- 
ly. "We're  trying  to  do  something  very 
bold."  That's  unusual  for  Kemper — and 
long  overdue. 

By  Greg  Bums  in  Chicago 
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MARKETS 


BULLS  IN 

THE  CHINA  SHOP 

Low  stock  prices  and  less  fear  of  new  markets  boost  trading 


The  Chinese  New  Year  doesn't  be- 
gin until  the  middle  of  February, 
but  in  one  respect,  the  countiy  al- 
ready seems  to  be  making  a  fi-esh  start. 
Chinese  stocks  trading  in  Hong  Kong, 
New  York,  and  Shanghai  are  staging  a 
smiDrise  rally  after  plummeting  in  1995. 
The  Ci'edit  Lyonnais  Securities  H-Share 
Index  of  Chinese  companies  listed  on 
the  Hong  Kong  Stock  Exchange  rose 
29%,  from  806  on  Dec.  27  to  983  on 
Jan.  5.  That's  a  44%  gain  from  the 
record  low  set  on  Nov.  16. 

Why  the  sudden  interest  in  Chinese 
companies?  Beijing  hasn't  announced 
any  dramatic  changes  in  economic  policy 
01-  market  regulation.  Instead,  many  an- 
alysts believe,  investors  are  retuming  to 
the  long-neglected  shares  almost  by  de- 
fault. Mark  Mobius,  president  of  Temple- 
ton  Emerging  Mai'kets  Fuiid,  cites  three 
reasons  fcjr  the  turnaround.  First,  the 
sharp  rise  in  U.  S.  markets  in  199.5  is 
forcing  international  fimd  managers  to 
diversify  their  assets  as  they  search  for 
value.  Second,  ('liinese  stocks  are  cheaj), 
often  trading  at  piice-earnings  ratios  in 
the  single  digits.  Finally,  Mobius  be- 
lieves that  the  "tequila  effect"  that 
dogged  all  emerging  economies  after 
Mexico's  peso  crisis  a  year  ago  is  end- 
ing. "People  ar-e  feeling  more  calm  about 
developing  markets,"  he  says. 


COMPANY  NAME 


CHINA  TIRE 


With  liquidity  pouring  into  Asia,  trad- 
ing volimie  in  Cliinese  stocks  is  swelling 
for  the  first  time  in  months.  Alter  hov- 
ering between  3  milhon  and  5  miUion 
shares  a  day  for  more  than  three 
months,  volume  on  the  Shanghai  bom"se 
shot  up  to  15  million  shares  a  day  dur- 
ing the  fii'st  week  of 
January.  Although 
much  of  that  activity 
was  local,  foreign  buy- 
ing and  selling  was   

going  on,  too.  "We've     BRILLIANCE  CHINA 
seen  a  lot  of  [interna-  AUTOMOTIVE 
tionall  fimd  managers 
coming  up  and  saying, 
'What  can  we  stom- 
ach?' "     says  John 
Crossman,  who  heads     HUANENG  POWER 
Jardine  Fleming's  of-  SHANGHAI 
fice  in  Shanghai.  U.  S.  PETROCHEMICAL 
investors  abroad — who 
prefer  Chinese  compa- 
nies' American  depositary  receipts  to 
H  shares,  which  trade  on  the  Hong 
Kong  exchange,  or  B  shares,  which 
trade  in  Shanghai — also  jumped  on  the 
bandwagon,  sharply  driving  up  prices 
of  Chinese  adrs  (table). 

Some  investors  see  bigger  gains 
ahead.  Virginie  Maisonneuve,  Southeast 
Asia  poitfolio  manager  for  Batteiymai'ch 
Financial  Management  Inc.  in  Boston, 


THE  CHINA  RALLY 


EKCHOR  CHINA 
MOTORCYCLE 
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IT'S  A  BUY:  In  vestors  queiiing  up  at  a 
Shanghai  brokerage  firm 

has  been  taking  profits  from  domestic 
Hong  Kong  companies,  whose  shares 
were  up  about  30%  in  1995,  and  switch- 
ing money  into  H  shares  and  B  shares. 
Besides  considering  Chinese  stocks 
cheap,  Maisonneuve  sees  a  bullish  signal: 
In  March,  the  National  People's  Con- 
gi'ess  will  ratify  the  countiy's  next  five- 
yeai-  plan,  and  historically  monetaiy  pol- 
icy has  been  "more  relaxed"  in  a  plan's 
early  years.  Maisonneuve  believes  easi- 
er credit  wall  prompt  investors  to  re- 
evaluate Chinese  companies.  "Sentiment 
is  going  to  change,"  she  predicts. 
PROBLEMS  REMAIN.  Not  all  observers 
ai'e  that  sanguine.  Indeed,  while  Beijing 
authorities  may  have  gotten  a  grip  on 
inflation  and  engineered  an  economic 
soft  landing,  many  womsome  questions 
still  remain.  Among  them:  how  to  loosen 
credit  conti'ols  without  rekindling  infla- 
tionaiy  fires,  how  to  restmcture  or  res- 
cue China's  bankiaipt  state  enterprises, 
and  how  to  shift  economic  development 
away  from  the  coast  to  the  hinterland. 
The  fate  of  financial-market  refonns  as 
well  as  the  post-Deng  political  succes- 
sion also  remain  up  in  the  air.  "There 
has  been  no  change  in  the  fundamentals 
for  Chinese  companies,"  insists  Gold- 
man Sachs  &  Co.  Hong  Kong  analyst 
Janice  Wallace. 

Yet  the  cheapness  of  their  stocks 
seems  to  have  won  some  converts. 
Price-earnings  ratios  as  low  as  5  or  6  in- 
duced Peter  Churchouse,  head  of  re- 
search at  Morgan  Stanley  Asia  Ltd.  in 
Hong  Kong,  to  jump  into  the  Chinese 
market  in  early  December  Churchouse 
loaded  up  on  the  Hong  Kong-listed 
shares  of  Zhenhai  Re- 
fining, Yizheng  Chem- 
ical, and  Qinghng  Mo- 
tors. All  obligingly 
rose. 

Whether  the  rally 
has  long-tenn  momen- 
tum is  still  a  guess. 
Chinese  economic  and 
regulatory  policy 
tends  to  move  in 
lui'ches,  and  its  corpo- 
rate managers  have 
em-aged  foreign  share- 
holders on  more  than 
one  occasion.  Yet  the 
new  year  has  emboldened  investors. 
"Look,  these  aren't  the  best  companies 
in  the  world,"  says  Mobius,  "and  the 
people  who  run  them  aren't  open.  But 
the  bottom  line  is  that  China  continues 
to  gi'ow."  That  bottom  line — plus  rock- 
bottom  prices — could  be  what  gives  Chi- 
nese stocks  more  room  to  rise. 

By  Dave  Lindorff  in  Hong  Kong, 
with  William  Glasgall  in  New  York 
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BY  GENE  G.  IWARCIAL 

A  KNOCK  AT  THE 
TOY  SHOP  DOOR? 

It  has  been  a  while  since  toymakers 
have  caught  investors'  fancy — with 
the  Street  so  bored  with  the  industry. 
But  is  there  another  Mattel  or  Has- 
bro likely  to  become  a  winner?  Some 
pros  think  so:  They're  betting  on  Lew- 
is Galoob  Toys  (gal),  particularly  after 
the  notice  some  of  its  products  got 
during  the  Christmas  rush. 

"The  key  in  the  toy  business  is  lon- 
gevity," says  Gary  Jacobson,  toy  indus- 
try analyst  at  bt  Securities,  a  Bankers 

NOBODY'S  PUYTHING 
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Trust  unit.  He  explains  that  Galoob  lines 
such  as  Micro  Machines  and  My  Pretty 
Dollhouse  have  become  staples — unlike 
some  rivals'  toys,  which  can  be  faddish. 

And  precisely  because  other  mak- 
ers think  such  toys  give  Galoob  staying 
power,  the  company  is  perceived  as 
takeover  bait.  One  money  manager 
says:  "I  am  sure  Mattel  and  Hasbro 
have  been  considering  a  move  on  Ga- 
loob, especially  after  the  brisk  sales  of 
its  new  Sky  Dancers  Une  during  the 
hohdays."  Sky  Dancers  are  ballerina 
dolls  that  spin  and  flutter  into  the  air 
when  lofted  from  a  handheld  launcher. 

In  a  buyout,  Galoob  shares,  now 
trading  on  the  Big  Board  at  around 
11,  would  be  worth  20  to  25,  reckons 
the  money  manager  One  big  buyer  of 
the  stock  is  Fidelity  Management, 
which  had  upped  its  stake  from  8.5%  to 
9.9%  as  of  the  end  of  September. 

Jacobson  says  he  doesn't  know  if 
Mattel  or  Hasbro  has  approached  Ga- 
loob, but  he,  too,  believes  the  company 
would  be  "an  excellent"  acquisition  for 
either.  "Galoob  has  proved  it  can  turn 
out  products  with  long-lasting  appeal, 
and  that's  exactly  what  Mattel  and  Has- 


bro are  looking  for,"  he  says.  "As  long 
as  Galoob  continues  to  have  product 
momentum,  it  will  either  grow  or  be 
acquir-ed,"  says  Jacobson.  At  Febniaiys 
Thy  Fail",  Galoob  will  introduce  new  lines 
that  he  says  will  include  Dragon  Fli- 
ers— airborne  figiu'es  designed  for  boys. 

He  says  that  the  industry  has  been 
consolidating  and  that  fierce  competi- 
tion will  make  for  more  mergers  and 
acquisitions  this  year. 

Analyst  Phillip  Seligman  of  Value 
Line  notes  there  is  pressure  on  toy- 
makers  ft'om  multimedia  personal  com- 
puters and  CD-ROM  software,  which 
offer  featui'es  that  compete  with  tradi- 
tional toys.  He  thinks  the  answer  is 
diversity — which  Mattel,  Hasbro,  and 
Tyco  Toys  have  been  pursuing. 

Even  with  no  takeover,  Jacobson 
says  Galoob  is  undei-valued.  Extra  push 
vrill  come  fi'om  Galoob's  exclusive  pact 
uith  Twentieth  Century  Fox,  signed  in 
October,  to  license  toys  based  on  Fox 
film  and  TV  properties.  Mattel  says  it's 
always  on  the  lookout  for  acquisitions. 
Hasbro  and  Galoob  didn't  respond. 

THE  STRONG  PULSE 
AT  RAYTEL  

Although  the  initial  public  offering 
market  has  been  a  scorcher,  not 
every  ipo  got  swept  up.  A  case  in 
point:  Raytel  Medical  (rtel),  whose 
shares  went  public  in  early  December 
at  8.  The  stock  hasn't  seen  much  ac- 
tion— and  is  cun'ently  at  9. 

But  that  seems  just  dandy  to  the 
investment  chief  of  a  lai-ge  mutual  fund 
who  is  scouting  for  promising  young 
companies  in  the  health-cai'e  business — 
particularly  those  focusing  on  cardio- 
vascular- disease.  Raytel  is  a  major  pro- 
vider of  specialized  "transtelephonic" 
pacemakei-s  and  a  leader  in  detection  of 
"cardiac  events."  This  fund  manager 
thinks  the  stock  is  worth  twice  its  cur- 
rent price,  based  on  growing  demand 
for  such  services. 

Pacemaker  monitoring  is  used  by 
cardiologists  and  internists  to  evalu- 
ate periodically  the  "intei'action  of  im- 
planted pacemakers  with  a  patient's 
heait,"  explains  John  Giiton,  an  analyst 
at  Van  Kasper,  which  is  a  co-under- 
wiiter  of  the  ipo.  "Cardiac-event  detec- 
tion," he  adds,  is  prescribed  by  cardiol- 
ogists to  capture  "ti'ansient  irregular 
heart  rhythms"  of  patients  with  cer- 
tain types  of  cardiovascular  disease. 

The  analyst  thinks  earnings  for  the 
year  ending  Sept.  80  will  jump  26%,  to 


950  a  share  and  revenues  wall  climb 
25%,  to  $89.4  million.  With  Internet 
stocks  on  the  wane,  this  manager  is 
betting  that  the  next  market  stars  vrill 
be  in  health  care  and  medical  services. 


HEALTHSOUTH  MAY 
GET  THE  TREATMENT 

Healthsouth  (hrc),  the  nation's  largest 
provider  of  outpatient  and  rehab 
health-care  services,  has  been  on  an 
acquisition  binge,  accumulating  500 
treatment  centers  in  38  states.  But  now, 
Healthsouth  itself  may  be  a  target. 

According  to  several  investment 
bankers,  Healthsouth  has  caught  the 
eye  of  a  logical  suitor:  Columbia/HCA 
Healthcare,  the  largest  U.  S.  hospital- 
management  company,  which  has 
grovra  by  means  of  an  aggi'essive  m&a 
program.  Healthsouth's  gi'owth  should 
reflect  the  cuiTent  strong  demand  for 
rehab  treatment,  says  one  money  man- 
ager He  notes  that  Healthsouth's  facil- 
ities feed  on  pressure  from  insiu-ers  to 
move  patients  out  of  regular  hospitals 
to  the  less  costly  rehab  centers. 

Columbia/HCA  owns  and  operates 
some  285  acute-care  and  28  psychiatric 
hospitals  in  36  states — and  in  Britain 
and  Svritzerland.  It  also  ovms  more  than 
125  outpatient  centers.  "So  the  strategic 
and  geogi'aphic  fit  is  all  there  between 
Columbia/HCA  and  Healthsouth,"  says 
one  investment  manager,  who  owns 
nearly  5%  of  the  stock.  He  calculates 
that,  in  a  take- 
over, Healthsouth    A  BID  COULD  BE  A 
shares,  now  at  27,      POTENT  TONIC 
would  be  worth 
45.  On  Jan.  10  the 
stock  jumped  to 
29,  partly  because 
of  another  ana- 
lyst's "strong  buy" 
recommendation. 

This  invest- 
ment pro  says  the 
stock  is  underval- 
ued— based  on 
earnings  growth 
alone.  "The  Street 
is  underestimat- 
ing Healthsouth's 
earning  power,"  he  says.  For  instance, 
he  thinks  cun'ent  earnings  estimates — 
of  $1.10  a  share  for  1995,  $1.40  for 
1996,  and  $1.80  for  1997— are  on  the 
low  side.  "Healthsouth  is  my  best  shot 
for  the  new  year,"  says  this  pro. 
Healthsouth  and  Columbia/HCA  didn't 
return  calls. 


0'-  
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Management 


CONSULTANTS 


NEVER  MIND  THE  BUZZWORDS. 
ROLL  UP  YOUR  SLEEVES 

The  Feigenbaum  brothers'  advice  is  pragmatic,  and  it  saves  companies  big  bucks 


Only  a  few  weeks  earlier,  Armand 
"Val"  Feigenbaum  had  been  in 
the  hospital  for  a  double  hip  re- 
l^lacement.  The  last  thing  Tenneco 
Chainnan  Dana  G.  Mead  expected  was 
to  see  the  75-yeai-old  quality  guru  stroll 
into  corporate  headquarters  in  Hous- 
ton, 1,800  miles  from  Feigenbaum's 
home,  foi'  a  routine  meeting.  "Before 
you  know  it,  Val  was  challenging  me  to 
a  tennis  match,"  laughs  Mead. 

But  that's  the  kind  of  work  ethic  peo- 
ple have  come  to  expect  from  Val  and 
liis  Idd  bi-other,  Donald  S.,  70.  For  near- 
ly three  decades,  these  fonner  General 
Electric  Co.  engineers,  working  behind 
the  scenes,  have  been  streamlining  oper- 
ations at  many  top  corporations.  As 
principals  of  General  Systems  Co.  in 
Pittsfield,  Mass.,  with  revenues  of  $20 
million  a  year,  the  brothers  have  as- 
sembled an  enviable  list  of  clients,  in- 
cluding Tenneco,  Union  Pacific,  Citicor]), 
Pirelli,  3M,  and  Johnson  Controls. 

Although  less  well-known  than  the 
late  W.  Edward  Deming  or  Joseph  M. 
Juran,  Val  Feigenbaum,  too,  is  one  of 
the  founding  fathers  of  quality.  While 
Deming  emerged  as  the  movement's  vi- 
sionary and  Juran  became  its  teacher 
and  trainer,  Feigenbaum,  who  wrote 
Total  Quality  Control  45  years  ago,  is 
the  hands-on  implemented 
"STEALTH  GURU."  He  and  Don  shun  the 
consultant  tag.  Tliey  consider  themselves 
engineers  who  focus  on  the  nitty-giitty 
details  of  what  makes  business  work. 
"Management  isn't  an  art  to  them.  It's  a 
science,"  says  James  L.  Bailey,  an  execu- 
tive vice-president  at  Citicorp,  which 
hii'ed  the  brotho-s  to  impi'ove  credit-cai'd 
operations.  "They  btcak  business  down 
into  discrete  pieces  aiid  examine  it." 

The  goal  is  to  drive  :)ut  of  operations 
"failure  costs" — the  aggregate  cost  of 
failing  to  do  things  right.  Eliminating 
one  inefficiency — a  defect,  say,  or  an  ex- 
cessively complex  process — reduces  total 


product  costs,  Val  notes.  "Less  money  is 
spent  on  inspection,  complaints,  and 
pi-oduct  sei"vice,  for  instance,"  he  says. 
Moreover,  as  you  reduce  failure  costs, 
"by  definition  you  improve  customer  sat- 
isfaction." The  Feigenbaums  estimate 
that  failure  costs  average  25%  of  gross 
sales  in  most  major  American  compa- 
nies. At  world-class  com-  ^^^^^^^h 


sonality.  The  duo  shun  buzzwords  and 
acronyms,  and  they  disdain  slash-and- 
burn  cost  reduction,  management  fads, 
and  quick  fixes.  Their  appi'oach  calls  for 
a  roll-up-your-sleeves  analysis  of  each 
step  in  a  business  process.  "We've  al- 
ways been  skeptics  about  selling  labels," 
says  Val.  "We're  about  creating  results 


panies,  however,  they  ai-e 
no  greater  than  10%. 

Failure  costs  at  Ten- 
neco Inc.  were  running  client 
at  22%,  or  $2.9  billion,  in    u^iq^  PACIFIC 
1991,  when  the  late  Mi- 
chael  H.   Walsh,  then 
chairman,  called  in  the 
Feigenbaums  and  a  team 
of  theii'  engineers.  In  one  TENNECO 
division,  they  discovered 
that  the  company  was 
wasting  20%.  to  40%.  of 
the  material  being  ma-  CITICORP 
chined  for  auto  parts. 
Merely  changing  the  way 
the  raw  goods  were  fed 
into  machines  eliminated  DEERE 
the  waste. 

Since  1991,  Tenneco 
has  cut  a  total  of  $1.8  bil- 
lion in  failiu-e  costs,  wliich 
resulted  in  an  extra  $900    CUMMINS  ENGINE 
million  in  operating  in- 
come.  Such   a  return. 
Mead  says,  makes  paying 
the  Feigenbaums'  fee — 
neai'ly  $20  million  for  five  years'  work — 
"a  no-brainer."  Adds  another  client:  "I 
don't  think  they  charge  what  they're 
worth.  Obviously,  they  aren't  worried 
about  where  the  next  meal  is  coming 
fi'om.  They're  moi'e  interested  in  making 
a  contribution." 

Both  brothers  fit  the  stereotype  of 
New  Englanders  as  reserved,  hard- 
working, pragmatic,  and  conservative. 
Tenneco's  Mead  dubs  Val  his  "stealth 
guiii"  because  of  his  unassuming  per- 


Squeezing  Out  Inefficieni 

RESULT 

Upgrading  the  railroad's  scheduling,  mair 
nance,  and  customer  service  has  eliminat 
more  than  $700  million  a  year  in  "failure 
costs"  since  1988 

Company  teams,  with  Feigenbaum  help, 
improved  operations,  yielding  $250  millioi 
a  year  in  extra  operating  income 

A  two-year  assignment  significantly  impr( 
customer  retention  by  the  bank's  credit-c< 
operation 

Tractors  and  other  agricultural  implement 
are  now  designed,  produced,  and  sold 
using  systems  that  were  created  by  the 
Feigenbaums 

The  company  has,  with  advice  from  the 
Feigenbaums,  beaten  back  a  challenge  b^ 
Japan's  Komatsu 

DATA  BUSINESS  WEEK 

and  relationships  with  customers. 

For  two  men  who  have  the  ear  of 
some  of  the  most  poweiful  executives  in 
the  U.  S.  and  Europe,  Val  and  Don 
share  a  remarkably  untouched  quality. 
Their  modest  center-hall  Colonial  house 
in  Pittsfield  is  just  a  half-mile  from 
where  they  gi'ew  up. 

Never  married,  the  two  five,  work, 
socialize,  and  relax  together.  A  treas- 
LU'ed  possession  is  the  still-evolving  Lio- 
nel train  layout  in  their  basement.  Both 


The  objective  is  to  drive  out  "failure  costs" — the  tot 
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)lay  the  piano:  Don  favors  Beethoven 
md  Brahms,  while  Val  enjoys  Chopin, 
/al's  hip  replacements  let  the  brothers 
:ontinue  a  good-natured  sports  rivalry: 
)n  the  links,  Val  usually  bests  Don, 
vho  often  gets  his  revenge  at  tennis. 
Other  than  the  normal  kinds  of  fights 
hat  any  two  people  have,  we've  always 
jotten  along  very  well,"  says  Don.  "We 
iave  a  complementary  relationship." 
'OOLMAKER.  Another  thing  the  brothers 
hare  is  devotion  to  their  late  mother, 
lilda  VaUin,  a  concert  pianist  who  in- 
tilled  in  them  a  fascination  vdth  educa- 
ion  and  the  arts.  Their  house  seems  a 
lear-shrine  to  her.  The  eulogy  that  Val 
lelivered  at  her  funeral  in  1963  sits 
vith  her  framed  photo  atop  the  grand 
)iano.  It  is  bound  in  black  leather  and 
)ears  the  title  "A  Beautiful  Person." 
ier  dishes  are  displayed  in  the  dining 
oom  cabinet.  In  her  honor,  the  brothers 
lave  endowed  a  room  in  the  Berkshire 
Athenaeum  and  sponsor  an  annual  lec- 
ure  at  a  local  temple. 


economics  from  Massachusetts  Institute 
of  Technology.  He  climbed  the  corpo- 
rate ladder  quickly,  becoming  director  of 
quality  at  ge's  expansive  Schenectady 
(N.  Y.)  operations  at  28. 

In  1946,  after  a  stint  in  the  Navy, 
Don  also  joined  ge  as  an  engineer. 
Eventually  he  became  a  manager  in  the 
company's  jet  engine  business.  In  1961, 
he  left  GE  to  become  general  manager  of 
consultants  International  Systems  Co. 
He  was  already  something  of  a  pioneer 
in  "value  engineering" — a  method  of  ex- 
ploring whether  parts  or  products  can 
be  made  in  a  cheaper  and  more  cost-ef- 
fective way.  In  1968,  Val — by  then  ge's 
worldwide  director  of  manufacturing  and 
quality  control — gave  up  his  34th-floor 
office  on  New  York's  Park  Avenue  to 
join  Don  in  launching  General  Systems 
fi'om  their'  hometown  in  the  Berkshir-es. 

Between  them,  the  brothers  had  42 
years  of  ge  operating  experience — and  a 
Rolodex  full  of  contacts.  Then*  veiy  fii'st 
morning  in  business,  they  received  a 


However,  it  was  their  father,  Samuel 
i^rederick  Feigenbaum,  a  CPA  who  ran 
lis  own  accounting  firm,  who  advised 
/al  to  skip  college  and  go  straight  from 
-*ittsfield  High  School  to  work  for  ge  as 
m  apprentice  toolmaker  in  1937.  "His 
)oint  was  that  if  I  wanted  to  be  an  en- 
gineer, I  should  learn  how  to  m?ke 
hings  with  my  hands,"  recalls  Val.  "It 
ilways  gave  me  an  edge." 

While  on  ge's  payroll,  Val  eamed  a 
;rio  of  degrees,  including  a  doctorate  in 


call  from  Volvo  of  Sweden  that  led  to 
their  first  assignment,  a  two-year  job 
applying  systems-engineering  tech- 
niques. Success  there  led  to  work  for 
Fiat,  Pirelli,  Renault,  Alfa  Romeo,  and 
Volkswagen.  In  the  U.  S.,  two  companies 
iiin  by  former  ge  executives,  Memorex 
and  compressor  maker  Copeland  Corp., 
were  their  first  clients.  General  Sys- 
tems now  employs  about  110  people. 

In  every  assignment,  the  pair  work 
closely  vdth  client  teams,  guiding  them 


through  an  engineering  methodology — 
their  "technology" — that  scrutinizes  each 
part  of  a  business  process.  "The  first 
step  is  to  define  what  the  costs  of  fail- 
ure are  and  to  measure  them  very 
clearly,"  says  Val.  "What  you  are  doing 
is  putting  in  the  hands  of  people  a  way 
to  manage  the  improvement  in  value 
and  costs."  At  Tenneco's  shipyard  op- 
erations, he  says,  failure  costs  were  reg- 
ularly posted  on  boards  to  keep  em- 
ployees abreast  of  their  progress  in 
getting  rid  of  them. 
"WISE  OLD  FOX."  To  gain  the  support 
and  enthusiasm  of  employees,  the  Fei- 
genbaums  aim  for  quick  results.  "Re- 
sults become  self-generating,"  says 
Don.  "When  people  see  it's  going  to 
help,  it  jacks  them  up  to  go  to  the  next 
level."  Says  Tenneco's  Mead:  "Half  of 
these  quality  progi'ams  that  get  grafted 
onto  companies  wither  and  die  because 
they  don't  have  the  buy-in  and  partici- 
pation of  the  employees.  Val  and  Don 
lead  our  people  through  the  work,  but 

JiiiMjlJMlilliKO  with  the  answers.  It 
AT  HOME  gets     our  people 

Don  (rear)  and    4^^?^^  i"^?,!^^^  ^" 

,     .      ,  the  process. 

Val  Feigenbaum  while  General 

"break  business  Systems'  business 

down  into  picked   up   at  the 

,      .  height  of  the  quality 

aiSCrete  pieces  movement  in  the  late 

and  examine  it,"  1980s,   it   by  no 

says  a  satisfied  means  boomed.  Nei- 
!•     .  ther  has  it  waned 

since  quality  passed 
its  peak  as  a  management  trend.  "A 
good  deal  of  the  [quality]  explosion  was 
for  training  and  speech-making,"  says 
Val.  "The  solid  core  of  what  we  do — im- 
plementation— gi'ew  more  gi'adually  and 
hasn't  stopped  growing." 

Pait  of  what  clients  are  paying  for,  of 
coui'se,  is  experience.  The  Feigenbaums 
have  seen  the  same  inefficiencies  at 
companies  around  the  world.  "Val's  a 
wise  old  fox,"  says  Richaixl  K.  Davidson, 
chairman  of  client  Union  Pacific  Rail- 
road, who  credits  the  Feigenbaums  with 
cutting  derailment  costs  by  more  than 
50%,  from  $84  million  to  $38  million. 
"He  has  climbed  the  mountain  to  look  at 
the  bear  many  times." 

Small  wonder  the  brothei's  see  no 
reason  even  to  think  of  retir'ement.  "My 
grandmother  had  an  expression  that 
people  lust  out  a  lot  faster  than  they 
wear  out,"  says  Don.  "We  wouldn't  be 
happy  unless  we  were  active.  We're  do- 
ing what  interests  us.  It's  fim,  and  it's 
rewarding  to  see  results." 

By  John  A  Byrne  in  Pittsfield,  Mass. 


pense  of  not  running  business  operations  the  right  way 
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Deep  inside  every  overstuffed  corporate  database,  there  are  priceless 
insights  and  brilliant  business  plans  struggling  to  get  out.  How  do 
you  unearth  them?  With  Alpha  Warehouse-"  data  warehousing  on 
Digital  AlphaServer "  systems.  Their  64-bit  power  muscles  through 
complex  queries  over  a  hundred  times  faster  than  the  competition'. 
Holds  up  to  14  gigabytes  of  data  in  memory.  Expands  to  multiple 
terabytes  of  storage.  And  generally  makes  32-bit  systems  look  like 
98-pound  weaklings.  Alpha  Warehouse  solutions  are  enormously  scalable, 
too.  Their  open  architecture  and  ultra-compliant  Distal  UNDC^  platform 
work  effortlessly  with  other  systems.  So  future  growth  is  all  gain,  and 
no  pain.  Diktats 


players  like  Oracle, 


RECORD-BREAKING 
PERFORMANCE' 

AlphaServer  8400 
running 
Oradey"  v  7.3 

tpmC:  9414 

$/tpmC:  $316 


and  Red  Brick  give  you  a  huge 
database  applications,  and  familiar  access  and 


partnerships  with  key 
Informix 


APPUCATION 
IMPROVEMENTS* 

'  Complex  cjueries 
(5-way  join): 

251-9  times  faster 

Ad  hoc  queries 
(3- way  join): 

95.4  times  faster 


choice  of 
reportiyig 


tools  like  Prism  and  SAS.  And  Alpha  Warehouse  is  already  hard 


at  work  around  the  world,  doing  trend  analysis,  profitability  modeling. 


risk  management,  inventory  control,  supply  chain  planyiing  and 
other  heavy  lifting.  Want  to  know  more?  You  don't 
even  have  to  gamble  a  stamp,  fust  punch  out  1 -800-DIGITAL,  press  4, 


wm 


e-mail  to  moreinfo@digital.com  or  see  us  at  http: //www, digital, com, 

ABI 

•Performance  information,  benchmarked  by  Oracle  Corpofation,  reflects  32-bit  vs.  64-bit  versions  of  Oracle?  running  on  Digital's  AlphaServer  8400 
system  with  Digital  UNIX,  tTPC  results,  October  27,  1995.  TPC  is  a  trademark  of  the  Transaction  Processing  Performance  Council.  Tfie  TPC-C  benchmark 
is  the  industry  standard  for  measuring  On-line  Transaction  Processing  (OLTP)  performance.  ©1995  Digital  Equipment  Corporation.  Digital,  the 
DIGITAL  logo,  AlphaServer  and  Alpha  Warehouse  are  trademarks  of  Digital  Equipment  Corp.  UNIX  is  a  registered  trademark  m  the  United  States 
and  other  countries,  licensed  exclusively  through  X/Open  Company,  Ltd  Digital  UNIX  V3.2  on  Alpha  is  an  X/Open  UNIX93  branded  product. 
Oracle?  IS  a  trademark  of  Oracle  Corporation.  All  other  products  are  trademarks  or  registered  trademarks  of  their  respective  companies. 


The  Corporation 


TURNAROUNDS 


ONE  COMPANY, 
TWO  CULTURES 

How  Bill  George  made  it  work  at  Medtronic 


Back  in   1991,  when  William  W. 
George  swept  into  the  comer  office 
at  Medtronic  Inc.  reciting  Tenny- 
son, waxing  philosophic  about  coi-porate 
"reinvention,"  and  vowing  to  triple  sales 
within  five  years,  he  drew  incredulous 
stares.  Some  viewed  the  Harvard  mba 
as  overzealous;  others  feared  his  big- 
company  past  at  Honeywell  Inc.  might 
clash  with  the  risk-taking  cul- 
ture that  had  made  the  $1  billinii 
Medtronic  the  world's  leading 
supplier  of  heart  pacemakers. 
"We  had  good  momentimi,"  says 
one  veteran  exec.  "We  didn't 
want  to  lose  it." 

But  for  years,  Medtronic's 
sometimes  reckless  pace  had 
been  the  sour'ce  of  its  problems. 
Ever  since  Minneapolis-based 
Medtronic  invented  the  pace- 
maker in  1957,  it  had  fiouiished 
technologically  by  attracting  top- 
notch  scientists  and  giving  them 
free  rein.  But  through  much  of 
the  1980s,  earnings  growth 
slowed  and  market  share  fell  as 
Medtronic  spent  the  better  part 
of  a  decade  fighting  a  bloated 
cost  stnicture  and  the  effects  of 
poor  diversification.  GEORGE:  His  efforts  halved 

Now,  George — a  53-year-old  product-development  time 
engineer  who  capped  11  years 


George  began  by 
imposing  a  tougher 
regime  on  Medti'onic's 
designers  and  its  manufac- 
turing division.  "This  company  needed 
to  have  two  different  cultiu'es  operating 
in  the  same  company,"  says  George. 
"One  highly  disciplined  culture,  and  the 
other  free-spirited  and  experimental." 


at  Honeywell  as  head  of  its  space  and 
aviation  systems  business — has  created 
momentum  of  a  different  sort.  He  was 
hired  to  biing  some  big-company  disci- 
pline to  Medtronic,  and  the  company  to- 
day is  both  technologically  strong  and  fi- 
nancially healthy.  "George  has  come  up 
smelling  hke  a  rose,"  says  Kuit  Kruger, 
an  analyst  with  Hambrecht  &  Quist  Inc. 
BIGGEST  GAINS.  George  certainly  has 
investors'  hearts  racing:  Since  1991, 
earnings  have  risen  120%,  to  nearly 
$300  million,  while  sales  are  up  70%,  to 
$1.7  billion.  For  the  year-  that  will  end  in 
April,  Piper  Jafiray  Inc.  analyst  Arch  C. 
Smith  expects  income  to  rise  29%<,  to 
$381  million,  on  sales  of  $2.1  billion. 
Medtronic's  stock  shot  from  20  in  mid- 
1994  to  a  high  of  60  in  December, 
though  fears  that  rivals  are  cutting  into 
its  lead  have  since  sent  it  below  50. 


The  biggest  gains 
came  fi'om  pushing  the 
two  sides  into  teams, 
enabling  Medtronic  to 
tiim  manufacturing  in- 
efficiencies even  as  its 
researchers  paid  more 
attention  to  the  mar- 
ket's needs. 

In  the  past,  for  ex- 
ample, Medtronic  de- 
signed new  computer 
chips  for  every  new 
pacemaker  model  it  developed.  George 
has  since  scrapped  that  process.  Instead, 
he  had  Medtronic  develop  one  micro- 
processor chip  that  can  be  used  in  dif- 
ferent models.  The  switch  cut  develop- 
ment cycles  by  50% — and  since  March, 
1994,  when  Medtronic  rolled  out  six  new 
pacemakers  at  once  using  the  chip,  sales 


MEDTRONIC 
ON  THE  MEND 


JUNE '94 
A  DOLLARS 


DATA:  BLOOMBERG  FINANCIAL  MARKETS 


PACESETTING: 

R&D  spending  is 
up  to  $230  million 

are  up  15%  in  a  mar- 
ket up  4%. 
At  the  same  time, 
George  has  poured  mon- 
ey into  research — r&d 
spending  is  $230  million 
this  year,  roughly  11%  of 
sales.  By  setting  up  a  five- 
member  review  team  that  sets 
strict  timetables  and  financial 
criteria  for  projects,  the  company 
now  gets  more  bang  for  its  buck.  And 
George  is  broadening  Medtronic's  apph- 
cations:  One  scientist  at  its  Dutch  re- 
search center  wants  to  treat  stomach 
disorders  with  pacemaker  technology. 
"We  don't  know  what  they'll  bring  back," 
George  says.  "But  if  we  get  something, 
we  know  it'll  be  big." 

Today,  Medtronic  again  dominates  the 
mai"ket  for  cardiovasculai"  therapy  devic- 
es. With  a  45%  share  in  the  $5.5  billion 
industry,  it's  more  than  double  the  size 
of  Minneapohs-based  Guidant/CPi.  But  - 
rivals  are  challenging  its  lead.  Medical  r, 
products  maker  St.  Jude  Medical  Inc.  i 
just  inked  a  deal  with  hospital  giant  tl 
Columbia/HCA-Healthcare  Coi-p.  to  be  a  ! 
preferred  vendor  of  cardiac  products. 
"This  deal  allows  us  to  be  much  more 
competitive  with  Medtronic,"  says  E. 
Phillip  Palmer,  vice-president  of  corpo- 
rate development.  More  worrying,  in 
recent  weeks  both  Guidant/CPi  and  No.  3 
Ventritex  Inc.  have  won  fda  approval 
for  new  products  aimed  at  Medtronic's 
50%  of  the  $650  million  market  for  im- 
plantable defibrillators,  which  are  used 
to    control  runaway 
heartbeats. 

Wall  Street,  fearful 
that  Guidant's  tiny  new 
device  will  allow  it  to 
leapfrog  Medtronic  in 
the  fast-gi'owing,  high- 
margin  segment,  sent 
Medtronic's  shai-es  tum- 
bhng  on  the  news.  Al- 
though Medtronic  has 
a  new  defibiillator  com- 
ing out  soon  to  match 
Guidant's,  analysts  say 
that  its  once  clear  lead 
will  give  way  to  a 
much  more  even  race.  With  other  new 
products  expected  soon — including  a  new 
family  of  j^acemakers  in  1996  and,  even- 
tually, technologies  for  diseases  such  as 
Alzheimer's  and  Parkinson'.s — Medtronic 
still  has  plenty  of  momentimi  on  its  side. 
But  the  battle  is  heating  up. 

By  Ron  Stodghill  II  in  Minneapolis 
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Workplace 


COMPENSATION 


A  MODEL  INCENTIVE  PLAN 
GETS  CAUGHT  IN  A  VISE 

Lincoln  Electric's  remake  forces  a  shift  toward  traditional  pay 


In  recent  years,  Corporate  America 
has  rushed  to  embrace  the  idea  of 
motivating  employees  by  linking  pay 
:o  performance.  Nearly  half  of  large 
companies  have  tilted  their  pay  systems 
n  this  direction,  surveys  show,  and 
nany  say  they're  eager  to  push  the  no- 
;ion  further.  To  learn  more,  thousands  of 
managers  flock  to  Cleveland-based  Lin- 
coln Electric  Co.  each  year  to  look  at 
)ne  of  the  couiitry's  oldest  and  most 
radical  pay-for-performance  systems. 
Unfortunately,  the  Lincoln  model  isn't 


record  sales  and  earnings.  For  workers 
who  expect  high  bonuses  if  they  deliver 
in  output,  the  shift  has  hurt  morale. 

So  Lincoln  is  taking  its  one-of-a-kind 
pay  system  in  for  an  overhaul.  The 
company  is  by  no  means  ready  to  ditch 
the  incentive  plan,  which  once  paid  em- 
ployees up  to  100%  of  theii'  wages  in 
annual  performance-linked  bonuses.  But 
executives  are  now  considering  ways  to 
move  toward  a  more  traditional  pay 
scheme  and  away  from  the  flat  percent- 
age-bonus fonnula.  "The  bonus  is  a  good 


a  self-managing  entrepreneur.  There's 
minimal  supervision.  They  get  paid 
when  they  work — no  sick  or  holiday 
pay.  "How  much  money  you  make  is  in 
your  own  hands,"  says  Thomas  Gadom- 
ski,  a  painting-crew  leader. 

Each  employee  is  accountable  for  the 
quality  of  his  or  her  own  work  and  is 
rated  twice  a  year  on  quality,  output, 
dependability,  cooperation,  and  ideas. 
The  ratings  determine  how  much  of  the 
total  cori^orate  bonus  pool  each  worker 
will  get,  which  comes  on  top  of  his  or 
her  hourly  wage. 

WIDE  RANGE.  The  average  Lincoln  fac- 
tory hand  earns  $16.54  an  hour,  vs.  the 
$14.25  average  manufacturing  wage  in 
the  Cleveland  area.  With  a  56%  aver- 
age bonus  in  199.5 — the  lowest  in 
years — production  employees  came  out 
ahead  of  workers  elsewhere  even  af- 
ter paying  for  health-care  benefits  em- 
ployers typically  pick  up.  But  unlike  at 
other  companies,  Lincoln  has  huge  vari- 
ations in  production-worker  pay:  ft'om 


PAY  FOR  PERFORMANCE 
SAGS  AT  LINCOLN 
SALES  ARE  UP... 


GADOMSKI:  Under  the  longtime  system,  "how  much  you 


quite  the  smashing  success  it  once  was. 
After  management  stumbles  forced  the 
family-controlled  manufacturer  of  welding 
jquipment  and  supplies  to  sell  more 
bhares  to  the  pubhc  last  year,  Lincoln 
increasingly  resembles  a  typical  pubhc 
company.  With  institutional  shareholders 
md  new,  independent  board  members  in 
place,  worker  bonuses  are  getting  more 
3f  a  gimlet  eye.  At  the  same  time,  man- 
agement is  readying  itself  for  an  expan- 
sion drive  to  remain  globally  competi- 
tive, putting  more  pressure  on  the 
balance  sheet.  All  that  has  crimped 
bonuses,  even  though  Lincoln  is  posting 


program,  and  it  has  w  it  it's 

got  to  be  modified  some,"  says  Uu'ector 
David  C.  Lincoln,  whose  father  John  C. 
Lincoln  founded  the  company  in  1895. 
Adds  Edward  E.  Lawler,  who  heads 
the  University  of  Southern  California's 
Center  for  Effective  Organizations:  "One 
of  the  issues  with  Lincoln  is  how  [its 
pay  plan]  can  survive  rapid  growth  and 
globalization." 

Plans  such  as  Lincoln's  may  be  get- 
ting a  lot  of  attention  these  days,  but 
they  date  back  to  the  19th-century 
piecework  .system.  Each  of  Lincoln's 
3,400  U.  S.  employees  is  supposed  to  be 
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roughly  $32,000  to  more  than  $100,000 
for  the  most  hard-driving. 

There's  tremendous  pressure  to  pro- 
duce, but  an  employee  advisory  board 
meets  regularly  with  top  management 
to  air  workers'  concerns.  And  Lincoln 
guarantees  work  to  employees  with 
three  years'  experience.  No  one  has 
been  laid  off  since  1948,  and  turnover  is 
less  than  4%  among  those  with  at  least 
180  days  on  the  job.  "There  isn't  any 
other  place  to  work  like  Lincoln  Elec- 
tric," says  Kathleen  Hoenigman,  an  18- 
year  veteran.  "They  take  care  of  you." 
Indeed,  Lincoln  went  so  far  as  to  bor- 
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The  5th  Annual  Business  Week  Forum  off 
Chieff  Financial  Offfficers 
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s  the  role  of  the  CFO  continues  to  expand 
Deyond  traditional  financial  boundaries,  what  will  this 
lands-on  corporate  leader  need  to  know  to  succeed? 
foin  Business  Week  and  CFOs  of  America's  most 
Drestigious  corporations  for  face-to-face  interaction 
ind  discussion  on  how  today's  CFOs  are  tackling  their 
growing  non-financial  responsibilities  and  keeping 
[hemselves  and  their  companies  out  in  front. 


In  association  with: 

Kmerican  International  Croup.  Inc. 
Apple  Computer.  Inc. 
AT&T  Capital  Corporation 
KPMG  PeatMarxc'icH.LP 
Milliman  &  Robertson 
SAS  Institute  Inc. 


Participation  is  limited  to  CFOs 
of  the  nation  s  largest  corporations. 
For  registration  information,  please 
call  Julie  Terranova,  Registrar, 
Business  Week  F^xecutive 
Programs,  (800)  821-1329. 
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Science  &  Technology 


SEMICONDUCTORS 


CAN  RUSSIA  MAKE  UP 
FOR  LOST  TIME?  ' 

With  foreign  help,  its  chip  industry  tries  to  regain  strength 


r-ow  more  than  $100  milhon  in  1992  and 
1998  to  pay  U.  S.  bonuses,  even  though 
it  lost  a  total  of  $84  million  in  those 
years,  in  part  because  of  an  ill-conceived 
foreign-acquisition  spree.  Says  CEO  Don- 
ald F.  Hastings:  "I  had  to  go  to  the 
board  and  say:  'We  can't  break  our  tiiist 
with  this  group  because  of  management 
mistakes  and  recession  elsewhere.'  " 

Still,  it  gets  harder  and  hai'der  to  live 
up  to  the  old  deal.  Even  though  the  com- 
pany has  come  roaring  back  aftei-  stum- 
bling abroad,  the  red  ink  it  spewed  left 
Lincoln  financially  weakened.  To  make 
better  acquisitions  and  expand  fiuther, 
Lincobi  made  its  fii'st  public  (offering  last 
July,  pushing  outsiders'  stake  to  40%.  It 
also  slashed  total  debt  by  nearly  40%, 
to  $130  million,  and  paid  a  lower  bonus 
per  person,  though  the  total  bonus  kitty 
was  a  record  $64  million. 
PROTESTS.  The  slimmer  bonuses  repre- 
sent a  sea  change  for  employees.  It  didn't 
help  that  last  year,  Lincoln's  centennial, 
was  its  fii'st  with  $1  billion  in  sales.  In 
November,  some  employees  protested 
outside  headquarters  after  they  learned 
of  the  bonus  size.  "Everyone  was  up- 
set," says  one  worker.  Blue-collar  work- 
ers had  already  been  disgruntled  with 
management  when  it  set  up  a  lower 
wage  scale  in  1993,  at  75%-  of  pay,  for  700 
new  employees  hired  to  meet  demand 
and  staff  an  expanded  motor  operation. 
TluTiover  among  the  new  hu'es  was  liigh, 
and  the  dispai-ate  pay  disturbed  veterans. 
"If  an  individual  shows  he  can  handle 
the  workload,  he  should  be  i-ewarded" 
with  full  pay,  says  Joseph  Tuck,  an  in- 
spector with  18  years  at  Lincoln.  Be- 
cause of  the  protests,  Hastings  eliminat- 
ed the  two-tier  wage  on  Dec.  1. 

To  i-evamp  the  pay  scheme  without 
stirring  up  resentment,  the  company 
has  set  up  a  committee  to  study  the 
bonus  progi'am.  It  has  told  employees 
that  a  new  formula  is  in  the  works,  and 
it  has  hired  Price  Waterhouse  to  study 
productivity.  Although  Hastings  pledges 
that  the  incentive  system  will  remain, 
over  time,  he  wants  employees  to  fo- 
cus more  on  their  overall  earnings,  not 
g    just  the  percentage  bonus  they  receive. 
<    Already,  he  has  started  raising  base 
?    pay — vdth  a  likely  reduction  of  bonuses 
J    later — for  engineering,  sales,  and  other 
"    office  staff. 

I  Even  after  the  charges,  Lincoln's  pay 
^  system  is  hkely  to  rt^main  more  innova- 
i  five  than  most.  Bui  as  it  tries  to  hire 
%  more  outsiders,  expand  further  abroad, 
t  and  modernize,  "we're  getting  to  be  a 
I  more  normal  company,"  says  Director 
5  Frank  L.  Steingass.  That  may  not  be 
i  quite  what  eager  visitors  expect  to  hear 
£  But  if  Lincoln  can  adapt  to  new  times 
£  without  sacrificing  employee  good  will, 
g  anothei'  model  pay  plan  may  yet  emerge, 
o  Bij  Zachary  Schiller  in  Cleveland 


From  the  nibble  left  by  the  collapse 
of  Communism,  Russia's  scientific 
elite  once  dreamed  of  building  a 
semiconductor  partnership  with 
the  U.  S.  Given  access  to  long-banned 
Western  tools  and  knowhow,  the  opti- 
mists envisioned  Russia's  capitalizing  on 
generations  of  Kremlin-groomed  re- 
search to  become  the  next  South  Korea. 
Instead,  yeai"s  of  travail — starting  even 
before  the  Soviet  Union's  breakup — re- 
duced the  Russian  industry  to  a  shadow 
of  its  fonner  self. 

Finally,  there  are  glimmers  of  a  re- 
covery. Last  year,  Russia's  total  chip 
output  increased  10%,  to  $385  million, 
ending  five  years  of  decline — and  sales 
should  grow  7%  more  in  1996  (chart), 
predicts  British  consultant  Future  Hori- 
zons. Chip  exports  are  also  taking  off — 
ft-om  a  paltry  $316,000  in  1993  to  $19.4 
million  for  the  first  10  months  of  1995, 
according  to  Moscow's  official  tally.  "The 
industry  has  definitely  turned  around," 
says  Future  Horizons  Chairman  Mal- 
colm G.  Penn,  who  specializes  in  high 
technology  in  Eastern  Europe. 

There  are  other  fresh  signs  of  life: 
A  few  top  chip  companies  ai'e  opening 
research  operations  in  Russia,  and  for- 
eign capital  is  starting  to  trickle  in.  New 
Yoi'k  investment  banker  A.  Robert  Tow- 
bin  has  no  doubts  that  Russia's  chip  in- 
dustiy  will  stage  an  eventual  comeback. 
"It'll  just  take  a  few  years,"  says  the 
former  chief  executive  of  the  Russian- 
American  Enterprise 
Fund,  created  by 
Washington  in  1993. 
Currently,  Towbin  is 
raising  $50  million  for 
the  Grant  Unterberg 
Towbin  Russia  Fund, 
sponsored  by  Unter- 
berg Harris  Capital 
Management  and  Fi- 
nancial Center  Grant,  a 
big  Moscow  brokerage. 

Making  up  for  a 
decade  of  neglect  will 
be  costly.  Some  130 
chip  factories — 90%  of 


all  producers  in  the  old  So\aet  empire — 
have  closed.  The  trouble  started  in  the 
late  1980s,  when  government  gi-ants  for 
capital  investment  began  drying  up.  And 
since  1991,  defense  contracts  have  with- 
ered while  nmaway  inflation  has  pushed 
manufacturing  costs  skyward  by  as 
much  as  4,000%,  reports  Mikr-on  Corp., 
one  of  only  about  a  dozen  surviving 
Russian  chipmakers. 
FADED  GLORY.  As  a  result,  Russia  is 
in  the  semiconductor  caboose.  The 
slimmest  Unes  most  companies  can  print 
on  silicon  are  a  fat  3  microns,  or  three- 
thousandths  of  a  mil- 
limeter. Such  widths 
date  back  to  the  early 
1980s  and  IBM  PC/XT 
computers.  Today's! 
mainstream  chipmakei's| 
are  shrinking  lines  tol 
less  than  1  micron,  withl 
cutting-edge  companies 
going  to  0.3  microns. 

Mikron  knows  it  is 
living  on  borrowed 
time,  says  Yevgeny  S. 
Gornev,  deputy  direc- 
tor for  research  and 
development.  Founded 


RUSSIAN  CHIPS 
BOnOM  OUT 
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il  years  ago  as  one  of  the  star  resi- 
ients  of  Zelenograd,  the  once  top-se- 
cret city  just  north  of  Moscow,  Miki-on 
ased  to  run  neck-and-neck  with  the 
West.  Its  Institute  of  Molecular  Elec- 
tronics was  famous  for  basic  research  in 
?uch  areas  as  superfast  gallium  arsenide 
nrcuits.  "In  1985,"  Gomev  boasts,  "we 
lad  a  1.5-micron  clean  room" — meaning 
Vlikron  could  produce  then  state-of-the- 
irt  chips.  Ten  years  later,  he  concedes, 
:hat  clean  room  is  still  Miki'on's  best. 

To  sell  its  dated  chips,  Mikron  has 
cultivated  low-tech  customers  in  China 
md  Southeast  Asia.  It  claims  20%  of 
he  woild  market  for  the  chips  in  digital 
vatches,  for  example.  But  such  chips 


ion't  earn  enough  profits  MIKRON  PLANT: 

0  pay  for  new  chipmaking  State  of  the  oii 
ools  and  r&d.  Miki-on  pegs  for  1985 
995  revenues  from  250 


nillion  chips  at  only  $20  million.  It  has 
lalted  virtually  all  basic  research. 

The  company  is  pinning  its  immediate 
uture  on  joint  ventures — starting  vdth 
I  new  1 -micron  line  funded  partly  by  an 
;i8  million  equity  investment  fi"om  Hua 
^0  Electronics  Co.  in  Hong  Kong.  By 
^"'ebruary,  the  plant  vdll  begin  turning 
)ut  more  upscale  chips,  including  com- 
)anion  chips  for  microprocessors.  Be- 
•ause  it  uses  Eastern  European  equip- 
nent  that  costs  less  than  Western  gear, 
-he  plant's  total  tab  was  $30  million — a 
juarter  of  the  price  elsewhere.  So  Hua 
^0  got  a  50%  stake  in  a  relatively  mod- 
;m  facility  for  a  song. 

Such  bargains  may  be  Russia's  ticket 
.0  the  big  leagues.  With  chip  plants  now 
tinning  at  half  capacity,  Russia  could 
end  a  hand  to  companies  stingghng  to 
ceep  up  with  demand,  lg  Semicon,  the 
;hip  ai-m  of  Korea's  lg  Group,  recently 
igreed  to  supply  expertise  and  equip- 
nent  to  Integi-al  Co.  in  Minsk,  Belarus, 
io  Integral  can  take  over  the  production 
)f  some  older  lg  chips. 


REM  Capital  Corp.  of  Arlington,  Va., 
sees  a  similar  opportunity  in  silicon 
wafers,  the  disks  that  chips  are  printed 
on.  A  shortage  of  wafers  will  develop 
this  year  and  become  severe  by  1999, 
predicts  market  researcher  Dataquest 
Inc.  So  REM  Capital  is  working  with 
Russia's  Atomic  Energy  Ministiy  to  pro- 
duce ultrapure  silicon  and  wafers  in 
plants  that  previously  refined  plutoni- 
um.  "They  could  take  a  good  chunk  of 
the  silicon-wafer  market  in  five  years," 
says  Thomas  E.  Ward,  REM  Capital's 
chief  scientist.  To  fimd  the  project,  the 
company  hopes  to  raise  $200  million. 

Foreign  capital  is  crucial  because 
hard  currency  is  scarce  in  Russia,  and 
agriculture  and  heavy  industry 
have  been  getting  first  dibs. 
Moscow  threw  some  crumbs  to 
high  tech  last  January,  launching 
a  special  Fund  for  Electronics 
Development.  But  it  has  only 
$100  million  to  spread  among 
chip,  computer,  and  communica- 
tions companies.  Miki-on's  slice  of 
the  pie  was  just  $3.1  million. 
SHY  SUITORS.  Even  if  capital 
were  plentiful,  it  wouldn't  be 
enough  to  put  the  Russian  semi- 
conductor industry  back  on  track. 
Russia  needs  technology  trans- 
fers by  the  trainload,  says  Ward 
of  REM  Capital.  And  there's  the 
lub.  Two  dozen  chipmakers  have 
sniffed  ai'ound  Russia,  and  match- 
making tours  have  been  spon- 
sored by  Semiconductor  Equip- 
ment &  Materials  International,  a 
trade  gi'oup  of  equipment  suppU- 
ers.  But  most  joint  ventures  are 
"still  in  the  tire-kicking  stage," 
says  Penn.  Primarily,  that's  due 
to  continuing  political  uncertainties. 

A  few  Western  pioneers  are  gingerly 
easing  into  Russia  to  tap  its  scientific 
talent.  Motorola  Inc.  and  Samsimg  Elec- 
tronics Co.  have  set  up  small  r&d  cen- 
ters, and  Texas  Instruments  Inc.  might 
be  next.  "The  Russians  have  been  con- 
ducting r^esear'ch  more  or  less  in  isola- 
tion for  50  year-s,  and  that  has  led  them 
to  do  some  unique  things,"  says  David 
R.  Thomas,  Ti's  head  of  r&d  in  Eur-ope. 
He  sent  scouts  to  Russia  last  fall,  and 
they  came  back  with  valuable  ideas  in 
semiconductor  matei'ials  science  and 
computer  software. 

Still,  R&D  outposts  won't  do  much  for 
Russia's  chip  industry.  It  needs  help  in 
leapfrogging  several  gener-ations  of  pro- 
duction savvy.  That  could  happen  in 
time  for  the  new  century  if  the  West 
pitches  in.  Other-wise,  catching  up  may 
take  a  decade  or  mor-e.  But  at  least  the 
deterioration  of  Russia's  chip  industry 
has  been  stemmed. 

By  Otis  Port  in  Zelenograd  and  Pe- 
ter Galuszka  in  Moscow 
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TO  DE-ICE  OR  NOT  TO  DE-ICE? 


WHEN  THIS  PAST  WEEKS 

mammoth  blizzard  blanket- 
ed airports  from  Washing- 
ton to  Boston,  canceling 
flights  was  an  easy  call.  In 
lesser  storms,  however,  de- 
cisions on  whether  to 
ground  planes  or  de-ice 
them  instead  aren't  so  sim- 
ple. One  problem,  says  Roy 
M.  Rasmussen,  manager  of 
the  ground  de-icing  pro- 
gram at  the  National  Cen- 
ter for  Atmospheric  Re- 
search (ncar)  in  Boulder, 


Colo.,  is  that  airports  may 
base  the  decision  on  snow- 
fall rates,  gauged  by  visibil- 
ity. That's  a  poor  indicator 
of  whether  snow  on  the  air- 
craft will  actually  turn  to 
ice,  he  says. 

In  a  study  supported  by 
the  Federal  Aviation  Admin- 
istration, Rasmussen  recent- 
ly found  that  the  amount  of 
water  in  the  snow  is  a  bet- 
ter predictor.  With  colleagues 
at  NCAR,  he  developed  a 
system  to  monitor  it.  The 


system,  which  is  undergoing 
trials  at  O'Hare  Internation- 
al Airport  in  Chicago,  uses 
five  gauges  at  and  around 
the  airport  to  continuously 
measui'e  snowfall  rate  and 


water  content. 
A  workstation 
correlates  this 
information 
with  wind, 
temperature, 
humidity,  and 
radar  data 
from  weather 
stations  and 
displays  the  re- 
current conditions 
and  30-minute  predictions — 
on  video  monitors.  Rasmus- 
sen figiu'es  that  the  system 
would  cost  airports  $50,000 
to  $100,000  to  install. 


suits- 


A  WAY  TO  MINE 
SILVER  FROM 
OLD  X-RAYS 


THOSE  OLIJ  X-KAYS  OF  YOUR 

cracked  bicuspids  ai'e  a  gi'eat 
source  of  silver.  Processors 
usually  burn  X-ray  film  and 
retrieve  silver  fi*om  the  ashes 
or  bleach  the  film  and  ex- 
tract silver  from 
the  liquid  by  elec- 
trolysis. But 
burning  require> 
a  furnace  witli 
costly  pollution 
controls,  and 
bleaching  produc- 
es chemical  by- 
products that 
must  be  treated.  A  Japa- 
nese chemical  engineer  says 


he  has  a  better  way:  enzymes 
from  bacteria. 

Haruo  Ishikawa  and  his 
colleagues  at  the  University 
of  Osaka  Prefecture  use  al- 
kaline protease  enzymes  pro- 
duced by  the  B21-2  species 
(if  IldciU IIS  bacteria. 


Short  strips  of  used  film  are 
mixed  with  the  protease  in 
a  reactor  under  conditions 
that  are  alkaline — that  is,  the 
opposite  of  acidic.  The  en- 
zyme breaks  down  the  film's 
gelatin  layers,  fi-eeing  the  fine 
particles  of  silver.  A  coagu- 
lant such  as  aluminum  sul- 
fate makes  the  silver 
grains  precipitate  out  of 
the  solution. 

Ishikawa  says  he  ex- 
pects    that  Japan 
Chemical  Engineer- 
ing &  Machinery 
Co.  will  build  a  pl- 
ot plant  in  Osaka 
within  two  years 
and  process 
moi-e  than  2,000 
pounds    of  used 
X-ray  film  per  day. 


MONITORING  ASTHMA  VIA  MODEM 


THE  NUMBER  OF  SERIOUS 
complications  from  asthma — 
including  deaths — has  risen 
some  40%  in  the  past 
decade.  One  i-eason:  Many 
patients  don't  take  their 
medicine  regularly  and  wait 
too  long  to  repoil  symp- 
toms. Constant  monitoring 
of  lung  fimction  would  help 
keep  asthmatics  out  of 
emergency  rooms,  but  that's 
expensive  and  impractical. 


ENACT  Health  Manage- 
ment Systems  in  Mountain 
View,  Calif.,  hopes  to  help 
matters  with  a  pocket-size 
airway  monitor  called  Air- 
Watch.  AirWatch  records 
how  hard  and  how  much  air 
a  patient  can  blow.  Hooked 
to  a  telephone  jack,  Air- 
Watch  transmits  its  data  to 
a  central  computer.  Within 
minutes,  a  report  is  faxed 
to  a  physician's  office.  Each 


month  the  doctor  and  pa- 
tient receive  a  summary 
that  charts  compliance  and 
provides  infomiation  on 
how  the  asthma  is  respond- 
ing to  medication. 

The  device  is  for  children 
age  5  and  up  as  well  as 
adults.  It  costs  about  $50, 
and  a  hookup  to  the  com- 
puter costs  $100  a  year. 
Several  hundred  doctors  al- 
ready use  the  system,  and  a 
few  insurance  companies 
have  covered  the  costs. 


INNOVATIONS 


■  The  pigment  that  makes 
pepperoni  pink  may  soon  help 
preserve  p)'ocessed  meats  by 
slowing  oxidation.  Fereidoon 
Shahidi,  a  food  biochemist  at 
Memorial  University  of  New- 
foundland, is  seeking  Cana- 
dian approval  for  use  of  the 
pigment,  which  can  be  de 
rived  fi"om.  red  blood  cells,  as 
an  alternative  to  nitrite  cur 
ing.  Nitrites  can  react  to 
form  traces  of  cancer-causing 
nitrosamines  in  meat. 

■  A  new  blend  of  glass  can 
hold  dissolved  plutonium 
equal  to  7%  of  its  weight 
without  deteriorating,  say  re- 
searchers at  Argonne  Nation 
al  Laboratory  in  Illinois.  In 
tests  of  its  suitability  for  stor- 
ing radioactive  wastes,  the  al 
kali-tin-siUcate  glass  stood  up 
to  hot  vapors  that  simulated 
thousands  of  years  of  natu- 
I'al  degi'adation. 

■  Israel's  Electric  Fuel  Corp 
is  moving  closer  to  showing 
that  zinc-ail'  batteries  can 
power  electric  vehicles.  In 
stead  of  trying  to  recharge 
them,  which  doesn't  work 
well.  Electric  Fuel  disman 
ties  them  and  replaces  the 
oxidized  zinc  with  fresh  me- 
tallic zinc.  It  recently  finishec 
a  plant  in  Bremen,  Ger-many 
that  will  serve  Gentian  Post 
al  Service  vehicles. 


i 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwjan@businessweek.com 
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arketing 


ECHNOLOGY 


The  Olympic  Efforts  You  Don't  See 

Sponsors  are  donating  technology  to  the 
Atlanta  games,  but  the  real  game  is  showing  it  off 
to  potential  customers. 


rHE  GAME'S  AFOOT 
-AND  IT'S  MARKETING 

'lympic  sponsors  spend  big  to  promote  high-tech  offerings 

Let  the  marketing  games  be- 
gin. As  athletes  around  the 
world  enter  the  final  months 
training  for  the  Olympic 
ames  in  Atlanta  this  summer, 
selling  marathon  is  already 
ell  under  way.  With  10,000 
lympians  competing  in  271 
;ents  at  27  venues,  and  with 
'),000  reporters  and  2  million 
sitors  looking  or  ,  the  logistical 
irdles  of  disseminating  infor- 
ation  and  providing  security 
.  the  Olympics  will  be  as  high 
;  any  in  industiy  For  the  com- 
mies that  are  volunteering  the 
ichnology  that  will  do  every- 
ling  from  time  races  to  trans- 
it scores  to  pubKsh  the  results, 
le  games  are  a  great  opportu- 
ty  to  woo  new  customers. 
The  Olympics  have  always 
id  a  healthy  dose  of  mai'keting 
/pe,  with  companies  paying  a 
:W  million  bucks  for  the  right 
I  slap  the  Olympic  rings  on 
/erything  ft'om  beer  mugs  to 
ittons.  But  this  time  around,  a 
indful  of  technology  companies 
*e  donating  upwards  of  $40 
;illion  in  goods  and  services 
ich — 10  times  the  going  spon- 
)rship  rate  at  the  Los  Angeles 
imes.  And  they're  not  just  do- 
ating  Olympic  track  suits, 
hey're  providing  the  sophisti- 
ited  data,  communications,  and 
icurity  systems  that  will  back 
le  Atlanta  games.  To  make  the 
lost  of  that  investment,  the  do- 
or companies  are  using  the 
Grid's  biggest  sports  event  to 
lowcase  cutting-edge  technology  to 
otential  customers,  who  are  already 
rriving  in  Atlanta  by  the  planeload. 
IBM  signed  on  as  an  Olympic  partner 
)  create  an  infoiTnation  infi-astructure 
lat  will  connect  athletes,  visitors,  and 
ledia  worldwide.  The  centerpiece  is  a 
coring  system  that  will  tally  scores, 
eyed  in  from  pen-based  laptops  at  each 
enue,  and  feed  them  to  the  world's 
ress  in  seconds.  IBM  kiosks  scattered 
iroughout  the  Olympic  Village  will  give 


think  'How  can  this  model  work  for 
me?' "  Kent  C.  Nelson,  chairman  and 
CEO  of  United  Parcel  Service  Inc.,  was 
treated  to  an  evening  of  pre-Olympics 
gymnastics — and  demonstrations  of  the 
kiosks  and  scoring  system — at  the  Geor- 
gia Dome  recently,  courtesy  of  ibm.  ibm 
didn't  score  any  new  ups  business,  but 
it  did  get  Nelson's  attention.  "We  may 
be  able  to  use  something  similar  to  ibm's 
games-management  system  to  help  us 
integrate  all  the  information  on  the 
packages  that  we  ship,"  he  says. 
HOT  STOP.  Xerox  Coi"p.  is  using 
its  sponsorship  to  vault  into  the 
$100  billion  high-end  publishing 
business.  Its  Olympic  facilities 
will  be  able  to  print  135  pages  a 
minute  and  will  turn  out  bound 
volumes  of  scores  and  athlete 
information  within  thi"ee  to  24 
hours  of  an  event 


OVERVIEW: 

Sensor- 
matic's 
camera 
scans  the 
stadium 


LjiNFO 

r...- 


IBM  Information  infrastructure.  Includes  three 
mainframe  computers,  80  midrange  computers 
and  6,000  workstations.  , 

XEROX  Printed  scores.  Will  provide  equipment 
including  more  than  100  laser  printers,  1,000 
copiers,  and  four  publishing  systems. 

MOTOROLA  Digital  radio  system  to  support  trans 
portation,  security,  and  event  management. 
Includes  10,000  portable  radios,  6,000  pagers, 
1,200  cellular  phones,  and  1,500  computer 
modems. 

AT&T  Telecommunications.  Includes  long-distance 
voice  and  data  services,  24-hour  telephone-based 
translating  services  in  140  languages,  and  tele- 
phone devices  for  the  hearing-impaired. 


officials,  athletes,  and  coaches  access  to 
60  gigabytes  of  data — eveiything  from 
athlete  biogi'aphies  to  restaurant  picks. 

Performing  right  alongside  the  ibm 
technical  folks  in  Atlanta  are  teams  of 
sales  and  marketing  staff.  "The  Olym- 
pics mimic  a  client  environment  that 
has  rigorous  requirements,  like  tough 
deadlines  and  a  huge  scope,"  says 
Ronald  Pamich,  director  of  IBM's  Olym- 
pic Games  project.  "We  want  our  po- 
tential clients  to  leave  the  games  and 


for    judges  and 
journalists.  "We 
want  to  be  in  this 
business  and  the 
Olympics  will  give 
us  significant  in- 
roads. For  us,  the  Olympics  will 
be  a  proving  ground,"  says 
Vince  Schaeffer,  Xerox's  man- 
ager  of  Olympic  programs. 
Xerox  and  at&t  have  teamed 
up  to  create  a  mobile  scoring 
center  in  a  48-foot  trailer.  The 
Olympics  Technology  Ti'ailer  Op- 
eration, or  OTTO,  has  already  hit 
the  road  and  sei-viced  pre-Olym- 
pic  events.  It  has  also  been  a 
favorite  stop  on  sales  tours. 

Some  smaller  companies  are 
hoping  the  Olympics  will  cata- 
pult them  into  the  big  leagues. 
Sensormatic  Electronics  Corp., 
a  $920  million  company  in  Deer- 
field  Beach,  Fla.,  that  makes 
plastic  gamient  tags  used  to  de- 
ter shoplifters,  bought  in  as  a 
$20  million  sponsor.  It  will  pro- 
vide athletes  and  officials  with 
microchip-embedded  badges  that 
will  whisk  doors  open  as  wear- 
ers approach  and  scanners  that 
will  read  handprints  to  match 
the  badges  with  those  wearing  them. 
For  the  past  year;  Sensomiatic  has  been 
flying  three  or  four  clients  a  week  to 
Atlanta  to  tour  security  installations. 
Louis  Chiera,  director  of  Olympic  mar- 
keting, says  the  sponsorehip  has  brought 
in  $10  million  in  sales  so  far  And  there 
are  still  nearly  six  months  to  go  before 
the  torch  enters  the  Olympic  stadium — 
time  for  technology  sponsors  to  win 
plenty  of  gold  in  Atlanta. 

By  Nicole  Hanis  in  Atlanta 
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THE  NO-SWEAT  FUNDS 
YOU  SHOULD  WORRY  ABOUT 


Are  you  scared  that  the 
sky-high  stock  market 
might  tumble  and 
take  your  investments  down 
with  it?  Mutual-fund  sales- 
people have  an  antidote  for 
yom-  wonies:  asset  allocation 
funds.  After  all,  asset  alloca- 
tion funds — which  are  diver- 
sified mixes  of  stocks,  bonds, 
and  money-market  instru- 
ments— survived  the  1987 
stock-market  crash  and 
earned  solid  returns  for  the 
year. 

But  investing  in  a  fimd  to- 
day based  on  what  it  did 
back  in  1987  is  foolhardy.  For 
starters,  the  market  condi- 
tions are  quite  different.  In 
1987,  these  fimds  did  well  be- 
cause as  stocks  melted  down, 
the  bond  market  rallied,  and 
this  helped  to  offset  the  loss- 
es. But  now,  bonds  and 
stocks  are  both  high:  Chances 
are,  if  one  tanks,  so  will  the 
other.  Even  more  important, 
very  few  of  the  asset  alloca- 
tion funds  around  today  were 
in  business  back  then.  In  fact, 
165  of  the  236  funds  tracked 
by  Morningstar  Inc.  are  less 
than  two  years  old,  and 
whether  they  could  survive 
a  CT'ash  is  anybody's  guess. 
HOLD  THE  HASSLE.  That  said, 
asset  allocation  fimds  can  still 
be  good  choices  for  those  who 
want  to  diversify  beyond 
stocks.  They're  often  pre- 
sented as  options  in  401(k) 
plans,  too.  and  are  appropri- 
ate for  partic- 
ipants who 
are  new  to 
investing  and  wlio  are  with- 
out a  portfolio  large  enough 
to  diversify  on  their  own. 
And  even  investors  \  -ho  have 
enough  money  to  come  up 
with  their  own  asset  allega- 
tion plan  may  not  want  i  i 
bother.  As  a  gi'oup,  asset  al- 
location funds  haven't  fared 


INVESTING 


badly:  For  the  five- 
year  period  ending- 
Dec.  31,  1995,  they 
returned  11.75%, 
compared  with 
16.64%  for  U.S. 
diversified  equity 
funds  and  8.36% 
for  taxable  fLxed-in- 
come  fimds,  accord- 
ing to  Morningstar. 

But  many  mutu- 
al-fund investors 
have  little  to  gain 
from  asset  alloca- 
tion funds.  If  you 
have  a  long-term 
investment  horizon 
and  the  stomach 
for  stocks,  there's 
no  reason  to  own 
these  fimds.  If  you 
have  a  portfolio  of 
several  different 
funds,  you  may  al- 
ready own  what 
the  asset  allocation 
managers  are  try- 
ing to  provide  you. 
They'll  jiggle  those 
assets  around  more 
than  you  will — but 
all  this  "fine-tun- 
ing" runs  up  ex- 
penses and  doesn't 
necessarily  deliver 
better  returns.  If 
you  don't  have  that  kind  of 
portfolio,  it's  not  hard  to  as- 
semble one.  You'll  need 
about  $10,000,  since  many 
such  funds  have  minimums 
of  $2,000  or  $2,500.  As 
for  allocation 
ideas,  you 
can  use  a 
shareholder  report  from  one 
of  the  asset  allocation  funds 
as  a  road  map. 

If  you  do  opt  for  the  one- 
stop  shopping  offered  by  as- 
set allocation  funds,  you  still 
have  to  do  some  homework. 
The  funds  vary  greatly  in 
theii'  investment  styles,  the 


risks  they  take,  and  the  re- 
turns they  earn.  For  instance, 
some  invest  in  foreign  securi- 
ties, others  don't.  Some  allow 
managers  wide  discretion  in 
the  amount  of  money  allocat- 
ed to  any  one  asset,  while 
other's  set  minimmn  and  max- 
imum allocations. 
GONE  AWRY.  Tlie  best  barom- 
eter of  a  good  asset  alloca- 
tion fund  is  dependability. 
What  can  you  normally  ex- 
pect from  the  fund?  Check 
the  prospectus  for  the  "neu- 
tral mix,"  or  the  expected  av- 
erage allocatiim.  Then,  find 
out  how  often  and  for  how 


long  the  fund  has  diverge 
from  that  mix — and  wit] 
what  results. 

The  neutral  mix  doesn' 
mean  much  if  the  fimd  man 
ager  has  the  latitude  to  g( 
astray.  For  instance,  th- 
prospectus  of  Dean  Witte 
Managed  Assets  said  that  thi 
fund  sought  total  returi 
among  equities,  fixed-incom 
securities,  and  money-marke 
instruments.  Yet  for  most  o 
1995,  in  the  face  of  th 
strongest  stock  market  in  2i 
years,  the  fund  was  100%'  ii 
cash.  Why  pay  Dean  Witter  ; 
1.77%  expense  ratio  whei 
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)u  could  have  kept  all  your 
oney  in  a  money-market 
nd  for  a  mere  fraction  of 
at  and  perhaps  earned  a 
!tter  return?  Fortunately, 
vestors  can't  stumble  into 
ean  Witter  Managed  Assets 
lymore.  The  management 
mpany  recently  merged  it 
to  the  better-performing 
ean  Witter  Strategist  fund. 


records  among  its  peers,  is  a 
case  in  point.  The  fund  built 
its  record  by  making  some 
extreme  bets,  such  as  emerg- 
ing-market debt.  For  in- 
stance, the  fund  was  up 
23.3%  in  1993— twice  the  re- 
turn of  the  Standard  &  Poor's 
500-stock  index  that  year — 
only  to  plunge  with  the  peso 
to  a  -6.6%  return  in  1994. 


Asset  Allocation  Funds 
Vary  Widely 


;tive 


l-YR  TOTAL 
RETURN* 


EXPENSE 
RATIO 


TURNOVER 


-20.15  1.39 


lARD  GLOBAL  GROWTH 

i  long-term  capital  appreciation 
'ed  to  allocate  0%-65%  to  U.  S.  and  foreign 
bonds,  or  precioas  metals;  0%-15%  to 
Tg-market  securities;  and  0%-100%  to  cash 

If  ASSET  MANAGER 

for  reduced  risk  over  the  long  term 
'ed  to  allocate  10%-60%  to  stocks,  20%-60% 
s,  and  0%-70%  to  short-term  fixed  income 
)wn  options,  futures,  warrants,  or  emerging- 
securities.  No  limit  on  foreign  investments 

i  results  that  correlate  inversely 
B  S&P  500 

;  no  stock,  bonds,  foreign  securities,  or  gold. 
,  just  options  on  securities  and  stock  indexes 
contracts,  and  U.  S.  Treasury  securities 

rASSET  ALLOCATiON 

5  high  total  return 
red  to  allocate  10%-60%  to  stocks,  20%-60% 
is,  0%-100%  to  cash,  and  0%-100%  to  foreign  securities 

iRD  ASSET  ALLbCAtlON 

ested  in  achieving  highest  possible  return 
/ed  to  allocate  0%-100%  to  domestic  stocks, 
and  money-market  instruments 

'31/95  **Turnover  not  measurable  lor  securities  witti  maturities  under  one  year 


12.71%  2.51%  221% 


18.16     0.97  137 


0* 


21.95     1.26  327 


35.46     0.49  34 


DATA:  MORNINGSTAR  INC 


lereby  managing  to  bury 
le  dismal  record. 

Although  such  extreme  al- 
cations  are  by  no  means  the 
Drm,  they  are  troubling, 
^th  most  mutual  funds,  such 
i  an  international  bond  fund 

a  domestic  small-company 
ind,  the  manager  is  required 
)  have  at  least  65%  of  the 
loney  in  those  sorts  of  as- 
3ts  or  in  cash.  With  asset 
[location  funds,  however, 
ou're  never  quite  sure 
'here  your  money  is. 

The  $11  billion  Fidelity  As- 
it  Manager  Fund,  which  has 
ne   of  the   better  track 


"The  fund's  manager  [Bob 
Beckwitt]  is  a  real  quant  guy 
who  got  blindsided,"  says 
Jane  King,  president  of  Fair- 
field Financial  Advisors  in 
Wellesley,  Mass.  Humbled, 
the  fund  now  takes  a  more 
defensive  posture — cutting 
back  exposure  in  emerging 
markets  to  less  than  5%  and 
holding  more  in  cash — and  it 
produces  less  exciting  but  ul- 
timately more  dependable  re- 
turns. In  1995,  for  instance. 
Asset  Manager  earned  an 
18.16%  return. 

It's  one  thing  to  diversify  a 
portfolio,  but  quite  another 


to  try  and  "time"  markets.  If 
an  asset  allocation  fund  is 
making    dramatic  swings 
among  various  asset  classes, 
it  may  be  trying  to  do  just 
that.  Ideally,  managers  should 
make  changes  in  their  alloca- 
tions gradually,  not  abruptly. 
Is  the  fund  engaging  in  mar- 
ket timing?  Check  its  histori- 
cal weightings  through  one 
■■■■■■1  of  the  independent 
mutual-fund  rating 
services,  such  as 
Momingstar.  A  high 
turnover  (one  in  ex- 
cess of  150%)  and 
shifts  between  as- 
set classes  (plus  or 
minus   20%   in  a 
year)  are  red  flags: 
The  fund  is  an  ag- 
gressive timer  and 
should  be  avoided. 

Theoretically,  you 
should  also  be  able 
to  glean  this  infor- 
mation through  a 
simple  telephone 
call  to  a  fund's 
shareholder  repre- 
sentative, according 
to  Albert  J.  Fred- 
man,  professor  of  fi- 
nance at  CaUfomia 
State  University  at 
Fullerton  and  the 
co-author  with  Russ 
Wiles  of  Building 
Your  Mutual  Fund 
Pmifolio  (Dearbom 
Financial  PubHsh- 
ing,  $19.95,  800  829- 
7934).  But  a  few 
calls  to  several  im- 
portant fund  com- 
panies' 800  numbei-s 
proved  otherwise. 
The  rep  at  Blanchard  funds 
had  never  heard  of  a  neutral 
mix  and,  when  asked  for  the 
fund's  turnover,  was  able  to 
give  numbers  only  through 
Apr.  30,  1995,  although  the 
request  was  made  on  Nov. 
28.  Even  the  more  well-in- 
formed reps  at  Fidehty  In- 
vestments could  report  only 
two-month-old  turnover  fig- 
ui-es  for  their  asset  allocation 
fund.  While  you  may  not  be 
able  to  get  the  most  current 
numbers,  check  a  fund's  an- 
nual report  to  get  a  handle 
on  the  outfit's  management 
style.  The  timeliness  of  the 


information  varies.  Perfor- 
mance and  expense  ratios  are 
current,  while  the  turnover 
and  specific  portfolio  holdings 
are  reported  less  fi'equently. 
HAMMERED  BY  FEES.  Because 
asset  allocation  funds  trade  a 
lot,  their  brokerage  costs 
tend  to  be  higher,  something 
not  always  reflected  in  a 
fimd's  expense  ratio.  But  such 
costs  nip  into  the  retiUTi,  says 
financial  planner  Mark  Bell  of 
Chicago's  Mark  Bell  &  Asso- 
ciates. "High  fees  are  a  tough 
benchmai'k  for  any  fund  man- 
ager to  beat,"  says  consultant 
Derek  Sasveld  of  Ibbotson 
Associates,  who  recommends 
an  expense  ratio  no  higher 
than  1%. 

Of  course,  a  slightly  higher 
expense  ratio  is  not  a  prob- 
lem if  you  have  an  excellent 
portfolio  manager  Find  out 
what  kind  of  experience  par- 
ticular managers  have  in  dif- 
ferent asset  classes  by  call- 
ing the  fund  company  or 
rating  service.  If  they  are 
known  solely  for  U.  S.  equi- 
ties, find  out  who's  managing 
the  bond  or  foreign  portions 
of  the  portfoUo.  For  instance, 
the  lead  manager  of  the 
Strong  Asset  Allocation  Fund 
is  Brad  Tank,  who  also  heads 
the  firm's  taxable  fixed-in- 
come department.  While  Tank 
has  final  investment  veto 
power,  the  ftmd  benefits  from 
the  input  of  three  other  fixed- 
income  managers  and  four 
equity  managers.  As  of  Dec. 
31,  its  one-year  total  return 
was  21.96%! 

It's  also  a  good  idea  to  in- 
vest in  an  asset  allocation 
fund  that  can  be  run  with  in- 
house  skill.  Blanchard  Global 
Growth,  for  instance,  pays 
five  different  subadvisers  to 
run  various  portions  of  the 
fund.  That  high  overhead  re- 
sults in  an  enormous  2.5%'  ex- 
pense ratio  and  substandard 
returns. 

Siu"e,  you  can  find  asset  al- 
location funds  with  solid  per- 
formance and  reduced  risk. 
But  for  a  categoiy  that's  sold 
as  a  convenience,  an  awful  lot 
of  diligence  is  required  to 
make  sure  that  a  fund  meets 
an  investor's  asset  allocation 
needs.  Kerry  Capell 
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Personal  Business 


DRUG  STOCKS 
TO  WATCH  IN  '96 


If  you  were  looking 
for  market  action  in 
1995,  pharmaceutical 
stocks  were  just  what 

the  doctor  ordered.  U.S. 
health-care  reform  died,  and 
with  it  fears 
that  drugmak- 
ers  would  see  their  rev- 
enues sharply  limited.  Plus, 
widespread  cost-cutting  in 
the  industry  helped  turn 
profits  around  after  a  slump 
in  1994.  The  sector  also  saw 
a  wave  of  megamergers, 
starting  with  the  $14  billion 
combination  of  Britain's 
Glaxo  and  Wellcome  in  Jan- 
uary and  winding  up  with 
the  widely  praised  marriage 
of  Sweden's  Pharmacia  and 
the  U.  S.'s  Upjohn. 
HEADY  RETURNS.  All  that 
news  pushed  global  phar- 
mac!  utical  stocks  through 
the  roof:  In  the  U.S.,  the 
group  outperformed  the 
Standard  &  Poor's  500- 
stock  index  by  18  per- 
centage points,  and  in 
Britain,  the  pharmaceuti- 
cal sector  returned  19 
percentage  points  more 
than  the  benchmark  Fi- 
nancial, Ti.mes-Stock  Ex- 
change 100  index. 

That's  a  tough  act  to 
follow,  but  some  experts 


SMART  MONEY 


think  more  gains  could  lie 
ahead.  The  difference  this 
year,  says  Richard  Vietor,  a 
first  vice-president  at  Mer- 
rill Lynch  in  New  York,  is 
that  "earnings  growth  will 
shift  from  cost-cutting  to 
fundamentals."  That  means 
investors  may 
want  to  focus 
on  companies  with  significant 
new  products. 

In  the  U.S.,  Merck's 
Fosamax,  an  osteoporosis 
treatment,  and  antihyperten- 
sive Cozaar  both  received 
Food  &  Draig  Administi'ation 
approval  in  1995  and  are  get- 
ting positive  early  reports. 
Pfizer  is  expected  to  launch 
four  drugs  from  1996  to 
1998,  including  Zyrtec,  a  low- 
sedating  antihistamine  that 


MERGER  MODE: 

The  trend  like- 
ly won't  end  till 
just  10  or  15 
gixiut.s  remain 

received  p^da 
approval  last 
month.  Such  in- 
novations are 
expected  to 
push  their  cre- 
ators' earnings 
growth  rates 
above  the  aver- 
age 7%-to-10% 
that  is  being 
forecast  for  the 
industry  in  1996. 
In  addition,  while  the  pace 
of  consoHdation  is  bound  to 
slow — if  only  because  fewer 
takeover  candidates  re- 
main— the  merger  trend 
among  drug  companies  isn't 
over.  Glaxo  Wellcome,  the 
world's  biggest  drugmaker, 
still  has  only  6%  of  the  glob- 
al market.  So,  many  indus- 
try watchers  expect  combi- 
nations to  continue  until  only 
10  or  15  giants  are  left. 
Among  American  takeover 
targets,  the  biggest  unknown 
remains  closely  held  Warn- 
er-Lambert. Its  shares  are 
up  nearly  14%  since  July,  de- 
spite a  forecast  earnings  de- 
cline for  1996,  on  merger 
speculation. 

Takeover  plays  aside,  ana- 
lysts believe  that  there  are 
enough  drug  stocks  with  up- 
side potential  left  to  build  a 
healthy  portfolio.  Switzer- 
land's Sandoz  is  vindely  rec- 
ommended as  it  continues  to 
divest  noncore  assets — 
"changing  its  spots  and  fo- 


COMPANY 

Take  Two  and  Call  Us 
In  12  Months 

PRICE  ON 
JAN.  8 

P-E 

RATIO* 

SANDOZ** 

Alzheimer's  drug  in  pipeline 

$46 

19.4 

MERCK 

Two  new  products  spell  growth 

64 

24.0 

ASTRA  * 

Good  value  among  the  Euros 

42 

20.0 

PHARMACIA- 
UPJOHN 

Continuing  benefits  from 
merger 

38 

17.8 

SANKYO 

Creator  of  top-selling  Pravachol 

23 

25.8 

*0n  estimated  1996  earnings  per  share  **ADRs    data  Businessweek. 

BLOOMBERG  FINANCIAL  MARKETS 

cusing  on  what  it  does  best, 
says  Salomon  Brothers  ana 
lyst  Peter  Laing.  Also,  San 
doz'  pipeline  includes  th 
Alzheimer's  drug  Exelon,  fo 
which  the  company  is  ex 
pected  to  seek  fda  approvj 
by  the  end  of  1996. 

Sweden's  Astra  also  get 
high  marks,  in  part  becaus 
its  stock  is  relatively  inex 
pensive.  "Astra  looks  Ilk 
one  of  the  most  undervalue^ 
[chng]  compaiues  in  Europe, 
says  Kevin  Scotcher,  who  fo' 
lows  the  pharmaceutical  in 
dustry  for  Kleinwort  Benso 
in  London.  Its  projectei 
price-earnings  ratio  of  2 
compares  with  a  starry  37. 
for  industry  highflier  Roch( 
Another  plus:  The  patent  fo 
Losec,  Astra's  ulcer  medica 
tion,  doesn't  expire  unt: 
2004 — six  years  after  th 
first  patent  on  Glaxo  Well 
come's  competing  drug,  Zan 
tac,  runs  out. 
SLEEPERS  IN  JAPAN?  Al 
though  most  investors  hav- 
chased  the  hot  transatlanti 
drug-industry  action,  som 
stock-pickers  think  the  res 
sleepers  are  in  Japan.  Samuc 
Isaly,  manager  of  Capston 
Medical  Research  Fund  and  | 
partner  at  industry  analys 
Mehta  &  Isaly,  beheves  tha 
"Japanese  pharmaceutical 
are  very  attractively  valuei 
and  will  lead  performance  o 
the  sector  in  1996." 

One  pick  is  Sankyo,  whos^ 
cholesterol-busting  Pravachc 
was  found  to  reduce  mortal 
ity  in  long-term  studies  an( 
already  has  posted  world  1 
wide  annual  sales  of  $1.1  bil 
lion.  Its  price-earnings  ratifJ 
of  26  is  not  much  highe 
than   that   of  Westerff 
competitors — and  mucl 
lower  than  Japan's  aver 
age  p-e  of  50. 

As  drug-stock  feve  " 
spreads  around  the  world  * 
investors  will  have  ever; 
reason  to  view  the  loft; 
prices  of  drug  stocks  wit. 
caution.  But  if  the  pun 
dits  prove  correct  *f 
megamergers  and  nev 
products  should  keep  thi 
sector  sizzling  for  somi 
time.  Joan  Warne 

and  Heidi  Dawley 
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^USIC  TO  YOUR  EARS 
-AND  EYES 


t  first  glance,  there's 
othing  unusual 
bout  Stripped,  the 
itest  Rolling  Stones 

(lease  on  compact  disk.  It 
oks  like  an  ordinary  disk, 
)sts  about 


le  same 
id  lets  fans  relish  14  classic 
ings  when  spun  on  a  CD 
ayer.  Yet  Stones  addicts 
ho  pop  the  Virgin  Records 
ilease  into  a  cd-rom  drive 
1  their  personal  computer 
•e  treated  to  something 
ore:  on-camera  interviews 
ith  Mick  Jagger  and  Keith 


ENTERTAINMENT 


direct  links  to  the  performer's 
Web  sites.  On  the  classical 
side,  there  are  enhanced  CDs 
devoted  to  Chopin,  Mozart, 
Tchaikovsky,  and  others.  Mu- 
sic Pen  developed  the  35-disk 
LaserLight  series  of  classical 
recordings,  which  lets  lis- 
teners follow 
the  score  on- 
screen or  see  notes  and 
videos  on  the  composers.  And 
Graphix  Zone  unveiled  an  en- 
hanced CD  tagged  to  director 
Oliver  Stone's  Nixon.  In  its 
audio  CD  mode,  you  get  the 
John  WilHams  movie  sound- 
track. The  multimedia  por- 
tion has  the  film's  trailer,  plus 
interviews  with  Stone  and 
Williams. 


ichards,  plus  several 
inutes  of  music  videos. 
Smpi)e-d  is  an  example  of  a 
idding  digital  format  called 
le  enhanced  CD,  a  cross  be- 
veen  audio-only  compact 
sks  and  cd-roms  that  hold 
ultimedia  sizzle  but  don't 
ay  on  your  stereo.  Some 
)0  enhanced  CD  titles 
lached  consumers  around 
hristmastime,  and  there  are 
ore  on  the  way,  covering 
'erything  ft-om  alternative 
•ck  to  classical.  Mariah 
arey,  Todd  Rundgren,  and 
)undgarden  are  among  the 
•ck  and  pop  artists  who 
ive  come  out  with  enhanced 
)s — some  with  music  videos, 
teractive  games,  and  even 


As  with  regular  CDs,  en- 
hanced versions  often  offer  a 
compilation  of  many  enter- 
tainers. Compton's  NewMedia 
joined  Rhino  Records  on 
Rock  Expedition:  The  1960s 
(with  the  Monkees  and  Sonny 
&  Cher,  etc.)  Spew+  on  the 
Atlantic  Recording  features 
a  "digizine,"  where  viewers 


can  watch  full-screen  videos 
of  the  nine  new  performers 
whose  music  is  on  the  disk. 

Few  enhanced  CDs  are  as 
peculiar  as  SuperModeh  in 
the  Rainforest  from  Virgin 
Interactive,  which  also  fea- 
tures a  variety  of  artists.  On 
the  aucho  side,  people  can  hs- 
ten  to  music  from  Duran  Du- 
ran  and  Soul  II  Soul.  But  in 
its  multimedia  pose,  Super- 
Models  is  a  cross  between 
Sports  Illustrated'?,  annual 
swimsuit  issue  and  a  project 
worthy  of  the  World  Wildlife 
Fund.  As  its  title  suggests, 
SnperModels  makes  a  blatant 
attempt  to  attract  men  by 
showing  off  scantily  clad 
women  photographed  in  the 
Costa  Rican  tropics.  But  the 
disk  also  emphasizes  a  serious 
environmental  mission,  fea- 
turing colorful  videos  of  ani- 
mals and  dignified  cUscussions 
on  preserving  the  rain  forest. 
The  enhanced  CDs  that 
seem  to  work  best  are 
the  ones  that  deliver 
material  enthusi- 
asts can't  readily 
find  elsewhere. 
In  the  cranber- 
ries: doors  and 
windows,  from 
Philips  Media, 
fans  are  able  to 
peek  at  home 
videos  of  the  band 
on  tour,  or  they  can 
travel  to  the  Wood- 
stock revival  concert 
in  1994  and  rock  to 
the  song  Zombie.  Bob 
Dylan's  Greatest  Hits  Vol- 
ume  3  on  Columbia  is  an  in- 
teractive two-disk  set  with  a 
rich  multimedia  database.  Un- 
der "catalog,"  Dylan  devotees 
can  click  on  old  album  cov- 
ers to  see  song  lists  and  liner 
notes.  In  "discography," 
diehards  can  hear  15-second 
audio  clips  from  every  song 
on  selected  albums. 


When  played  on  a  PC, 
enhanced  CDs  add  video 
sizzle  to  stereo  sound 


Enhanced  CDs  may  not  ap- 
peal to  the  casual  fan,  how- 
ever. It's  one  thing  to  come 
home  from  a  long  day  at  the 
office,  pop  a  CD  into  the 
stereo,  and  chill  to  the  music. 
It's  another  matter  to  spend 
lots  of  time  interacting  with 
the  performers.  Nor  is  it 
clear  that  many  people  will 
pay  a  premium  for  enhanced 
disks:  Some  cost  $5  to  $6 
more  than  regular  CDs — al- 
though that's  still  well  below 
most  CD-ROMS.  But  even  on 
a  no-extra-cost  title  such  as 
Stripped,  some  of  the  bonus 
material  is  just  a  teaser  to 
get  people  to  buy  the  $30 
Stones  Voodoo  Lounge  CD- 
ROM — Stripped  has  highlights 
from  Voodoo  Lounge. 
OUT  OF  SYNC.  Moreover, 
there  are  technical  snags. 
With  some  enhanced  CDs, 
you'll  have  to  skip  track  one 
manually  when  playing  the 
disk  on  an  audio  co  player, 
lest  noise  from  the  computer 
data  stored  on  that  track 
damage  your  speakers — or 
ears.  That's  a  hassle  for  those 
who  like  to  play  songs  in  ran- 
dom order.  And,  as  with 
many  cd-roms,  enhanced  cos 
don't  always  nan  as  smoothly 
as  you  would  like.  For  exam- 
ple, the  videos  on  Stripped 
were  out  of  sync  on  the  486- 
based  PC  I  used. 

Worse,  many  enhanced  CDs 
won't  perform  on  your  cd- 
rom  drive  at  all.  These  in- 
clude the  old  single-speed 
drives  as  well  as  other  mod- 
els. Stripped,  among  others, 
cairies  the  disclaimer:  "Warn- 
ing: incompatible  with  some 
NEC  drives  and  Mac  PCi  bus." 
Billboard  estimates  that  as 
many  as  half  of  the  installed 
drives  won't  handle  the  disks, 
but  most  hardware  that  has 
been  bought  in  the  past  year 
or  two  should  be  0.  K.  Sony 
Music  is  shipping  software 
drivers  from  Corel  in  its  en- 
hanced CDS  (of  a  type  called 
CD  Plus),  to  allow  certain  cd- 
rom  drives  to  recognize  the 
foiTnat.  If  that  fails,  you  can 
always  call  up  technical  sup- 
port. Then  again,  that  may 
hit  a  sour  note  that  could 
leave  you  pining  for  a  reli- 
able old  CD.      Edward  Baig 
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Business  Opportunities 


CONSULTANTSATIAINERS 

Interaational  firm  expanding  in 
US  needs  independent 
consultants  and  trainers  to 
represent  our  company.  We 
offer  some  of  the  finest  human 

resource  development 
programs  available  today.  Vei7 

high  income  potential. 
Extensive  training  and  support. 
Management,  marketing,  or 
consulting  experience  helpful. 
Send  resume  or  brief  personal 
history  to: 
Resource  Associates 
Corporation 
D.L.  Engle,  VP  Development 
Department  "WB16" 
100  Kachel  Blvd.,#150E 

Reading,  PA  19607 
(800)  799-6227,  Ext.  12 
FAX:  (610)  856-5918 


BETTER  THAN 
FRANCHISES  . 


Four  of  our  new  Associates 
are  earning  over  $10,000 
a  month  after  5  months. 
This  11-year-old,  pride  of 
ownership  company  is  ready 
for  more  explosive  growth. 
Keep  your  current  job,  if  you 
must.  Set  your  own  pace. 
Immediate  success  training 
for  serious  candidates. 

(505)  982-2882 


Insurance 


Age 

10  Year 
Level 
Tetm 

15  Year 
Level 
Term 

20  Year' 
Level 
Term 

Joint 
Avg. 
Age 

Sur- 
vivor- 
ship 

35 

$410 

$485 

$630 

50 

$1,816 

45 

$805 

$860 

$1.300 1 

60 

$3,167 

55 

$1,735 

$2,235 

$2,915' 

70 

$6,590 

65  ' 

'$4,705 

$6,245 

$6,819' 

80 

$25,100 

$500,000 

LIFE  INSURANCE 


Annual  Pren>lum'  •  Preferred  -  No  Tobacco  use 

Underwritten  by  major  life  insurance 
companies  given  higtiest  ratings  for 
linancial  soundness  by  A  M.  Best. 
Standard  &  Poors  and  Moody's 
CALL  FOR  A  FREE  QUOTATION  ON 
ANY  DESIRED  AMOUNT  AND  PLAN: 

1-800-444-8715 

Financial  Services  Grou() 
189  Reservoir  Street 
Needtiam.  MA  02194 
Th.ough  our  multi-company  representation. 
Fir-  ncial  Services  Group  offers  the  most 
com,,  etitive  products  available  in  today's 
marketp!  :ce.  Permanent  life  plans  are  also 
available 

'Not  available  in  some  states 


INCORPORATE 

IN  ANY  STATE  BY  PHONE  OR  FAX 

Specializing  In  Delawire  Corpontions  &  l.lC's. 


$25 


plus 

state  fees 


CoroCd8°»-"8-^''°' 

■wvM  FM302-652-67S0 
iinp://www.corpco.com 


US  CORPORATIONS  AND  LIMITED 

LIABILITY  COMPANIES  (LLCs) 
SET  UP  INSTANTLY  IN  DELAWARE 
(USA)  BY  PHONE  OR  FAX 


I  Ptione,  FAX  anytime  or  write  for  your  FREE  . 
iDcluware  Incorporation  Handbook  {6th  Edition).  I 
■  Agents  wanted  lo  market  Delaware  incorporating! 
'/LLC  services.  Annual  recurring  commisions.  ' 


TEL:  1 .800.423.2993 
j    FAX:  302.996.5818  anytime  . 

iDelaware  Business  Incorponitors,  Inc.l 
^0.  Box  5722,  Dept.  BW,  Wilmington,  DE  19808J 


Business  Opportunities 


CONSULTANTS  WANTED! 


For  the  explosive  growth  in  ISO  9000 
We  train  you  to  run  your  own  practice. 

Management  experience  required 
Executive  income,  Professional  career 

S'I'RIDER  INTCRNATIONAL 

1-800-891-6629 


Stock  Control  of 
Publicly-held  Corporation 

(Past  Operations  Liquidated)  with  up 
to  $500k  available  and  big  6  audits, 
seeking  merger  with  privately-held 
company  with  significant  growth 
potential  Possible  secondary  financing. 
No  startups.  Fax  details  to: 

818/702-9439 


Capital  Available 


Fired  of  getting  the  lunufound  from 
bankers  who  arc-n'l  really  leTiding? 
New  database  lisLs  1,000 's  of 
ahcmative  lenders  and  investors  who 
are  aggressively  financing  high  risk 
business  ventures,  CAIX,  for  KREE 
info:  800-580-1188  DitkMet^e 


SEARCHING  FOR 
FUNDING? 

Match  funding  request  to 
12,000  capital  sources. 
$99A/o  match.  No  fee. 

Call:  714-337-0570 
or  Internet 
http7i^www.business1  .conrVabfcV 


Telecommunications 


Travel  Abroad  with  a  PC  & 
fax/modem? 


Recognize  this  problem? 
TeleAdapt  |  i  i- 

..oluJiorr,  wlmli  rri.ibk'  /ou 
o  connect  &  communicate 
fi  om  anywhere  in  the 

world 

Contact  us  now  for  more 
information' 


WHOLESALE 

Long  Distance 


VERY  LOW  FLAT 
DOMESTIC  &  INT'L  RATES 

FOR  INFORMATION  CALL 

800-922-4305 


Financial  Services 


BUSINESS  LOANS 
ANY  REASON 

No  Credit  •  Bad  Credit 

No  Collateral 
Private  Lender/Investor 
Principals  Only 

818/340-5626 


Education/Instruction 


MBA  BY  Distance  Uarhihg 

Maiur  British  university  otters  accrerJited  MBA, 
Bactielor  s  or  GMAT  needed,  Cliosen  by  Economist 
Intelligence  Unit  as  one  of  world's  best  MBA  programs. 
HERIOT-WATT  UNIVERSITY  I  (800)  MBA-0707 
North  American  Distributor  I  »•  Ask  lor  ext,  20 
6921  Slocklon  St,  Suite  2,  Fl  l>rriln,  CA  94530 
For  Immediate  FaxBack  literature:  from  your 
tax  machine's  phone,  call  (510)  486-8900. 


University  Degrees 


Approved  Self  Paced  Home  Stud' 
Associate  Bactielors  Masters  Doctor 
Emphasis  in  Business  Admin,  Public  Admir 
Healtti  Care  Admir..  Human  Resources 
"finance,  Int'l  Business.  Tecti  Mgmt.  Law 
Paralegal,  Psyctiology,  Computer  Science 
1-800/477-2254  (24  hrs) 
Southern  California  University 

for  Piofessional  Studies 
1840  E.  17  SI-BW,  Santa  Ana,  CA  9270! 


EXTERNAL  DEGREES 

BA/BS  MS/MBA  PhD/JD 
I  Credit  lor  viiork  /lite  exp  •  Accredited 
(800)  444-8569  (24  hrs.) 

LaSalle  University 

lDep^6^andeville^^047W00C 


INVEST  IN  YOU 


Your  VAI.UI-;  IS  Whal  You  Know 
AppaivcJ  BS's  and  Masters  in  Business  ant 
Eni<inoL'nng  Ttiroui?h  Distance  Lxaming 

Call  Now  For  FREE  Tape 
1-80(1/782-2422 

CNU 


16909  Parthenia  St,  Nortli  Hills,  CA  9134 


ADVERTISE  INTHE  BUSINESS  IVEE/C  MARKETPLACE. 
AND  REACH  6.2  MILLION  RESPONSIVE  READERS! 

For  rates  and  information  mail  or  fax  this  coupon  today! 
The  next  Marketplace  section  closes  on  January  24 

NAME:  


COMPANY: 
ADDRESS: 

CITY:   

PHONE: 


STATE: 
FAX: 


ZIP: 


I' 


Mail  or  fax  to: 


Business  Week  Marketplace 
500  North  Michigan  Avenue,  Suite  2010 

Chicago,  IL  60611 
Phone  312-464-0500  •  Fax  312/464-0512 


le 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE.  SUITE  2010 
CHICAGO.  IL  60611 


Computer  Equipment 


HEWLETT-PACKARD 

Buy-Sell-Trade 

LaserJet  ColorPro 
DeskJet  Draft  Pro 

RuggedWnler  Draft/Master 
Electrostatic  Plotters  DesignJet 
9000  Workstations  and  Vectras  also  available 

Ted  Dasher  &  Associates 

117  Second  Ave  ,  S  Birmingtiam,  AL  35222 
Phone:  205/591-4747  Fax:  205/591-1108 
HV6J8-4833  •  E-mall  satesSdasher  com 


Franchising 


Franchise 

your  business! 

Call  (or  information  about 
"Francfilse  Your  Business"  seminars 
scfieduled  tfirougfiout  tfte  country. 

mncorp' 

Specialists  in  Franchise  Developmeni 

1-800-877-1103  Bw 


Business  Services 


ESEARCH  REPORTS 


,000  ACADEMIC  TOPICS  AVAILABLE' 

Send  $2  (or  the  280  page  catalog 
us Icm -written  reports  also  available 
RESEARCH  ASSISTANCE 
11322  Idaho  Ave ,  #206BF 
Los  Angeles,  CA  90025 
1  FREE  HOTLINE:  800-351-0222 

01  310  477  8226 


ivestment  Opportunities 


Visit  Us... 

^  Actrade  s 
Z  shareholder 
v*^.  Internet  site. 

ittp://www.acrt.com/invBSt 


Investment  Services 

=10TECT 
DUR  PROFITS! 
;re's  how.  Read  the 
jressive  Investor 

iree  months  $55 
leyear  $195 

le  Agressive  Investor 

D.  Box  4011 

Titos,  Ca.  90703-401 1 


Internet  Services 


rivhy  it's  important  to  register 
lyour  business  name 
,on  the 


2-1  Hour 
Recorded  Message 

(800)641-61081 

Association  of  Internet  User^ 


How  Can  You  Benefit  By  U»ing  the.. 


I  NTeRNETi 


Give  your  company  a  presence. 
Let  Us  Help  You  Be  Successful 
800-274-1214 


Menswear  Fashion 


men's  WIDE  SHOES 

EEE-EEEEEE,  SIZES  5-13 
» High  quality 
» 150  styles 
•  Free  catalog 
1-800-992  \ 


HITCHCOCK  SHOES.  INC. 

Dept.  55A  Hingham,  MA  02043 


Corporate  Gifts 


UNIQUE  LOGO  GOLF  BALLS 
From  Courses  You  Only 
Wish  You  Could  Play! 

Different  balls  (our  logo  choice) 
delivered  every  month  or  as  often 
as  you  like.  All  balls  are  brand  new 
Pinnacle  Gold  Balls. 

1/2  doz.  $19.95  or 
1  doz.  $29.95.  plus  $4.50  S/H 

Call  1-800-EAGLE-18 
(1-800-324-5318) 

Visa,  M/C 


A  UMITCO  EDITION 

^SOVIET  SUB  CL 


j  nut.le.ir  subs' Walt'fproot  lu. 
:.nO0'.  wiihslands  depth 
charge  concussions,  wind 

1  insj  lev  wall  mounlHib: 
pklls  laLU.r^  d..cs  inj 

cuNowi  800-442-0002' 

Sovietski"'Colleclion 


Art/Collectibles 


%    Elegantly  Framed  Reproductions  on  Canvas 
aJBI'^'jIP'  of  Museum  MasSterpieces. 

||      " J ; }  Affordably  Priced.  FREE  Cataldg. 


Culinary  Tools 


Siivings  Irum 
PROFESSIONAL  CUTLERY  DIRECT 


The  Wuslhof-Trident 
7"  Cook's  Knife 
$70.00    /usr  $53.30 


SAH  additional 


FREEc3talog 


Incredible 
selection  of  fine 
culinary  tools  knives, 
cookware  &  more. 

Professional  Cutlery  Direct 
(800)  859-6994 

Vbl ,  1  70  BoMor>  Posi  Rd  Smte  I  H,  Mjdison.  CT  06441 


Point-of-Sale/Display  Products 


Literature  Displays 

Bjpa  LARGEST  SELECTION 
GfflSaa  IN  THE  COUNTRY 


m 

Travel 


500  BONUS 
FREQUENT  FLYER  MILES 
for  each  $200  Purchase 


CrewGear. . . 

Your  One  Stop  Travel  Store 

•  Luggage  by  Travelpro", 
BOYT'  &  More 

•  Complete '[  rave 
Accessories 

•  Sunglasses 

•  Watches 

•  Gifts 

•  FREE  Color 
Catalog! 


Call  CrewGear  Today! 
l-800-RUNWAY3i.,MA6oi9 


%mAVELNBTWOtHC 

Q  A  V  P    ANY  FARE  ON  A  MAJOR  US 
'  ^    AIRLINE.     YES,  YOU  GET 
MILEAGE    mS  BONUS 
MILEAGE!   ENROLL  FREE. 
AINTERNET  ACCESS: 

y  http://www.travnet.com 
Over  375  Locations  CALL: 
1-800-853-PLAN 


25'/< 


OFF 


Business  Opportunities 


INCLUDED 

Veixtiurfx"  Cmnputfr 


Thirty  Businesses  You 
Can  Run  From  Your  Home 
With  A  Computer! 

FREE  Cassette  Tapes:  These  two  free 
cassettes  will  explain  now  you  can  start 
several  or  all  of  these  thirty  proven  busi- 
nesses part-time  and  still  retain  the  security  of  your  present  position. 
It  you  purchase  our  software  and  business  program,  ycju  will  receive 
the  computer  and  printer  at  no  extra  cost.  If  you  already  own  a  com- 
puter, you  may  receive  a  discount.  Earn  potentially  up  to  $4,000  or 
more  each  month.  Free  home  office  training.  Financing  available. 
To  receive  free  explanation  cassettes  and  color  literature,  call  toll-free: 

1-800-343-8014,  ext.  2290 

Computer  Business  Services,  Inc.,  CBSI  Plaza,  Suite  2290,  Slieridan,  IN  46069 


msmessweeK 


Advertisement 


3M  innovation  Network 

h  1 1  p ;  //  www.  Ill  m  ni .  c  ( I  ni 

Advanced  Micro  Devices 

http://www.anici.com 

Aetna 

htfp;//www.aetna.com 

Agility  Forum 

cont96@agile.net.amet. 
Iehigh.edu 

The  American  Institute  of 
Architects 

aia(?''capcon.net 

American  Power 
Conversion 

http://w\vw.apcc.com 
The  American  Stock 
Exchange 

http://www.amex.com 
Ameritech 

http://www.ameritech.com 
AT&T 

http://www.att.com 

Bell  Atlantic 

http://www.bell-atl.com 
Canon 

http:// 


www.  u.sa. canon. com 


Chrysler 

http://www.chryslercofp.com/ 
Compaq 

http://www.compaq.com 

Computer  Associates 

http://www.cai.com 
Cray  Research 
http://www.cray.com/ 
Digital  PC 

http://www.pc.cligital.com 
Federal  Emergency 
Management  Agency 

http://  www.  te  m  a .  go  V 

FedEx 

http://www.teclex.com 
Ford 

http://www.torcl.com/ 
Fujitsu 

http://www.tuiitsu.com 
GE  Information  Services 

http://www.ge.com/geis 

Global  Village 

http://www.globalvillage.com 

Haworth 

http://www.haworth- 
tiirn.com 


Hewlett-Packard 

http://www.hp.com 
IBM 

http://www.ibm.com 
Intel 

http://www.intel.com/ 
Jack  Daniels  Tour 

http://www.mtl.net/jack 
daniels/ 

Janus  Funds 

http://nerworth.galt. 
com/janus 

Kodak 

http://www.kodak.com/ 
Eli  Lilly  &  Company 

http://www.lill\.com 
Lotus 

http://www.lotus.com 
Maplnfo 

http://www.mapinfo.com 
MCI 

http://www.mci.com 
Microsoft 

http://www.microsoft.com/ 

Motorola,  Wireless  Data 
Group 

http://www.mot.com/wdg/ 


IVYU's  School  of 
Continuing  Education 

http://www.nyu.edu/sce/ 

Netcom  On-Line 
Communication  Services 

h  1 1  p :  /  /  w  WW.  n  e  t  c  0  m .  c  0  m 

Network  Systems 
Corporation 

http://www.nerwork.coni 
Novell 

http://www.novell.com 

Ohio  Department  of 
Development 

htip://www.ohiobiz.com 
Okidata 

http://www.okidata.com 
PageNet 

http://www.pagenet.com 
PeopleSoft 

http://v\'WAV.peoplesoft.coni 

Platinum  Technology 

http://www.platinum.coiTi 

The  Principal  Financial 
Group 

http://www.principal.com 
PSINet 

http://www.psi.net/ 
Raytheon 

http:// www.  ray  th  eo  n .  com 


Roberts  Express,  Inc. 

http://www.robert.com 
Charles  Schwab 

http://w-vvw.schwab.com 

SAS  Institute 

http://www.sas.com/ 

Siemens 

http://www.sieiiiens.com 

Silicon  Graphics 

http://www.sgi.com 

Sun  Microsystems 

http://w"Arw.sun.com 
Tektronix 

http://www.tek.coni/ 
Color_  Printers/ 
Texas  Instruments 

http://w\vw.ti.com 

Toyota  Motors 

http://www.toyota.coni 

Unisys 

http://www.unisys.com 

Unlimited 
Systems/KONEXX 

ii  1 1  p :  // w^v  w.  konexx.com 
UPS 

http://www.ups.com 

Zenith  Data  Systems 

http://www.zds.com 


♦to 

THE  NETWORK  IS  THE  COMPUTER 


Network  here  excels 
at  keeping  out  intruders. 


BusinessWeek  Index 


PRODUCTION  AND  LEADING  INDEXES 


PRODUCTION  INDICATORS 


Change  from  last 
Change  from  last  • 


Change  from  last  week:  NA 
Change  from  last  year:  NA 


LEADING  INDEX 

Dec.  23=261.7 
■  1967--=100 


PRODUCTION  INDEX 

Dec.  30=129.9 
1992=100 


15  . 


.  230 


Jan  May  Sept  Dec 

1995  1995  1995  1995 

Indexes  are  4-week  moving  averages 
The  production  index  rose  in  the  vKeek  ended  Dec.  30.  Before  calculation  of 
the  four-vi/eek  moving  average,  the  index  fell  to  130.1,  from  131.4.  Auto  and 
truck  plants  were  closed  for  the  holidays,  which  in  turn  hurt  rail-freight 
traffic.  For  the  month  of  December,  the  index  increased  to  129.9,  from  125.1 
in  November. 

The  leading  index  was  not  available  for  the  latest  week.  The  government 
shutdown  and  the  blizzard  prevented  data  from  being  collected. 

BW  pfoduction  indeA  copyright  1996  by  The  McGrdw-Hill  Compdnies      BW  leading  index  copyright  1996  by  CIBCR 


LEADING  INDICATORS 


STOCK  PRICES  (1/5,  s&p  500 

LATEST 
WEEK 

NA 

WEEK 
AGO 

614.72 

YEARLY 
%  CHG 

NA 

CORPORATE  BOND  YIELD.  Aaa  (1/5) 

NA 

6.75%  NA 

INDUSTRIAL  MATERIALS  PRICES  (1/5) 

NA 

111.4 

NA 

BUSINESS  FAILURES  (12/29) 

NA 

NA 

NA 

REAL  ESTATE  LOANS  (12/27)  b  ii  ons 

NA 

$502.3 

NA 

MONEY  SUPPLY.  M2  (12/25)  b  ii  ons 

NA  $3,744.5 

NA 

INITIAL  CLAIMS.  UNEMPLOYMENT  (12/23)  thous  na 

NA 

NA 

Sources:  Center  for  International  Business  Cycle  Research  (CIBCR).  Standard  & 
Poof's,  Moody's,  Journal  of  Commerce  (index:  1990=100),  Dun  &  Bradstreet  (failures 
of  large  companies).  Federal  Reserve,  Labor  Dept   CIBCR  seasonally  adjusts  data  on 
business  failures  and  real  estate  loans. 

INTEREST  RATES 

FEDERAL  FUNDS  (1/9) 

UTEST 
WEEK 

5.28% 

WEEK 
AGO 

6.06% 

YEAR 
AGO 

5.44% 

COMMERCIAL  PAPER  (i/io)  3  month 

5.45 

5.50 

6.18 

CERTIFICATES  OF  DEPOSIT  (i/io)  3  month 

5.44 

5.44 

6.18 

FIXED  MORTGAGE  (l/5)  30  year 

7.30 

7.40 

9.39 

ADJUSTABLE  MORTGAGE  (1/5)  one  year 

5.56 

5.63 

6.85 

PRIME  (1/10) 

8.50 

8.50 

8.50 

Sources:   Federal  Reserve,  HSH  Associates,  Reutets 

Holdings  PLC 

#Raw  data  in  the  production  indicators  are  seasonally  adiusted  in 
equipment.   l=Western  Wood  Products  Assn        2=Southern  Forest 

computin 
Products 

g  the   BW  in 

Assn  3= 

LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%CHG 

STEEL  (1/6)  ttious.  of  net  tons 

1,951 

1,818# 

-1.7 

AUTOS  (1/6)  units 

92,978 

0# 

-15.0 

TRUCKS  (1/6)  units 

80,957 

0# 

-4.7 

ELECTRIC  POWER  (1/5)  millions  of  kilowatt-tirs. 

NA 

61,845# 

NA 

CRUDE-OIL  REFINING  (1/6)  ttious.  of  bbl./day 

NA 

13,990# 

NA 

COAL  (12/30)  thous.  of  net  tons 

14,785# 

19,239 

-7.9 

PAPERBOARD  (12/30)  thous.  of  tons 

NA# 

839.4 

NA 

PAPER  (12/30)  thous.  of  tons 

NA# 

820.0 

NA 

LUMBER  (12/30)  millions  of  ft. 

213. 8# 

423.0 

-30.8 

RAIL  FREIGHT  (12/30)  billions  of  ton-miles 

18. 4# 

24.4 

-5.6 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports.  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept  ,  American  Forest  &  Paper 

Association,  WWPA'.  SFPA-,  Association  of  American  Railroads 

PRICES 

LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

GOLD  (1/10)  $/troy  oz. 

400.000 

393  400 

6.5 

STEEL  SCRAP  (l/9)  #1  heavy,  $/ton 

139.50 

135.00 

-3,1 

COPPER  (1/6)  ?/ib. 

126.2 

130.5 

-9.8 

ALUMINUM  (1/6)  (z/ib 

79.3 

79.8 

-17.9 

COTTON  (1/6)  strict  low  middling  1-1/16  in.,  t/\b 

80.49 

79.47 

-6.5 

OIL  (1/9)  $/bbl. 

19.95 

19.81 

14.5 

Sources:  London  Wednesday  final  setting.  Chicago  market.  Metals 
market,  NYMEX 

Week,  Memphis 

FOREIGN  EXCHANGE 

LATEST 
WEEK 

WEEK 
AGO 

YEAR 
AGO 

JAPANESE  YEN  d/io) 

105.21 

104.42 

99.88 

GERMAN  MARK  (i/io) 

1.44 

1.44 

1.54 

BRITISH  POUND  (i/io) 

1.55 

1.55 

1.56 

FRENCH  FRANC  (i/io) 

4.93 

4.92 

5.30 

ITALIAN  LIRA  (i/iO) 

1572.0 

1572.6  1624.0 

CANADIAN  DOLLAR  (i/io) 

1.36 

1  35 

1.41 

MEXICAN  PESO  ivioy 

7.525 

7.575 

5.725 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U  S,  dollar, 
except  for  British  pound  in  dollars 


NA^Not  available 


NM^Not  meaningful 


THE  WEEK  AHEAD 


Z)?/,e  to  the  prolonged  Washington 
lutdown,  all  government  release  dates 
re  certain  to  be  rescheduled. 

IDUSTRIAL  PRODUCTION 

'ednesday,  Jan.  17,  9:15  a.m.  ►  Output 
:  the  nation's  factories,  mines,  and  utili- 
ss  probably  rose  0.2%  in  December, 
^cording  to  the  median  forecast  of  econo- 
ists  surveyed  by  mms  international,  one  of 
ie  IVIcGraw-Hill  Companies.  Production 
creased  0.2%  in  November.  Unusually 
)ld  weather  m  December  probably  boosted 
lergy  output.  The  average  industrial  oper- 
ing  rates  probably  slipped  to  83%  last 
onth,  from  83,1%  in  November  and 
5.1%  a  year  ago. 


BUSINESS  INVENTORIES 

Wednesday.  Jan.  17,  10  a.m.  ►  Inventories 
held  by  manufacturers,  wholesalers,  and 
retailers  likely  rose  by  about  0.4%  in 
November,  on  top  of  a  large  0.6%  increase 
in  October.  Business  sales  probably  rose 
0.5%  in  November  after  dropping  0.4%. 
That's  suggested  by  the  already-reported 
0,8%  jump  in  retail  sales. 

BEIGE  BOOK 

Wednesday,  Jan.  17,  12  noon  ►  The  Feder- 
al Reserve's  survey  of  its  12  districts — the 
so-called  beige  book — catalogs  anecdotal 
reporting  on  business  conditions  across  the 
U.  S.  The  roundup  is  prepared  a  few  weeks 
before  each  policy  meeting.  In  the  Dec.  6 


beige  book,  the  Fed  said  that  economic 
activity  continued  to  expand,  "but  at  the 
somewhat  slower  pace  reported  m  the  last 
beige  book."  In  addition,  the  report  noted 
that  labor  shortages  were  lifting  wages  in 
some  areas. 

HOUSING  STARTS 

Thursday,  Jan.  18,  8:30  a.m.  ►  Housing 
starts  probably  rose  to  an  annual  rate  of 
about  1.4  million  in  December.  That's  sug- 
gested by  the  month's  increase  in  mortgage 
applications  for  home  purchase,  as  com- 
piled by  the  Mortgage  Bankers  Assn.  Starts 
fell  3.7%  in  October,  to  a  1.34  million 
pace,  but  because  of  the  shutdown,  Novem- 
ber starts  have  yet  to  be  reported. 
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This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
on  America  Online. 
It's  your  opportunity  to  ask 
questions  about  features 
from  the  magazine. 


<- - 


Sunday 

Scott  McNealy  has  made  Sun 
Microsystems  the  hottest 
company  in  network 
computing  and  one  of  the 
hottest  anywhere  in  high 
tech.  Here's  your  chance  to 
talk  with  Sun's  CEO  about 
how  he  did  it  (his  mottO: 
"Kick  butt  and  have  fun") 
-and  what's  next.  He  will  be 
online  with  BW's  Rob  Hot, 
author  of  the  current  issue's 
Cover  Story  on  Sun.  Jan.  14 
9  p.m.  EST  in  the  Globe 

New  Look 

Now  there's  a  new  reason  to 
sign  up  for  America  Online: 
BW  Online's  redesigned 
screens,  making  it  easier 
than  ever  to  find  the  entire 
contents  of  every  issue  and 
all  the  other  online  features, 
including  the  Best  B-Schools, 
Message  Boards,  the  BW 
Online  Store,  and  much  more. 

Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 
soon  after  each  event. 


For  a  free  trial  diskette 
ncluding  10  free  hours  on 

AOL.  call  1-800-641-4848 
i  d  mention  Business  Week. 


A 

A  M  E  Ryl^C  A 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  stoty  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed,  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


K 


Activision  38 

ADI  Systems  22 

Adobe  Systems  (ADBE)  38 

Airbus  Industrie  18 

Aisin  Seihi  54 

Alcatel  Alsthom  (ALA)  58 

Alfa  Romeo  84 

Alliance  Capital  Management  81 
America  Online  (AMER)  12 
Ameritech  (AIT)  41 
Arctier  Daniels  Midland  (ADM)  6 
Astra  98 

AT&T(D  41,66,95 
Atlantic  Recording  (TWX)  99 
Autodesk (ACAD)  66 
AutoNation  USA  34 


B 


Banamex  80 
Banco  Bilbao  Vizcaya  80 
Bancomer  80 
BankAmerica  (BAC)  76 
Bankers  Trust  (BT)  83 
Bank  of  Boston (BKB)  76 
Bank  of  Nova  Scotia  80 
Barclays  Bank  39 
Batterymarch  Financial 
Management  82 
Bausch  &  Lomb  (BOD  46 
Bell  (Mark)  96 

Berkshire  Hattiaway  (BRK)  16 
Blanchard  Global  Growth  Fund 
(BGGFX)  96 
BMW  16 

Boeing  (BA)  18.30,46,58 
Brandywine  Asset  Management  45 
Browning-Ferns  Industries  (BFI)  6 


Cadburv  Schweppes  6 

Camelot  Group  6 

Capital  Insight  Brokerage  45 

Capstone  Medical  Research  Fund  98 

Cargill  6 

CarMax  34 

Chase  Manhattan  (CMB)  76 
Chrysler  (C)  34,64 
Circuit  City  (CO  34 
Citicorp  (CCD  84 
CNA  Financial  (CNA)  6 
CNW  Marketing  Research  31 
Cognizant  46 
Columbia  (SNE)  99 
Columbia/HCA  Healthcare  (COL)  83. 
88 

Compagnie  Financiere  de  Paribas  58 
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Investment  Figures  of  the  Week 


OMMENTARY 

tters  over  the  strength  of  earn- 
igs  sent  tech  stocks  into  a  tail- 
jin.  Motorola's  weak  fourth-quar- 
:r  earnings  was  fuel  for  the  fire 
nd  the  Dow  Jones  industrial  index 
:|l  almost  100  points  on  Jan.  10 
I  end  the  week  down  3%.  There 
as  no  joy  in  bondland,  either:  Re- 
)rts  that  talks  to  balance  the 
deral  budget  had  broken  down 
'nt  prices  plunging.  That  moved 
le  yield  on  the  30-year  Treasury 
)nd  up  to  6.19%.  Gold  benefited, 
hit  the  highest  level  in  2  years, 
irging  above  $400  an  ounce. 


STOCKS 

Jan.  July 


Jan.  4-10 


630 


1-week  change 

-.17% 


Jan.  4-10 


THE  DOLLAR 

Jan.  July 


^  1593.29 


1-week  change 

-2.5% 


Jan.  3-10 


1  -week  change 
+0.6% 


MARKET  ANALYSIS 


%  change 


,S.  STOCKS 

Latest 

Week 

S2-week 

FUNDAMENTALS 

Latest 

Week  ago 

Year  ago 

}W  JONES  INDUSTRIALS 

5032.9 

-3.1 

30.3 

90-0AY  TREASURY  BILL  YIELD 

5.17% 

5.19% 

5.75% 

lOSIZE  COMPANIES  (S&P  MidCap  Index) 

208.2 

-4.5 

22.6 

30-YEAR  TREASURY  BOND  YIELD 

6.19% 

5.95% 

7.84% 

MLL  COMPANIES  (Russell  2000) 

302.9 

-3.9 

22.1 

S&P  500  DIVIDEND  YIELD 

2.27% 

2.21% 

2.80% 

.L  COMPANIES  (Russell  3000) 

340.2 

-3.9 

28.6 

S&P  500  PRICE/EARNINGS  RATIO 

16.9 

17.6 

17.0 

3REIGN  STOCKS 

Latest 

%  change  (local  currency) 

TECHNICAL  INDICATORS 

Latest 

Week  ago 

Reading 

S&P  500  200-day  moving  average 
Stocks  above  200-day  moving  average 
Speculative  sentiment:  Put/call  ratio 
Insider  sentiment:  VIckers  sell/buy  ratio 

562.8 
66.0% 
0.67 
1.33 

559.9 
69.0  %r 
0.53 
1.29 

Positive 
Neutral 
Neutral 
Positive 

INOON  (FINANCIAL  TIMES  100) 
IKYO  (NIKKEI  INDEX) 
IRONTO  (TSE  COMPOSITE) 

3671.5 
20,612.3 
4781.1 

-1.2 
3.7 
-0.8 

20.4 
5.4 
14.2 

IINDUSTRY  GROUPS 

■  ' 

BLOOMBERG  FINANCIAL  MARKETS 

NE-mONTH  LEADERS 

%  change 
1-month  12-month 

Strongest  stock  in  group 

%  change 
1-month  12-month 

Price 

DEFENSE  ELECTRONICS 

24.1 

134.8 

LORAL 

25.7 

134.7 

44 

GOLD  MINING 

8.1 

38.2 

NEWMONT  MINING 

17.3 

54.2 

52^8 

SHOES 

6.3 

31.6 

REEBOK  INTERNATIONAL 

8.2 

-28.0 

28 

ELECTRIC  COMPANIES 

6.0 

23.9 

SCECORP 

13.5 

18.2 

17^8 

REGIONAL  TELEPHONE  COMPANIES 

5.6 

43.8 

NYNEX 

10.6 

41.2 

52 '/4 

ME-MONTH  LAGGARDS 

%  change 
1-month  12-month 

Weakest  stock  in  group 

%  change 
1-month  12-month 

Price 

SEMICONDUCTORS 

-17.3 

19.7 

MICRON  TECHNOLOGY 

-32,7 

71.5 

36^8 

COMMUNICATIONS  EQUIPMENT 

-14.2 

31.7 

OSC  COMMUNICATIONS 

-24.3 

-17.2 

28^8 

INSTRUMENTATION 

-12.5 

44.0 

TEKTRONIX 

-21.4 

23.8 

43 '4 

PERSONAL  LOANS 

-12.3 

35.7 

HOUSEHOLD  INTERNATIONAL 

-12.9 

46.2 

55 

COMPUTER  SOFTWARE 

-12.2 

33.1 

AUTODESK 

-15.8 

-20.0 

32 

UTUAL  FUNDS 


MORNINGSTAB  INC 


:aders 

LAGGARDS 

<ur~week  total  return 

% 

Four-week  total  return 

% 

WRIGHT  EQUIFUNO-MEXICO 

17.3 

STEADMAN  AMERICAN  INDUSTRY 

-15.6 

MORGAN  STANLEY  LATIN  AMERICAN  C 

12.2 

STEADMAN  TECHNOLOGY  GROWTH 

-12.9 

T  ROWE  PRICE  LATIN  AMERICA 

11.6 

ROBERTSON  STEPHENS  INFORMATION  AGE 

-12.8 

!-week  total  return 

% 

52-week  total  return 

% 

ALGER  CAPITAL  APPRECIATION 

73.7 

EV  MARATHON  GREATER  INDIA 

-33.4 

PERKINS  OPPORTUNITY 

69.0 

STEADMAN  TECHNOLOGY  GROWTH 

-29.9 

FIDELITY  SELECT  ELECTRONICS 

65.6 

AMERICAN  HERITAGE 

-28.7 

I  S&P  500 


4-week  total  return 


Average  fund 
52-week  total  return 


ELATIVE  PORTFOLIOS 


illar  amounts  represent  the 
esent  value  of  $10,000 
vested  one  year  ago 
each  portfolio 

!rcentages  indicate 
'e-day  total  returns 


DRI/McGRAW-HILL 


U.S.  stocks 

$13,546 

-1.82% 


Treasury  bonds 

$13,320 

-1.09% 


Foreign  stocks 
$12,320 

+  1.00% 


Gold 

$10,595 

+0.08% 


nil 


Money  market  fund 

$10,564 

-t-0.12% 


data  on  this  page  are  as  of  market  close  Wednesday,  Jan.  10,  1996,  unless  otherwise  in- 
haled. Industry  groups  include  S&P  500  connpanies  only;  performance  and  share  prices  are 


as  of  market  close  Jan.  9.  Mutual  fund  returns  are  as  of  Jan.  5.  Relative  portfolios  are  valued 
as  of  Jan.  9.  A  more  detailed  explanation  of  this  page  is  available  on  request.  r=revised 
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Editorials 


NET  CENSORSHIP  IS  INDECENT 


The  Internet  is  supposed  to  help  set  the  world  free.  Bor- 
derless communication  and  the  unfettered  flow  of  data 
anywhere,  anytime,  promise  to  promote  democracy  and  boost 
economic  growth.  All  kinds  of  companies  are  making  big 
plans  to  do  business  on  the  Net.  Well . . .  not  so  fast,  folks. 

CompuServe  Inc.  just  pulled  the  nig  out.  When  a  prose- 
cutor in  conservative  Bavaria  recently  launched  an  investi- 
gation of  the  online  service  company,  holding  it  accountable  for 
sites  on  the  Internet  that  showed  cliild  pornogi'aphy,  Compu- 
Serve caved  in  with  indecent  speed.  Without  waiting  for  any 
charges  actually  to  be  filed  by  the  German  prosecutor,  the 
company  blocked  access  to  200  newsgroups  (many  of  them 
having  nothing  to  do  with  pomogi-aphy)  for  all  of  its  4  million 
subscribers  in  140  countries,  including  the  U.  S. 

Now  it  appears  that  the  lowest  common  denominator  of 
censorship  might  prevail  on  the  Net.  Material  might  have  to 
conform  to  all  notions  of  moral  and  political  correctness.  This 
will  severely  hmt  cyber'space  and  limit  its  promise  as  a  com- 
mercial vehicle.  After  all,  there  are  countries  where  religion 
prohibits  the  paying  of  interest.  Will  conservative  Oman  be 
able  to  block  business  transactions  on  the  Net  in  the  U.  S.? 

At  the  core  of  the  cyber-eensorship  debate  is  a  fundamen- 
tal distinction.  Is  the  Internet — and  services  such  as  Compu- 
Serve that  provide  access  to  it — a  common  carrier  such  as  a 


telephone  company,  6r  a  broadcaster  like  abc?  Since  the  Ne 
merely  provides  a  depository'  for  text,  pictures,  and  sound 
rather  than  creating  them,  it  is  clearly  a  distributor.  Bu 
that  conclusion  frustrates  law  enforcers.  And  not  only  ii 
Germany.  Several  Asian  governments  are  rushing  to  curl 
access  to  the  Net.  And  in  the  U.  S.,  the  Exon  Amendment  t( 
pending  telecommunications  legislation  would  make  it  a  crimi 
to  knowingly  transmit  "indecent"  materials  over  the  Net. 

The  Utopian  promise  of  uncensored  freedom  on  the  Net  i; 
currently  clouded  by  this  specter  of  culture  clashes.  How  ti 
protect  against  child  pornography  or  neo-Nazi  propaganda  i 
a  serious  concern,  not  to  be  dismissed  out  of  hand  by  wired 
up  anarchists.  Different  communities  on  the  Net  have  diffei 
ent  customs  and  laws  relating  to  privacy,  intellectual  propei 
ty,  and  propriety.  Pretending  they  don't  won't  work. 

What  is  the  solution?  The  CompuServes  of  the  world  neei 
to  move  quickly  to  provide  individuals  and  communities  wit 
simple  electronic  locks  for  Net  materials  deemed  too  vi( 
lent,  pornogi-aphic,  or  politically  extreme.  A  number  of  soft 
ware  packages  already  do  just  that.  In  the  U.  S.  and  Europ( 
individuals  should  be  held  responsible  for  screening  wha 
comes  over  the  Net  transom,  not  the  government.  The  Exo 
Amendment,  for  all  its  good  intentions,  is  as  wrongheaded  a 
the  German  state  prosecutor's  attack  on  CompuServe. 


BREAK  THE  VICIOUS  CYCLE  WITH  JAPAN 


Washington  policy  toward  Japan  seesaws  between  foolish 
optimism  and  deep  cynicism.  Japan  is  perceived  as  ei- 
ther just  about  to  become  Hke  the  U.  S. — an  open,  consumer- 
driven  market  economy  that  imports  like  crazy — or  an  in- 
tractably closed,  bureaucratically  controlled  mercantilist  society 
that  iims  huge  trade  surpluses  with  everyone.  With  the  re- 
cent return  to  power  of  the  Liberal  Democratic  Party  and  the 
appointment  of  Ryutaro  Hashimoto  as  Prime  Minister,  this  cy- 
cle is  about  to  begin  all  over  again.  Alas. 

Here's  how  it  will  unfold:  President  Clinton  plans  a  trip  to 
Japan  in  April.  As  the  date  nears,  Washington  will  sound  a 
choms  of  hopeful  notes.  Hashimoto  is  seen  as  an  outspoken 
"new  generation"  leader  with  Elvis-like  sideburns.  At  the 
summit,  a  close  Bill-Ryu  relationship  is  ballyhooed  to  rival  the 
Ron-Yasu  tie  between  President  Ronald  Reagan  and  Yasuhi- 
ro  Nakasone  in  the  1980s.  Expect  public  bear  hugs. 

If  history  is  any  guide,  some  trade  or  investment  dispute 
will  then  follow  that  proves  frustratingly  unsolvable.  De- 
spair will  replace  hope.  Hashimoto  will  suddenly  be  remem- 
bered as  the  official  who  stoutly  defied  WasMngton  in  the  auto 
talks.  Whispering  will  begin  about  Hashimoto's  close  ties  to 
Japan's  bureaucrats  and  his  party's  long  history  of  corrupt 
money-politics.  U.  S.  cynicism  about  Japan  will  reemerge. 
And  then?  The  U.  S.  will  look  for  another  Japanese  leader 


to  pin  its  hopes  on  for  change.  Eyes  are  turning  to  oppositio 
leader  Ichiro  Ozawa,  head  of  the  New  Frontier  Party.  Ozaw 
says  he  favors  cutting  bm-eaucrats'  power,  slashing  taxes,  an 
wiping  out  special-interest  loopholes.  He  will  be  seen  in  th 
U.  S.  as  a  reformist  foil  against  Hashimoto  in  the  1996  Japai 
ese  general  elections.  Maybe  he  will  be.  But  that  optimisi 
could  quickly  turn  to  disappointment.  Ozawa  was  as  much 
machine-politician  as  Hashimoto  before  he  turned  reforme 
If  the  U.  S.  is  to  end  its  manic  cycle  of  optimism  and  cyi 
icism  toward  Japan,  it  must  end  its  obsession  with  Japanes 
leadership.  Washington  must  construct  its  own  long-terr 
post-cold  war  Japanese  policy,  replete  with  tactics.  In  eci 
nomics,  U.  S.  goals  are  already  clear:  open  markets  and  ba 
anced  trade.  But  public  shouting,  private  whining,  and  hi 
miliating  retreat  hardly  make  for  policy.  The  U.  S.  must  fir 
specific  ways  to  work  inside  Japan,  ahgning  with  the  corp 
rate,  political,  and  bureaucratic  forces  for  deregulation  ar 
change.  Finally,  Washington  must  redefine  its  military  rel 
tionship  with  Japan  and  relate  it  dii-ectly  to  U.  S.  economic  s 
ciunty  policies  and  goals.  The  failure  to  define  and  execute  tl 
right  U.  S.  policy  toward  Japan,  not  the  failui-e  of  Japanei 
leadership,  is  at  the  heart  of  America's  frustrating  relationsh 
with  the  country.  If  the  cycle  of  optimism  and  cynicism  is 
be  broken,  it  is  policymakers  in  Washington  who  must  do 


106  BUSINESS  WEEK  /  JANUARY  22,  1996 


3 


% 


Everything  you  know  about  multimedia  is 
about  to  change.  And  fast. 

Call  it  "virtual  reality"  if  you  like,  but 
before  long  you'll  actually  be  able  to  step  into 
magazines.  Images  and  words  will  surround 
you.  You'll  be  able  to  control,  even  touch,  what 
you  see. 

Sound  ridiculous?  Think  again.  At  NEC, 
we're  building  multimedia  computer  systems 
that  already  provide  the  foundations  for  this 


kind  of  technology.  We're  creating  microchips 
that  can  process  tremendous  amounts  of  video 
and  graphic  information.  We're  even  designing 
global  satellite  communication  networks  that 
will  let  you  "walk"  anywhere  in  the  world. 

For  more  information,  call  1-800-338- 
9549.  You  can  also  reach  us  on  the  Internet  at 
http://www.nec.com.  Or,  in  the  future,  you  can 
just  walk  over. 
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FA  K  K  A  W  A  L  K  A  R  ()  I  M  I) 
I^pgal  and  General  today,  and  you  II 
find  peace,  harmony  and  a 
range  of  advanced  data 
mining  techniques. 

Sirue  the  '60s,  this  leading  British 
insurance  company  has  been 
keeping  detailed  records  on  all  their 


customers  —  nearly  3  million  oj  them 
in  the  life  and  pensions  division 
alone.  Still,  to  stay  (dread  of  the 
competition,  they  realized  that  they 
needed  to,  like,  really  dig  where 
those  customers  were  coming  from. 

Had  their  needs  changed  since 
the  heady  days  when  they  first  took 


out  life  insurance  policies  al 
pension  plans:'  Were  they  s\ 
flower  children  or  did  they  hi 
grandchildren  y  1 

Being  a  pretty  hip  compt 
Legal  and  General  called  II 

Together  we  used  a  rcmg 
data  mining  techniques  to  pro 


lountain  of  customer  histories 
mly  eight  weeks. 

Thanks  to  this  mind- 
mnding  performance.  Legal 
i  General  has  been  able  to 
'act  new  customers,  get  closer 
existing  ernes,  and  thus  offer 
m  a  wider  range  cjf  services. 


Ifyoud  like  to  know  more  ahout 
what  YOU  already  knon  ,  call  us  at 
1  HOO  IBM-3333.  Or  visit  our  home 
page  at  http://www.ibm.com 
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GET  SHORTY: 

Thugs,  plugs 

GM  vehicles. 
Michael  Mc- 
Enaney,  38, 
who  headed 
RalcorjD  Hold- 
ings' $350  million  cereal  and 
snack  business,  will  go  to 
work  on  Oldsmobile's  Brava- 
da  sport  utility  and  Silhou- 
ette minivan.  In  his  old  job, 
McEnaney  was  responsible 
for  such  bi'ands  as  Chex  ce- 
real and  once  oversaw  Ten- 
der Vittles  and  Purina  Cat 
Chow.  Meanwhile,  the  gmc 
truck  division  has  hired  Jeff 
Cohen,  36,  from  Nabisco, 
where  he  moved  the  cookie 


MAD  AVE 

GM  MARKETING  GOES 
SNAP,  CRACKLE,  POP 

HOW  MANY  BOX  TOPS  WILL 

you  have  to  mail  in  to  get 
your  next  Olds?  That's  what 
wags  are  wondei-ing  now  that 
General  Motors  has  an- 
nounced its  first  outside  hires 
to  be  brand  managers  for 


TALK  SHOW  i'A  nation  that  routinely  denigrates  its  public 
servants,  and  makes  public  service  as  unpleasant  as  possible, 
may  soon  find  itself  with  the  kind  of  government  it  has  tacitly 
asked  for.  55  — Alan  S.  Blinder,  resigning  as  the  Fed's  vice-chairman 


maker  into  Snaclcwell's  break- 
fast bars.  Cohen  will  manage 
the  Jimmy  sport  utility. 

The  auto  maker  hopes  the 
new  managers — four  more 
are  to  be  named  shortly — will 
inject  a  fresh  perspective  into 
gm's  stuffy  marketing.  It's  all 
part  of  a  new  strategy  to 
market  each  gm  car  or  truck 
individually,  instead  of  posi- 
tioning them  en  masse  by  di- 
vision, like  Olds  or  Chevy. 

McEnaney  will  have  to 
move  fast.  He's  in  charge  of 
Silhouette,  which  was  fea- 
tured in  the  movie  Get 
Shorty,  where  it  earned  the 
tongue-in-cheek  sobriquet  "the 
Cadillac  of  minivans."  A  new 
model  is  due  this  fall.  Will  it 
come  with  a  secret  decoder 


nngi^ 


Kathleen  Kerwin 


FAT-CAT  FOLLIES 


TELECOM:  HOW  THE  PORK  GOT  PULLED 


SENATOR   HOWELL  HEFLIN 

(D-Ala.)  was  set  to  carve  out 
a  juicy  piece  of  pork  for  the 
rural  cable  companies  in  his 
state,  but  instead  he's  en- 
countering static.  Heflin  tried 
to  slip  a  provision  into  the 
telecom  reform  legislation  to 
exempt  markets  where  cable 
operators  have  fewer  than 
20,000  subscribers  from  a 
rule  that  would  bar  local 
phone  companies  from  buying 
cable  systems.  That  would 


have  opened  the  door 
for  local  phone  com- 
panies, big  and  small, 
to  go  on  buying 
sprees  and  drive  up 
the  valuations  on 
small  cable  systems. 

Then  a  gi'oup  rep- 
resenting small  phone  HEFLIN: 
companies  got  on  the  on  the  I 
line.  It  liked  Heflin's 
proposal  but  didn't  want  to 
get  into  a  bidding  war  with 
the  Baby  Bells  and  theii-  ilk  to 


win  those  cable  jewels.  So, 
helped  by  Representatives  Vic 
Fazio  (D-CaUf.)  and.  Charles 
Norwood  Jr.  (R-Ga.),  rural 
phone  lobbyists  al- 
tered the  wording  so 
that  only  phone  com- 
panies with  revenues 
under  .$100  million 
could  bid.  Now,  Alaba- 
ma's dominant  phone 
companies,  .$20  biUion 
GTE  and  $17  billion 
ne  BellSouth,  the  most 
likely  cable  buyers, 
are  frozen  out.  Heflin's  office 
says  he  is  trying  to  remove 
the  cap.  Mark  Lewyn 


Static 


THE  LIST  GO  DIGITAL.  YOUNG  MAN 


The  future  looks  bright  for  Net  surfers  and 
computer  whiz  kids,  accord- 
ing to  a  study  conducted  by 
the    executive  search 
firm  Christian  &  Timbers.  With  so  many  Inter- 
net opportunities  and  so  few  workers  trained 

HOT  AND  NOT 

HOT  INCREASE  IN  DEMAND 

General  manager  of  Internet-related  companies 
and  CEO  of  technology-related  startups 


in  the  complex  ways  of  the  World  Wide  Web, 
chief  technology  officers 
and  other  techies  are  in 
high  demand  for  1996. 
But  continued  downsizing  has  put  human 
resources  directors  on  the  not-so-hot  list. 

SO-HOT  JOBS 

NOT  SO  HOT  DECLINE  IN  DEMAND 


320%    The  CEO  who  puts  the  bottom  line  first 


15% 


CEO  with  a  customer-focused  approach 

133 

Vice-president  of  multimedia  content 

109 

Chief  technology  officer 

96 

Senior  private  banking  executive 

72 

Vice-president  of  diversity 

25 

Acquisition/spin-off  analyst 

56 

Administrative  assistant 

57 

Human  resources  executive 

88 

DATA:  CHRISTIAN  8,  TIMBERS  INC. 

STREET  NEWS 

GOD  HELP  KMART... 

MAYBE  HE  DID 

 1 

DID  THE   BLIZZARD   OF  '96' 

save  Krnait  from  Chapter  ll?t 
The  Jan.  8  East  Coast  storm 
prevented  Standard  &  Poor's 
from  meeting  a  deadline  to 
downgrade  Kmart's  credit 
rating,  s&p  didn't  lower  $3.4 
million  in  Kmart  debt  to 
junk-bond  status  until  Jan. 
12.  Just  a  day  earlier,  the  dis- 
tressed discounter  had  cut  a 
deal  with  creditors  who  could 
have  forced  it  to  I'edeem  $550 


SAVED:  A^o  Chapter  11  yet 

million  in  bonds  if  its  credit 
rating  fell  to  junk  status. 
Some  on  Wall  Street  believe 
that  s&p  deliberately  .stalled. 
But  "a  lot  of  our  reason  for 
waiting  was  weather-related," 
insists  Gerald  Hirschberg,  an 
s&p  corporate-ratings  direc- 
tor. He  adds,  "I  think  they 
did"  dodge  a  bullet. 

Kmart  says  it  doesn't  feel 
grazed.  Robert  Burton,  di- 
rector of  investor  relations, 
says  an  earlier  downgrade 
wouldn't  necessarily  have 
meant  bankruptcy.  Still,  he 
concedes,  the  threat  of  a  junk 
rating  hung  over  the  talks. 

With  Kmait  bonds  trading 
at  junk  levels  since  fall.  Wall 
Street  was  anticipating  junk 
status.  That's  why  some  on 
the  Street  are  skeptical.  "It 
was  all  orchestrated,"  says 
Wayne  Hood,  a  Piudential  Se- 
curities analyst.  Bondholders 
won't  comment.  But  bank- 
ruptcy still  looms  if  Kmart 
doesn't  boost  its  numbers  this 
spring.  "They  have  one  more 
shot,"  Hood  says.  This  is 
one  that  Kmail  can't  afford 
to  miss.        Keith  Naught  on 
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food    for  thought 


These  fish  did  not  come  from  a  laKe 
river,  stream,  pond,  or  ocean. 


They  came  from  innovative  tlninking,  essentia! 
researci^,  and  advanced  engineering.  They  came  from  a 
company  dedicated  to  feeding  a  growing  world:  ADIVl. 

With  the  world  reaching  the  limits  of  its  oceanic 
fisheries  and  facing  a  declining  seafood  catch  per  person, 
it  is  imperative  that  we  find  alternative  methods.  ADM's 
aquaculture  facilities  allow  us  to  raise  fish  indoors, 
without  relying  on  our  over-fished  oceans. 

At  ADM,  we're  not  just  fishing  for  solutions  to  world 
hunger — we're  finding  them. 


ADM 


Supermarket  to  the  world 
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Readers  Report 


DIFFERENT  TAKES 
ON  TOP  MANAGERS 


Your  article  "The  top  managers  of 
1995"  (Cover  Story,  Jan.  8)  begins: 
"Good  managers  know  how  to  cut:  They 
trim  costs,  reengineer,  and  restnactui'e. 
Great  managers  know  how  to  grow: 
They  reaHze  you  can't  shrink  your  way 
to  gi'eatness."  You  took  the  words  right 
out  of  my  mouth. 

Dwight  L.  Geitz 
Vice-President 
Mercer  Management  Consulting 
Lexington,  Mass. 

I  would  have  gauged  the  success  of 
my  "top  25  managers"  by  measuring 
the  number  of  jobs  they  created  in  1995 
instead  of  how  many  divisions  they  spun 
off,  how  many  plants  they  closed,  or 
how  they  circumvented  antitrust  laws  to 
create  another  megamerger. 

When  I  was  a  teen,  I  used  to  enjoy 
reading  business  magazines  because 
they  were  filled  with  stories  of  entre- 
preneurship  and  industry  leaders  who 
were  bringing  forth  new  technologies 
and  new  services. 

I  congi-atulate  the  1995  winners,  but  I 
hope  the  1996  list  of  top  managers  will 
be  composed  completely  of  industrial- 
ists who  have  fostei'ed  employee  loyalty 
and  grown  their  companies,  without 
"downsizing." 

J.  Tyler  Ballance 
Hampton,  Va. 

Your"  story  was  noteworthy  as  much 
for  its  inattention  to  people  skills  as  to 
its  focus  on  dealmaking  and  financial  re- 
sults. Is  an  excellent  manager  simply  a 
person  who  achieves  outstanding  results 
regardless  of  how  he  or  she  treats  the 
people  who  do  the  work? 

Under  this  definition,  anyone  emulat- 
ing a  robber  baron  would  qualify  as  a 
top  manager. 

David  Frances 
President 
EAP  Systems 
Woburn,  Mass. 

C.  Michael  Armstrong  at  Hughes 


CORRECTIONS  &  CLARIFICATIONS 

A  chart  in  "They're  having  a  capital  time" 
(Industry  Outlook,  Jan.  8)  contained  an  in- 
correct forecast  for  net  new  machine  tool  or- 
ders in  1996.  BUSINESS  week's  actual  estimate 
is  $5.29  billion. 


Electronics  got  credit  as  a  top  25 
manager. 

However,  the  other  side  of  the  storj 
is  how  he  beat  Hughes  employees 
Tens  of  thousands  were  laid  off  (de- 
spite substantial  increases  in  profits) 
plants  were  closed  in  four  locations 
severance  benefits  were  cut  50%,  cor- 
porate 401(k)  contributions  were  re- 
duced, jobs  were  moved  out  of  the 
state  and  country,  other  jobs  were  out 
sourced,  and  employees  were  blocked 
from  transferring  to  other  Hughes 
Group  divisions  that  have  jobs.  Hughes 
is  also  trying  to  take  $1  billion  out  of 
the  employees'  retirement  fund. 

These  are  the  employees  Mr.  Arm- 
strong congi-atulated  for  their  contribu 
tion  to  cold  war  victory. 

John  Chevedder 

National  Organization 
of  Dovrasized  Employeei 

Redondo  Beach,  CaHf 

It  would  be  an  obvious  comment  for 
me  to  say  shame  on  the  U.  S.  that  only 
two  females  appear  in  your  top  2 
managers  of  1995.  Your  magazine  prob- 
ably does  not  need  to  revisit  its  selec 
tion  criteria,  however  you  can  do  some- 
thing about  the  subliminal  messages 
that  continue  to  skew  the  male-female 
ratio  of  upper  management  to  the 
country. 

Chauvinist  Award  of  the  Year  must 
go  to  BUSINESS  WEEK  for  the  biased 
writing  that  slated  the  tiny  par-agrapl 
on  Ana  Patricia  Boti'n  more  to  her  fa 
ther  than  to  her.  As  if  that  weren't 
enough,  you  gave  the  slant  even  more 
visibility  by  subheading  the  paragrapl 
"Like  father  like  daughter." 

Has  Ms.  Botfn  really  done  so  little 
as  her  own  person?  In  that  case,  why  is 
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How  Many  People  Are  Working  For  You  To 
Find  People  To  Work  For  You? 


Ill  today's  Imsiiicss  world, 
li'ss  is  absolutely,  positively 
more.  The  smart.  Krowing 
companies  of  the  '90s  are 
eoiisolidaliiig  because  they 
want  a  more  ef'fieieiil,  more 
productive,  and  moie  sen- 
sible wav  ti)  work. 

Hello,  we're  the  more 
efficient,  more  prollucti^e, 
more  sensible  way  to  haiuUe 
all  your  staffing  needs. 

We're  also  known  as 


Management  Recruiters 
Lnteniational.  vour  slafling 
partner,  and  llii'  nalion's 
leader  in  permanent,  flcx- 
il)le,  and  righl-fil  staffing 
solutions.  Willi  o\cr  ()0() 
offices  and  3,000  recruiting 
specialists,  we're  poised 
with  <iur  <'ompreheiisi\  c 
network  to  fuliill  your  tola! 
staffing  needs  anvwhere 
in  the  world. 
Work  wTth  us  and  our 


Project  Team  will  perforin 
a  needs  analysis,  and  then 
lexeiage  the  resonn  es  of 
M  l>  I  lo  find  the  perfect 
f  il  for  your  business.  From 
our  Sales  ( ioiisultaiits" 
di\  isioii  which  sjiecializes 
in  sales  professionals,  to  our 
( iompiiScar<  h  specialists 
who  can  help  you  find 
■■iiif()rmalioii  systems"  per- 
sonnel, to  our  OfiiceMatesS* 
group  for  administrative  and 


office  support  [>ersonnpl. 
to  our  Managcmeiil  Hecnii- 
ters  di\ isioii  for  more 
search  specialists  than 
anyone,  we're  here  to  help. 

For  tile  l  omplcle  list  of 
our  offices  and  industry  spe- 
cialists, call  1-800-87.5-1000. 

Companies  of  the  '00s 
want  a  better  wa\  to  run 
their  business.  Which 
is  exactly  what  we're  all 
about.  .Smart,  huh':' 


Sales  Cniisultants 

Maiiageiiient 
Rfcmilers 

CtmipiiSeareh 

OfficeMates5 


M^l  Intelligent  Staffing  Solutions. 
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she  even  on  the  list  of  the  best  25  man- 
agers of  1995?  Get  conscious! 

MerefHth  Rutter 
President 
Pubhcom  Inc. 
Acton,  Mass. 

I  was  surprised  to  observe  the  nota- 
ble omission  of  IBM's  Lou  Gerstner  in 
the  top  25  list. 

Shiv  Kumar 
HCL  America  Inc. 
Stamford,  Conn. 

BUSINESS  WEEK  should  at  least  have 
given  honorable  mention  to  Caterpillar's 
Donald  Kites. 

Hanns  John  Maier 
Ubatuba,  Brazil 

I  noted  your  description  of  the  ac- 
complishments of  Alain  Prestat  of 
Thomson  Multimedia.  One  of  the  key 
selling  i)oints  of  its  satellite  dish  is  its 
size.  But  the  size  of  the  dish  is  18  inch- 
es, not  12  inches. 

Peter  Au-Yang 
Philadelphia 

You  should  have  included  Bob  Allen, 
CEO  of  AT&T,  the  executive  who  made 


not  only  the  smartest  but  the  gutsiest 
business  decision  of  the  year. 

Jesse  R.  Mohorovic 
Richmond,  Va. 


SHORTSIGHTED 

AT  BAUSCH  &  LOMB?  

This  letter,  regarding  your  article 
"Judgment  day  at  Bausch  &  Lomb" 
(News:  Analysis  &  Commentary,  Dec. 
25),  concerns  Bausch  &  Lomb  outside 
dii-ector  William  H.  Waltrip  [who  is  slat- 
ed to  become  interim  chairman  and 
CEO].  Mr.  Waltrip  in  previous  positions 
rode  Pan  Am  to  its  demise,  then 
stepped  off  with  his  golden  parachute 
into  the  CEo's  position  at  Purolator 
Courier,  which  he  also  reduced  to  a 
shambles.  He  now  is  positioned  to  con- 
tinue his  mischief  at  Bausch  &  Lomb. 

Doesn't  anyone  ever  look  at  past  per- 
foi'mance  before  bringing  these  hired 
gims  into  responsible  positions?  As  a 
stockholder,  I  advocate  making  direc- 
tors more  responsible  for  their  actions 
by  paying  at  least  one-half  of  du-ectors' 
fees  in  company  stock  purchased  at 
market  prices,  on  the  day  of  board 


meetings,  and  held  in  escrow  until  ter- 
mination of  dii'ectorship.  Directors  work 
for  the  shareholders,  and  they  should 
be  ready  to  answer  financially  for  their 
decisions. 

Charles  C.  Christiansen 
Oak  Harbor,  Wash. 
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Earn  your 
business  degree. 

Commute  to  class 
by  modem. 


Whether  you're  completing 
your  Bachelor's  degree  or  ready 
for  graduate  school,  you  can 
achieve  your  goal  without  ever 
leaving  your  keyboard. 

Our  easy-to-use  software 
will  transport  you  to  the 
University  of  Phoenix  Online 
campus  from  wherever  you  and 
your  computer  happen  to  be. 
Once  you  arrive,  you'll  find 
small  classes  of  accomplished 
men  and  women.  Instructors 
seasoned  by  years  of  real-world 
business  experience.  And  courses 
that  address  issues  you  face 
every  day. 

Select  from  a  distinguished 
array  of  degree  programs  in 


business,  management,  technology, 
and  information  systems-each 
designed  specifically  for  adult 
professionals. 

It's  dynamic,  interactive, 
flexible,  and  loaded  with  the 
kind  of  material  that  you  can 
put  to  use  immediately. 

There's  only  one  accredited 
university  recognized  for  its 
experience  and  excellence  in 
online  programs.  If  you're  ready 
to  earn  your  degree, 
call  the 
University  of 
Phoenix  today. 

1-800-742-4742 


Online;  The  Intelligent  Way  to  Get  to  Class. 


The  University  of  T'  i  jenix  is  accredited  bv  the  Commission  on  Institutions  of  Higher  Kducation  of  the  North  Central  Association  of  Colleges  and  Schu.  il- 
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NIGHTLY  ^ 
USINESS^ 


David  W. ; 

Chairman,  President  &  CEO 
Campbell  Soup  Company 


PORT 


4 

CAN  AMERICA 
REALLY  CHANGE? 

Special  Interviews 

January  22,  23,  24  &  25 
on  your 


John  R.  Home 

President*  CEO 

Navistar  International  i  i  ■  i        ■  ■ 

Transportation  Corporation       pUDllC  teleVlSlOll  StatlOIl 


from  the 


Philip  R.Thomas 

Cliairman  &  CEO 
Thomas  Group,  Inc 


BusinessWeek 


Presidents  Forum 


Making  $ense  Of  It  All. 


ow  on  America  Online:  keyword  NBR 


Marvin  Runyon 

Postmaster  General  &  CEO 
U.S.  Postal  Service 


Nightly  Business  Report  is  produced  by  WP8T2/Mi3mi 
in  association  with  Reuiters. 

Nationally  underwritten  by  Digital  Equipment  Corporation;  A.G.  B 
The  Franklin  Group  of  Funds  and  Public  Television  Stations  nationwide 


Books 


TAKEDOWN 

The  Pursuit  and  Capture  of  Kevin  Mitnick, 
Anfierica's  Most  Wanted  Computer  Outlaw- 
by  tlie  Man  Who  Did  It 

By  Tsutomu  Shimomura  with  John  Markoff 
Hyperion  •  324pp  •  $24.95 


THE  FUGITIVE  GAME 
Online  with  Kevin  Mitnick 

By  Jonathan  Littman 

Little,  Brown  •  383pp  •  $23.95 


MANHUNT  ON 
THE  INFO  HIGHWAY 


Why  does  the  world  need  two 
well-wiitten,  fast-moving  books 
about  the  same  course  of 
events — the  piu'suit  and  capture  a  year 
ago  of  America's  most-wanted  computer 
hacker?  Because  these  accounts  actually 
complement  each  other.  Jonathan  Litt- 
man's  Tlie  Fjigitwe  Game  and  Takedomi, 
by  Tsutomu  Shimomura  with  John 
Markoff,  might  have  overlapped  to  the 
point  of  overkill.  Instead,  each  fleshes 
out  the  other,  making  them  well  worth 
reading  in  tandem. 

Tlie  focus  of  both  books  is  Kevin  Mit- 
nick, a  thirtysomething  technical  wizard 
with  a  reputation  for  being  the  most  dan- 
gerous and  imi-epentant  hacker  in  cyber- 
space. More  than  a  decade  of  often  over- 
heated press  accounts  have  made 
Mitnick's  hacking  skills  legendary — 
whether  used  to  crack  a  central-office 
telephone  switch,  scam  fi"ee  celliilai-phone 
calls,  or,  most  notoriously,  getting  into 
almost  any  computer  on  the  Internet. 

Foi'  the  most  part,  Mitnick  used  those 
skills  to  pull  relatively  harmless  and 
sometimes  inspired  pranks, 
such  as  inflating  an  enemy's 
phone  bill  by  $30,000.  Ar- 
guably more  serious  was  his 
nabbing  the  souix-e  code  for 
Digital  Equipment  Corp.'s 
VMS  operating  system. 
Through  it  all,  though,  his 
main  gift  seems  to  have  been 
what  hackers  call  social  en- 
gineering— talking  his  way 
into  a  telephone  company  of- 
fice, say,  to  obtain  computer 
passwords  and  other  secrets. 

As  the  events  described 
here  began  to  unfold  in  eai'ly  1994,  Mit- 
nick was  on  the  lam,  having  disappeai'ed 
while  on  probation  two  yeai's  before.  He 
had  fled  the  Los  Angeles  area,  where  he 
had  grown  up,  but  he  was  still  making 
himself  heard  and  felt  throughout  cyber- 
space, contacting  fellow  hackei-s,  taunting 
his  pui'suei's  with  bogus  E-mail,  and  mak- 
ing late-night  calls  from  a  rigged  cell 
phone. 

One  of  those  he  telephoned  frequently 


THE  PURSUIT  MDMPrUK 

OF  KEVIN  MITNICK, 
AMERICA'S  MOSTWANTEO 

COMPUTER  OVTLAW 
—BY  THE  MAN  WHO  DID  IT 


UTOMU 

Nitli  JOHN  MARKOFF 


was  Littman,  a  journalist  who  was 
steeped  in  the  underground  computer 
culture  and  who,  Mitnick  had  learned 
by  surreptitiously  reading 
Liftman's  E-mail,  was 
preparing  a  story  about  it 
for  Playboy.  Using  his  hack- 
er skills  to  hide  his  wher-e- 
abouts  and  avoid  possible 
wiretaps,  Mitnick  made 
dozens  of  calls  to  Littman 
beginning  in  May,  1994.  Mit- 
nick found  Littman  sympa- 
thetic and  hoped  the  wintei' 
would  help  the  world  better 
undei'stand  him.  Mitnick  ve- 
hemently denied  the  worst 
capers  attributed  to  him, 
such  as  breaking  into  U.  S.  au'-defense 
computers  in  1979.  Most  of  all,  he  sought 
to  erase  his  FBi-fostered  image  as  an 
"electronic  terrorist"  who  stole  money 
fi'om  computer  nets  and  who  might  even 
remotely  launch  nuclear  missiles. 

That  Playboy  aiticle  might  have  been 
all  that  got  wiitten,  but,  thanks  to  inter- 
vening events,  we  have  two 
books.  On  Christmas  Day, 
1994,  Mitnick  allegedly  broke 
into  a  computer  mn  by  Shi- 
momiu'a,  a  computer-secmity 
expert  at  the  University  of 
California  at  San  Diego.  In 
less  than  two  months,  even 
as  Mitnick  continued  calling 
Littman,  Shiinomiu^a  used  Ms 
own  considerable  skills  to 
track  Mitnick  down  so  that 
the  FBI  could  airest  him.  At 
that  point,  Littman  and  Shi- 
momm-a  each  began  to  wiite 
tlieii'  books.  Shimomura  chose  as  liis  co- 
author John  Markoff,  a  reporter  for  The 
New  York  Time-'i  who  had  discussed  Mit- 
nick with  Littman  and  written  exten- 
sively about  the  hacker  The  upshot  is 
that  the  thi-ee  authoi-s  and  theii'  two  sto- 
ries became  entangled,  which  is  v/hy  the 
books  are  best  read  togethei'. 

Far  fi"om  "flaming"  Mitnick,  Littman 
goes  to  consitlerable  pains,  including  mid- 
night telephone  assignations  at  pre- 
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arranged  phone  booths,  to  determine  just 
what  makes  the  hacker  tick.  Among  his 
revealing  answers:  Mitnick  isn't  motivat- 
ed by  money  but  by  a  desire  for  power — 
power  over  machines  and,  tlirough  them, 
over  people. 

The  final  himt  for  Mitnick  is  best  de- 
scribed by  Shimomura  and  Mai-kofi"  who, 
unlike  Littman,  were  there.  Unfortu 
nately,  most  of  the  action  consists  of  Shi 
momui'a  and  his  antihacker  team  probing 
the  Internet  fi'om  theii'  computer  screens, 
eating  fast  food,  and  jumping  in  and  out 
of  rental  cars — not  the  most  heart-stop- 
ping stuff.  Still,  he  and  Markoff  have 
done  a  good  job  of  making  many  techni 
calities  accessible  and  conveying  a  sense 
of  hot  pursuit. 

Littman  tries  to  have  the 
final  say,  mainly  by  question 
ing  his  competitors'  motives. 
As  other  winters  have  done 
lie  asks  whether  Mai'koff  vi- 
olated journalistic  ethics  by 
directly  helping  in  the  hunt 
for  Mitnick.  What's  more, 
Littman  accuses  the  reporter 
of  having  used  his  Times  sto- 
ries about  Mitnick's  capture 
to  hyi3e  the  hacker's  profile 
and  thereby  win  a  lai'ger  ad 
vance  and  better  movie  deal 
for  the  book  he  intended  to  wiite  with 
Sliimomui-a.  Markoff,  in  a  letter  printed 
in  Liftman's  book,  denies  both  charges. 

Littman  offers  another  twist:  He  spec 
ulates  that  Shimomura  may  have  been  a 
spook  seci'etly  employed  by  a  govern- 
ment agency,  not  just  a  do-gooder  acad 
emic.  Even  if  his  conjectures  are 
overblovra.  Liftman's  is  the  more  adven- 
turous of  the  books,  since  it  tries  to 
probe  beneath  the  sensationalism  sur- 
rounding Mitnick  and  computer  hacking 
Inadvertently,  pei'haps,  both  books  de- 
scribe an  America  worthy  of  Thomas 
Pynchon.  As  in  that  author's  Gravity  s 
RainbouK  Mitnick  and  Shimomura  live 
in  a  world  that's  chock-full  of  brand 
names,  rife  with  technology,  flooded  with 
electronic  signals,  and  fraught  with  pai-a- 
noia.  Shimomiu'a,  foi'  instance,  never  goes 
RoUerblading  without  a  cell  phone  in  his 
fanny  pack.  Beepers  constantly  intemipt 
the  phone  calls  of  people  who  are  simul- 
taneously staling  at  computer  screens  or 
fax  machines.  Any  E-mail,  it  seems,  may 
be  a  prank  by  Mitnick  or  a  plant  by  the 
FBI.  If  there's  one  message  that  comes 
through  loud  and  clear,  it's  that  cyber- 
space is  a  world  of  mirrors  and  ever- 
shifting  identities,  of  which  Mitnick  is 
one  of  the  most  fascinating. 

BY  JOHN  W.  VERITY 
Verity  is  BUSINESS  week's  informatioyi- 
niayiagement  editor. 


12  BUSINESS  WEEK  /  JANUARY  29,  1996 


l£ 


ooks 


THE  BUSINESS  WEEK  BEST-SELLER  LIST 


HARDCOVER  BUSINESS  BOOKS 


1  THE  ROAD  AHEAD  by  Bill  Gates,  with  Nathan  Myhrvold  and 
Peter  Rinearson  (Viking  •  $29.95)  Observations  on  the  l-way 
and  a  peek  at  the  $30  million  house  that  Bill  built. 

2  BUFFETT  by  Roger  Lowenstem  (Random  House  •  $27.50) 
The  life  and  wisdom  of  the  Oracle  of  Omaha. 

3  THE  BEARDSTOWN  LADIES'  COMMON-SENSE 
INVESTMENT  GUIDE  by  the  Beardstown  Ladies  Investment 
Club  with  Leslie  Whitaker  (Hyperion  •  $19.95)  Recipes  for 
Four-Bean  Salad,  Five-Hour  Stew — and  23%  returns. 

4  WINNIE-THE-POOH  ON  PROBLEM  SOLVING  by  Roger  E. 
Allen  and  Stephen  D.  Allen  (Dutton  •  $17.95)  Piglet,  Eeyore, 
and  pals  show  how  to  face  up  to  quandaries. 

5  MANAGING  IN  A  TIME  OF  GREAT  CHANGE  by  Peter  F. 
Drucker  (Dutton  •  $24.95)  Broad-ranging  essays  from  the 
grand  old  man  of  American  business  thought. 

6  FIRST  THINGS  FIRST  by  Stephen  R.  Covey,  A.  Roger 
Merrill,  and  Rebecca  R.  Merrill  (Simon  &  Schuster  •  $23) 
Managing  your  time  by  balancing  your  life. 

7  THE  DISCIPLINE  OF  MARKET  LEADERS  by  Michael  Treacy 
and  Fred  Wiersema  (Addison-Wesley  •  $25)  Consultants 
diagnose  what  successful  companies  do. 

8  BUILT  TO  LAST  by  James  C.  Collins  and  Jerry  I.  Porras 
(HarperBusiness  •  $25)  How  3M,  Wal-Mart,  Procter  & 
Gamble,  and  others  became  standouts. 

9  THE  DIGITAL  ECONOMY  by  Don  Tapscott  (McGraw-Hill  • 
$24.95)  How  business  is  using  information  technologies. 

10  JESUS  CEO  by  Laurie  Beth  Jones  (Hyperion  •  $16.95) 
Applying  the  teachings  of  the  Bible  to  business  problems. 

11  INSIDE  THE  TORNADO  by  Geoffrey  A.  Moore 
(HarperBusiness  •  $25)  A  dip  into  Silicon  Valley  for  lessons 
on  marketing. 

12  RAVING  FANS  by  Kenneth  Blanchard  PhD  and  Sheldon 
Bowles  (Morrow  •  $20)  How  to  turn  customers  into  your 
biggest  boosters. 

13  THE  MAKING  OF  A  BLOCKBUSTER  by  Gail  DeGeorge  (Wiley 
•  $24.95)  How  Wayne  Huizenga  built  his  empires. 

14  MAKE  IT  SO  by  Wess  Roberts  PhD  and  Bill  Ross  (Pocket 
Books  •  $22)  From  Star  Trek's  Captain  Jean-Luc  Picard, 
leadership  lessons  and  deep-space  lore. 

15  HOW  TO  DRIVE  YOUR  COMPETITION  CRAZY  by  Guy 

Kawasaki  (Hyperion  •  $22.95)  Pulling  off  the  gloves — and 
giving  the  other  guy  fits. 


PAPERBACK  BUSINESS  BOOKS 


1  THE  SEVEN  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 

by  Stephen  R.  Covey  (Fireside  •  $12)  New  Year's  resolutions, 
anyone? 

2  YOUR  MONEY  OR  YOUR  LIFE  by  Joe  Dominguez  and  Vicki 
Robin  (Penguin  •  $11.95)  To  achieve  financial  indepen- 
dence, restructure  your  life. 

3  THE  WARREN  BUFFETT  WAY  by  Robert  G.  Hagstrom  Jr. 
(Wiley  •  $14.95)  A  useful  analysis  of  how  Buffett  does  it. 

4  THE  1996  WHAT  COLOR  IS  YOUR  PARACHUTE?  by 

Richard  Nelson  Bolles  (Ten  Speed  Press  •  $14.95)  The 
latest  incarnation  of  the  enduring  job-search  bible. 

5  THE  WEALTHY  BARBER  by  David  Chilton  (Prima  •  $12.95) 
Don't  get  clipped,  says  the  barber — invest  10%  of  your  pay, 
then  cut  debts. 

6  THE  WALL  STREET  JOURNAL  GUIDE  TO  UNDERSTANDING 
MONEY  AND  INVESTING  by  Kenneth  M.  Morris  and  Alan  M. 
Siegel  (Fireside  •  $13.95)  Concise  explanations  enriched 
with  graphics. 

7  J.K.  LASSER'S  YOUR  INCOME  TAX  1996  by  the  J.K.  Lasser 
Institute  (Macmillan  •  $14.95)  It's  time  to  start  getting  those 
receipts  in  order. 

8  1001  WAYS  TO  REWARD  EMPLOYEES  by  Bob  Nelson  (Work- 
man •  $8.95)  Give  them  a  champagne  brunch,  a  casual- 
dress  day — or  plain  old  cash. 

9  PERSONAL  FINANCE  FOR  DUMMIES  by  Eric  Tyson  (IDG 
Books  •  $16.95)  Lighthearted  primer. 

10  GETTING  TO  YES  by  Roger  Fisher,  William  Ury,  and  Bruce 
Patton  (Penguin  •  $11.95)  A  Harvard  team's  step-by-step 
guide  to  conflict  resolution. 

11  INVESTMENT  BIKER  by  Jim  Rogers  (Adams  •  $12.95)  A 
cycle-riding  money  manager  circles  the  globe,  investigating 
emerging  markets 

12  THE  ONE  MINUTE  MANAGER  by  Kenneth  Blanchard  PhD 
and  Spencer  Johnson  M.D.  (Berkley  •  $9.95)  Three 
management  techniques,  conveyed  in  brief  story  form. 

13  ZAPP!  by  William  C.  Byham  PhD  with  Jeff  Cox  (Fawcett  • 
$10)  How  "empowerment"  revved  up  employees  at  the 
fictional  Normal  Co. 

14  THE  FIFTH  DISCIPLINE  by  Peter  Senge  (Currency  •  $18.50) 
Creating  the  "learning  organization. " 

15  ONE  UP  ON  WALL  STREET  by  Peter  Lynch,  with  John 
Rothchild  (Penguin  •  $12.95)  Make  money  using  what  you 
already  know,  says  the  former  Fidelity  fund  manager. 


BUSINESS  week's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economics,  man- 
agement, sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  represent- 
ed. Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  December, 


HOT  TYPE 


"pooh's  tummy  began  to  rumble,  'does 
solving  problems  always  make  you 
so  hungry?' " 

Or  sleepy?  Talk  about  bedtime  stories:  Winnie-the-Pooh  on 
Problem  Solving  by  consultants  Roger  E.  Allen  and  Stephen  D. 
Allen  (Dutton)  made  me  awfully  snoozy.  Unfortunately,  the 
book,  which  weighs  in  at  No.  4  on  this  month's  business  week 
Best-Seller  List,  is  intended  to  wake  up  readers.  A  sequel  to 
Winnie-the-Pooh  on  Management,  which  its  publisher  says  has 
sold  more  than  100,000  copies  in  the  U.  S.,  it  offers  instruction 
in  the  authors'  approach  to  getting  out  of  conundrums. 

Their  five-step  solve  method  will  strike  most  adults  as 
pretty  basic:  Select  a  problem,  define  it  carefully,  examine  all 


of  its  aspects,  brainstorm  about  possible  solutions,  refining  one 
of  them — then  give  that  solution  a  try  while  monitoring  the  re- 
sults. Each  step  is  discussed  by  Pooh,  his  friends  Piglet 
and  Eeyore,  and  the  know-it-all  Stranger  in  excruciating  de- 
tail— just  m  case  the  reader  isn't  smarter  than  the  average 
bear.  The  all-too-precious  dialogue  will  have  even  8-year-olds 
hankering  for  a  couple  of  rounds  of  Mortal  Kombat. 

What's  best  about  Winnie-the-Pooh  on  Problem  Solving  is 
that  it  reproduces  illustrations  and  lengthy  bits  of  text  from  the 
original  A.  A.  Milne  books.  But  for  that,  you  could  just  pick  up 
a  copy  of  Ttie  House  at  Pooh  Corner.  Problems,  schmoblems — 
a  trip  to  the  Hundred  Acre  Wood  ought  to  be  worry-free. 

BY  HARDY  GREEN 
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You've  decided  to  meet  your 
foreign  competitors  head  on. 


What  computer  system 


do  you  have? 


As   the   world's   leading   UNIX"  vendor, 
we've   helped   provide  solutions  to 
thousands  of  companies  around  the  globe. 
If  the   business  decisions  are  yours, 
the   computer  system   should   be  ours. 


Whol  HEWLETT^ 
WlfiM  PACKARD 


C  o  m  ])  u  t  e  r  Systems 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM  

PASSING  THE 
SCREEN  TEST 


Monitors  are  using  , 
more  sophisticated  j 
technology^-and 
prices  are  dropping 

So  you  just  bought  a 
sj^iffy  new  computer 
system:  multimedia  ca- 
pability, high-resolution  mon-  j 
itor,  the  works.  Text  and 
graphics  look  great.  But 
those  xideos.  They're  so  dai'k 
and  murky.  What  a  disap- 
pointment. You  can't  do  much 
about  it  today,  but 
please  stand  by.  Some 
new  technology-  coming 
down  the  Infopike  will 
help  a  lot. 

The  technology  be- 
hind the  tele\ision-style 
monitors  that  we  use 
hasn't  improved  much 
since  the  mid-1980s. 
But  I'm  writing  this 
column  using  an 
LCD1280  desktop  dis- 
play from  NEC  Technol- 
ogies (800  632-4636).  Al- 
though the  screen 
measiu-es  just  13  inches 
fi'om  corner  to  corner, 
the  display's  extremely 
high  resolution— 1.280  VIVID 

by  1,024  pixels— lets  it   

show  as  much  information  as 
a  conventional  20-in.  monitor. 
And  while  cramming  more 
into  a  smaller  area  causes 
text  and  images  to  shi*ink, 
you  can  comfortably  sit  much 
closer  to  an  I.CD  screen  than 
to  a  TV-tNTye  monitor. 
CLOSING  THE  GAP.  The 
LCD  1280  was  inti-oduced  last 
year  with  a  staggering 
SI  1,750  price  tag.  But  this 
month,  NFC  is  coming  out 
with  a  new  13-in.  version  at 
S6,000  and  a  12-in.  model  at 
$4,000.  Such  pi-ices  are  still 
wav  too  high  for  these  units 


to  grace  many  desktops — a 
top-of-the-line  20-in.  monitor 
costs  ai-ound  S2,000.  But  flat- 
panel  screen  prices  are  ex- 
pected to  continue  to  plunge, 
and  desktop  units  cheap 
enough  for  real-world  budgets 
may  not  be  that  fai*  away. 

Just  look  at  what's  happen- 
ing in  laptops.  A  yesn'  ago.  a 
10.4-in.  active-matrix  was 
found  only  on  So.OOO-plus 
notebooks.  Now  they're  turn- 
ing up  on  laptops  in  the 
S2,500  class,  such  as  the  ibm 


Out  uf  XEC's  )ieic  LCD  inonitors 


ThinkPad  365C.  The  price  dif- 
ferential between  active-ma- 
trix and  the  older,  less  \i\-id 
passive-matrix  screens  is 
down  to  about  S500.  At  the 
top  end.  several  manufactui'- 
ers  are  offering  laptops  with 
12-in.  displays.  Because  the 
full  area  of  a  flat  panel  is 
viewable,  while  a  consider- 
able part  of  a  cathode-ray 
tube  screen  is  lost  within  its 
case,  a  12-in.  laptop  screen 
has  nearly  the  same  \iewing 
ai'ea  as  a  14-in.  monitor.  Flat- 
panel  makers,  such  as  Shai-p 
and  Hitachi,  are  readv  to 


make  bigger  displays,  but 
that  would  require  a  bigger 
laptop  case. 

The  tmsty  CRT  monitor  is 
also  due  for  an  overhaul.  Cui-- 
rent  monitors  are  designed 
to  make  text  on  the  screen 
as  crisp  and  readable  as  pos- 
sible, hence  the  poor  appeai'- 
ance  of  \ideos  and  other  im- 
ages. Later  this  year,  \EC 
will  introduce  new  monitors 
that  use  a  technology  differ- 
ent fi'om  either  of  the  two 
borrowed-from-TV  systems 
used  by  cuiTent  crts. 
STRONG  PALETTE.  Fi-otOt\T3e 
units  that  I  have  seen  give 
much  livelier  video  images 
without  sacrificing  text  qual- 
ity. No  pricing  has  been 
annotmced,  but  the  new  dis- 
plays will  likely  be  competi- 
tive with  current  high-qual- 
ity models. 

Two  other  display  tech- 
niques may  also  make 
an  impact  soon.  New- 
plasma  technology'  be- 
ing developed  by  Sony. 
Fujitsu,  and  others 
could  be  used  to  build 
flat-panel  screens  as 
large  as  50  in.  Sony 
demonstrated  a  24-in.- 
by-15-in..  3.75-pound 
prototype  Plasmatron 
at  last  fall's  Comdex 
ti-ade  show.  \Miile  blues 
are  a  Uttle  weak,  other 
colors  are  lively,  and 
the  images  are  very 
shai"p.  For  even  bigger 
displays,  Texas  Instini- 
ments"  Digital  Micro- 
mirror  Device  (dmd) 
technology  could  pro- 
duce much  brighter  projec- 
tion systems  for  presentations 
or  home  theaters.  The  fii'st 
product  to  incoi-porate  the  de- 
vice, the  S9.500  Diamond 
D-400  fi-om  nMew  (800  736- 
8439).  claims  to  project  a 
\iewable  computer  image  in 
nonnal  room  lighting. 

Consumer  devices  that 
employ  either  the  Plasma- 
tron or  the  DMD  technology 
ai*e  at  least  a  couple  of  yeai-s 
away.  But  you  can  bet 
there's  a  bigger,  brighter — 
and  maybe  even  cheaper — 
display  in  yoiu-  future. 


BULLETIN  BOARD 


BOOKS 
CD-ROMs  DEMYSTIFIED 

Some  of  the  many  frustrated 
computer  owners  who  sent  me 
tales  of  woe  in  response  to 
"Wanted:  A  pc  for  the  masses" 
(Jan.  15)  may  find  some  relief 
in  Make  Yourco-ROM  Work!  by 
Bob  LeVitus  and  Ed  Mel 


(Random  House.  $10.95).  The 
book  offers  advice  on  what  to 
do  about  that  all-too-common 
experience:  popping  a  new 
multimedia  disk  in  your  cd- 
ROM  drive  and  having  nothing 
come  out  but  a  stream  of  er- 
ror messages.  Topics  include 
sound  cards,  video  adapters, 
and  memory  settings.  About 
two-thirds  of  the  breezy, 
question-and-answer  text  is 
devoted  to  Windows  and  dos 
problems,  the  rest  to  the  less 
trouble-prone  Macintosh. 

INTERNET 
SPANISH  SPOKEN  HERE 

Reader  Ken  Leebow  of  Mariet- 
ta. Ga.,  has  found  a  novel  use 
for  VocalTec's  Internet  Phone 
("It's  for  you — on  the  pc,"  Jan. 
8),  one  of  several  products 
that  make  it  possible  to  hold 
voice  conversations  over  the 
Internet.  His  13-year-old  son, 
Josh,  uses  it  to  practice  his 
Spanish.  He  looks  for  fellow 
Internet  Phone  users  in  South 
America,  then  strikes  up  con- 
versations with  them  on  the 
Net.  "He  used  to  hate  Span- 
ish," Leebow  reports.  "Now  he 
has  fun  while  learning. ' 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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Our  PROMISE 


At  EVEREN  Securities,  we've  taken  ninety 
years  of  investment  experience  and  created  an 
independent,  employee-owned  investment  securities 
firm  dedicated  to  a  new  level  of  intense  personal 
service.  We'll  bend  over  backwards  to  help  meet 
your  needs  and  reach  your  investment  goals. 


Because  as  owners,  the  better  we  do  for  you, 
the  better  we'll  do.  Call  1-800-2-EVEREN  for 
more  information  today. 


EVEREN 


SECURITIES 
A  vested  interest  in  your  success. 


Member  NYSE  and  other  principal  exchanges.  Member  SIPC.  ©  1996,  EVEREN  Securities.  Inc. 


Economic  Viewpoint 


BY  ROBERT  KUTTNER 


SOCIAL  SECURITY:  LET'S  NOT 
TRADE  IT  IN  FOR  A  LEMON 


FLAWS 

Yes,  the 
system  will 
need  shoring 
up  soon.  But 
privatizing  it, 
a  la  Chile, 
could  turn  out 
to  be  a  remedy 
worse  than 
the  disease 
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Once  the  debate  on  balancing  the  bud- 
get finally  ends,  America  faces  an- 
other great  fiscal  issue:  how  to  stabi- 
lize Social  Security.  The  hysteria  about 
looming  bankruptcy  is  exaggerated,  but  even 
defenders  of  the  present  system  admit  that 
vSocial  Security  is  not  in  long-term  balance. 
Early  in  the  next  centuiy,  we  will  need  to 
raise  the  retirement  age,  pare  benefits,  or 
raise  taxes.  This  is  simply  the  result  of  shift- 
ing demographics — people  hving  longer  and  a 
declining  ratio  of  workers  to  retirees. 

A  more  i-adical  change  would  divert  some 
of  the  income  stream  from  the  payi'oll  tax  to 
create  privatized  annuities.  To  make  up  the 
loss.  Social  Security  pensions  would  be  more 
heavily  taxed  oi-  capped.  Senators  Bob  Keirey 
(D-Neb.)  and  Alan  K.  Simpson  (R-Wyo.),  for 
example,  would  take  two  percentage  points  of 
the  current  payi'oll  tax  to  create  super  indi- 
vidual retirement  accounts. 

A  more  sweeping  revision  is  being  pro- 
moted by  Sam  Beai'd,  author  of  a  forthcoming 
book  titled  KJO  Million  Millionaires.  Beard's 
idea  is  to  use  four  percentage  points  of  the 
Social  Security  tax  to  finance  private  retire- 
ment accounts.  The  proceeds  would  under- 
write retirement  and  could  be  passed  along  to 
heirs.  He  calculates  that  after  45  years,  eveiy 
individual  with  $10,000  or  more  annual  in- 
come would  accumulate  at  least  $1  miUion  in 
savings  (or  $182,000  in  today's  dollars).  Even- 
tually, thanks  to  compounding,  a  fully  funded 
i-etii-ement  system  would  i'e])lace  the  present 
one  and  create  a  society  of  secure  rentiers. 
PINOCHETS  CRAPSHOOT.  There  are  problems 
with  this  scheme,  however  Obviously,  it  di- 
verts money  from  the  Social  Security  system 
earmarked  to  finance  pensions  for  current 
and  future  retirees.  Beard  proposes  to  make 
up  that  shortfall  by  raising  the  retirement 
age  to  70,  i-educing  the  inflation  adjustment  of 
Social  Secmity  pensions,  and  increasing  feder- 
al boiTowing  during  the  30-  to  40-year  period 
in  which  the  new  system  matures. 

Beard's  proposed  system  is  also  highly  re- 
distributive  (just  as  the  current  Social  Se- 
curity program  is),  since  it  uses  the  taxes 
paid  by  more  affluent  workers  partially  to 
subsidize  the  retii-ement  accounts  of  less  afflu- 
ent ones.  The  risk  is  that  Beard's  proposal 
would  become  a  stalking  horse  for  the  dis- 
mantling of  Social  Security  as  a  universal 
system. 

Enthusiasts  of  this  approach  often  invoke 


the  experience  of  Chile,  where  the  August 
Pinochet  regime  and  its  University  of  Chicj 
go-trained  economist-advisers  privatized  th 
public  retirement  system.  Today,  Chilea 
workers  pay  taxes  into  one  of  several  pri 
vate  retirement  plans.  Supposedly,  the  goverr 
ment  will  make  up  the  difference  if  retireme: 
benefits  do  not  equal  at  least  75%  of  the  sut 
sistence  level.  The  funds  are  currently  doin 
well,  but  genius  is  a  rising  market.  One  o 
more  of  the  funds  could  tank.  Stocks  fall  a 
well  as  I'ise — remember  the  U.  S.  in  th 
1970s?  When  the  first  retiree  begins  claimin, 
benefits  in  2005,  the  "privatized"  Chilean  syt 
tem  could  face  a  pubhc  bailout  crisis — or  sim 
ply  shortchange  retirees. 

Still,  there  is  the  germ  of  an  importan 
idea  here.  The  current  Social  Security  systen 
is  almost  pure  income  transfer  Taxes  from  to 
day's  workers  pay  the  pensions  of  today's  re 
tirees.  UnUke  a  ftinded  pension  plan  or  annu 
ity,  most  of  the  payouts  are  not  a  return  oi 
capital.  The  current  capital  suiidIus  in  the  So 
cial  Secui-ity  system  genei'ates  income  that  fi 
nances  a  small  fraction  of  total  payouts. 
PIES  IN  THE  SKY.  TluTiing  Social  Security  into 
fiuided  pool  of  capital  would  raise  the  nation 
al  savings  rate  and  restore  the  system  to  sol 
vency.  However,  this  approach  poses  highb 
charged  policy  choices.  Do  we  retain  a  coUec 
tive  system  or  do  we  splinter  it  into  individu 
al  accounts?  And  if  money  is  to  be  diverted 
from  current  payroll  taxes,  who  makes  u] 
the  loss? 

In  principle,  there  is  a  left-right  grand  bar 
gam  to  be  had.  The  left  gets  Social  Security 
solvency  but  allows  partial  privatization.  Th( 
riglit  concedes  the  need  for  a  universal,  state 
mandated  system  but  gains  one  with  private 
ly  in\  ested  capital. 

Beard's  plan  is  reminiscent  of  populis 
schemes  for  spreading  the  wealth,  most  o 
which  ill  practice  were  captui-ed  by  the  usua 
suspects:  The  populist  cnasade  of  the  1890s  foi 
an  elastic  cuirency  turned  into  the  safely  con 
servative  Federal  Reserve  System.  Louis  0 
Kelso's  plan  to  tum  every  worker  into  a  cap 
italist  spawned  Louisiana  Senator  Russell  B 
Long's  employee  stock  ownership  plans — mosl 
of  which  are  used  by  ordinaiy  cori)orations  ai 
a  cheap  way  of  raising  capital.  The  one  share 
the-wealth  scheme  that  actually  worked  as 
advertised  is  none  other  than . . .  Social  Se 
curity.  Before  we  cash  it  in,  we  should  b( 
sure  what  we  are  getting  in  return. 
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Economic  Trends 


BY  GENE  KORETZ 

A  MARRIAGE 
MADE  IN  ASIA 

Sino-Japanese  ties  worry  the  U.  S. 

In  its  dealings  with  Japan  and  China, 
the  U.  S.  would  do  well  to  keep  a 
weather  eye  on  the  fast-growing  eco- 
nomic alliance  being  forged  by  the  two 
Asian  nations.  For  one  thing,  Japan's 
direct  investment  in  China  has  begun  to 
take  off,  jumping  by  78%  last  year  and 
outstripping  U.  S.  investments  by  40% 
(chart).  Indeed,  economist  Chen  Zhao 
of  The  China.  Analyst,  a  pubhcation  of 
the  Bank  Credit  Analyst  Group  in  Mon- 
treal, reports  that  Japanese  companies 
now  regard  China  as  their  main  invest- 
ment target  and  plan  to  place  half  of 
their  overseas  capacity  increases  there. 

Moreover,  Joseph  P.  Quinlan  of  Dean 
Witter  Reynolds  Inc.  estimates  that 
Sino-Japanese  trade  flows  exceeded 
U.  S.-Chinese  trade  last  year  for  the 
first  time  since  the  1980s.  At  the  same 
time,  with  U.  S.  exports  to  China  run- 
ning only  about  one-third  the  size  of 
China-bound  Japanese  exports,  Ameri- 

THE  U.S.VS.  JAPAN: 
INVESTING  IN  CHINA 
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ca's  $38  billion  trade  deficit  with  China 
dwarfed  Japan's  $12  billion  shortfall. 

Looking  ahead,  Chen  observes  that 
Japan's  China  policies  may  well  give  it  a 
leg  up  vis-a-vis  the  U.  S.  in  building 
trade  relations.  It  rarely  has  mixed  busi- 
ness with  politics,  for  example,  and  since 
1979,  it  has  provided  China  with  over 
$33  billion  in  government  loans,  export 
credits,  and  other  fomis  of  financial  aid, 
compai-ed  with  a  paltiy  million  in 
export  credits  extended  by  the  U.S. 

Japan  also  is  more  symj  athetic  to 
China's  slow-paced  economic  reforms 
and  its  desii'e  to  maintain  a  striing  gov- 
ernment role  in  economic  policy.  By 
contrast,  the  U.  S.  has  pushed  rapid 
liberalization  and  market-oriented  re- 


forms, as  well  as  human-rights  issues. 

Ironically,  says  Quinlan,  Japan's  grow- 
ing investment  in  China  may  well  exa- 
cerbate U.  S.  trade  frictions  with  the 
Chinese.  That's  because  many  Japanese 
products  that  were  once  exported  from 
Japan  are  now  being  assembled  and 
shipped  from  China,  widening  Ameri- 
ca's huge  trade  deficit  with  that  nation. 


RUMOR  MILLS 
ROOST  M&A  RILLS 

A  study  finds  secrecy  cost-effective 

Loose  lips  can  cost  merger-minded 
companies  big  bucks.  That's  the  con- 
clusion of  a  new  study  of  stock  move- 
ments associated  vrith  mergers  and  ac- 
quisitions by  G.  William  Schwert  of  the 
University  of  Rochester 

Schwert  looked  at  pre-bid  and  post- 
bid  rises  in  share  prices  of  some  1,400 
companies  acquired  in  takeovers  ft-om 
1975  thi-ough  1991.  Since  he  found  that 
the  size  of  pre-bid  nmups  had  no  ef- 
fect on  stock  price  rises  occurring  after 
bids  were  announced,  he  concluded  that 
the  early  runups  added  to  acquisition 
costs.  Otherwise,  anticipatory  price  gains 
would  have  subtracted  fi"om  post-an- 
nouncement stock  increases. 

As  it  is,  Schwert  foimd  that  shares  of 
targeted  companies  appreciated  about 
30%  fr"om  a  period  starting  two  months 
before  the  fii'st  bid  and  ending  with  the 
deal's  consimimation- — with  the  price  ac- 
tion evenly  divided  between  the  pre- 
bid  and  post-bid  periods.  The  clear  les- 
son for  companies  planning  acquisitions, 
he  says,  is  that  they  are  Ukely  to  save 
themselves  and  their  shareholders  a 
bundle  if  they  can  keep  the  pending 
move  under  strict  wi'aps. 


DANGERS  OF 
RUDGET  RRAWLS 

Will  a  stalemate  lead  to  recession? 

Since  the  recent  failure  of  Congi'ess 
and  the  President  to  reach  a  bal- 
anced-budget accord  caused  interest 
rates  to  surge,  you  might  think  a  pro- 
tracted budget  stalemate  would  produce 
more  of  the  same.  Not  so,  says  Paul  A. 
McCulley  of  ubs  Securities  Inc. 

Without  a  deal,  notes  McCulley,  Con- 
gress is  likely  to  continue  fimding  the 
government  under  continuing  resolutions 
rather  than  normal  appropriations  bills. 
But  continuing  resolutions  usually  re- 


quire spending  to  stay  below  year-earlier 
levels,  while  appropriations  bills  incor- 
porate "normal"  increases  to  reflect  infla- 
tion. And  that  means  fiscal  policy  would 
be  even  tighter  than  it  would  be  if  a  f 
balanced-budget  deal  were  passed.  [ 

The  upshot,  says  McCuUey,  is  that 
going  the  continuing-resolution  route 
could  increase  fiscal  restraint  "enough  to 
tilt  the  economy  close  to  the  recession- 
ary precipice — and  strongly  reinforce] 
the  case  for  Fed  easing." 


THE  NEW  MATH 
OF  POLITICS 


Voters  want  more  than  rising  GDP 


By  all  odds,  relatively  healthy  U.S. 
economic  growth  in  1993  and  1994 
should  have  enabled  the  Democrats  to 
retain  contr-ol  of  Congress  in  1994 
even  though  the  party  in  power  usually 
loses  some  ground  in  midterm  elections 
The  reason  they  didn't,  writes  Ruy  A 
Teixeira  of  the  Economic  PoUcy  Insti- 
tute in  the  current  issue  of  Cliallenge,  is 
that  the  expansion  failed  to  improve  the 
lots  of  average  Americans 

Teixeira's  analysis  of  exit  poll  data 
indicates  that  it  was  non-college-gradu 
ate  voter-s,  particularly  whites,  who  de 
serted  the  Democr-ats  in  droves.  Among 
white  men  vrith  only  high  school  diplo- 
mas or  just  some  college  learning,  for 
example.  Democratic  congressional  sup- 
port dropped  by  20  and  15  percentage 
points,  respectively,  fi'om  the  preceding 
1992  elections. 

It's  exactly  these  gr-oups  whose  wages 
have  fallen  in  recent  decades— and  contin- 
ue to  languish.  Teixeira  notes  that  median 
r-eal  houriy  eariiings  for  full-time  male 
and  female  workers  fell  3.3%  and  1.7% 
fi-om  1992  to  1994.  Some  36%  of  voters 
who  felt  their  eco- 
nomic situations 
had  worsened  said 
they  shifted  from 
Democr-at  to  Re- 
publican in  1994. 

The  Republi- 
cans successfully 
wooed  such  voter's 
with  promises 
that  cutting  gov- 
er-nment  spending, 
welfare,  and  taxes 
will    cure  their 


economic  woes. 
The  Democrats' 
challenge  is  to  of- 
fer a  compelling 
countervision. 


WHO  SWITCHED 
TO  THE  GOP? 

PERCENT  OF  VOTERS  WHO 
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ELECTIONS  AND  FOR 
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FIDDLING  m  WASHINGTON 
COULD  BURN  THE  ECONOMY 


THE  BOND  BACKLASH 
TO  BUOGET  BRAWLS 
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A  couple  of  months  ago,  fore- 
casting the  economy  in  1996 
ooked  Hke  a  no-brainer.  Growth  was  slowing  as  busi- 
lesses  adjusted  their  inventories  to  the  cooler  pace  of 
lemand,  but  the  economy  was  set  for  a  lift  from  lower 
nterest  rates  as  soon  as  Washington  could  cobble  to- 
gether a  plan  to  cut  the  deficit.  Last  quarter's  bond 
narket  rally  and  Federal  Reserve  easing  suggested 
hat  the  scenario  was  unfolding  right  on  cue. 

That  was  then.  Now,  the 
question  is  no  longer  when 
Washington  vrill  hammer  out  a 
budget  deal,  but  whether 
there  will  be  one  at  all.  The 
answer  will  affect  both  Wall 
Street  and  this  year's  outlook. 
Take  away  a  credible  budget 
package,  and  you  yank  a  key 
prop  from  under  the  economy. 

The  promise  of  a  historic 
step  toward  fiscal  responsibil- 
ty  sent  the  benchmark  yield  on  the  30-year  Ti'easmy 
Dond  to  below  6%  in  December  for  the  fii'st  time  in 
nore  than  two  yeai's.  Many  analysts  believe  that  yields 
2an  sink  to  5.5%  or  lower,  with  attendant  benefits  for 
:.rnortgage  refinancing,  consumer  debt  burdens,  hous- 
ing, and  a  broad  airay  of  dm*able  goods. 

BUT  IN  A  MATTER  OF  DAYS  in  eariy  January,  bond 
yields  jumped  from  a  low  of  5.95%  to  as  high  as  6.20% 
as  the  talks  hit  a  roadblock  (chart).  The  power  of  the 
budget  debate  to  sway  the  market  was  evident  once 
again  on  Jan.  16.  News  that  the  two  sides  would  simply 
meet  again  coincided  vdth  investor  George  Soros'  com- 
ments that  sent  the  dollar  higher.  The  combination 
pushed  yields  from  6.14%  to  6.05%  in  a  single  day. 

Even  so,  yields  remain  higher  than  economic  funda- 
mentals would  dictate.  The  danger  is  that  long-term 
rates  could  go  even  higher  with  another  round  of  disap- 
pointment over  Washington's  intransigence  and  womes 
about  the  reckless  attitude  of  many  in  Congress  toward 
the  debt  hmit  and  a  possible  default. 

House  Budget  Chairman  John  R.  Kasich  (R-Ohio)  at- 
tempted to  allay  those  worries  on  Jan.  14  by  express- 
ing confidence  that  the  debt  ceiHng  vrill  be  raised.  But 
afterward,  Representative  Nick  Smith  (R-Mich.),  head 
of  the  160-member  House  Debt  Limit  Coalition,  called 
the  debt  Hmit  a  "reasonable  tool"  in  the  negotiations. 
Wall  Street  bristles  at  such  naivete,  understanding 
that  the  default  issue  is  financial-market  gunpowder 
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that  could  also  blow  the  economy  out  of  the  water. 

If  cooler  heads  remove  the  debt-limit  issue,  the 
worst-case  budget  scenario  is  "no  deal"  and  a  continu- 
ing resolution  for  the  rest  of  fiscal  yeai-  1996.  Such  a  sit- 
uation would  keep  bond  yields  higher  than  they  would 
have  been  with  a  deal.  But  the  damage  would  not  be 
gTeat,  in  part  because  the  market  knows  the  Republi- 
cans would  still  control  the  discretionary  spending  in 
the  appropriation  bills  not  yet  passed. 

Washington's  bickering  also 
offsets  world  economic  condi- 
tions that  would  otherwise  be 
especially  favorable  for  lower 
U.S.  bond  yields.  The  dollar 
has  strengthened.  Europe  is 
cutting  rates  in  the  face  of  an 
economic  slowdown,  as  Ger- 
many and  France  flirt  with 
outright  recession.  And 
Japan's  recovery  will  be  slow. 

Global  weakness  may  ham- 
per what  has  been  a  sharp  improvement  in  the  U.S. 
trade  deficit.  The  trade  gap  naiTowed  to  $8.04  billion  in 
October,  from  $8.25  billion  in  September.  Although 
both  exports  and  imports  dipped  in  October,  exports  ai'e 
up  11.3%  from  a  year  ago  vs.  a  7.1%  yearly  pace  for 
imports. 

As  for  short-term  rates,  because  the  government 
shutdoMTi  has  held  up  key  economic  data  by  a  month  or 
more,  the  Fed  may  feel  compelled  to  put  off  another 
rate  cut  until  a  clearer  reading  on  the  economy  is  pos- 
sible. Such  a  delay  would  come  at  a  time  when  the 
economy  is  slowing  but  no  one  knows  by  how  much. 

The  most  up-to-date  information  the  Fed  has  right 
now  is  anecdotal  reporting  from  its  12  districts,  sum- 
maiTzed  in  the  Jan.  17  Beige  Book  prepared  for  the  pol- 
icy meeting  on  Jan.  30-31.  The  report  said  the  economy 
"was  gTowing  at  a  generally  modest  pace  at  the  end  of 
1995."  Prices  were  "remaining  stable,"  although  "some 
areas  still  report  shoi'tages  of  skilled  workers,"  a  sign 
that  the  Fed  is  closely  watching  wage  growth. 

A  MORE  DETAILED  PICTURE  of  the  economy  heading 
into  the  new  year  should  begin  to  take  shape  now 
that  the  Commerce  and  Labor  Depts.  are  starting  to 
catch  up  with  theii*  backlog  of  delayed  economic  reports. 

The  availabihty  of  data  means  that  the  ever-fickle 
bond  market  may  switch  its  attention  away  from  the 
budget  battle  and  back  to  the  economy's  health.  If  fui'- 
ther  data  confirm  the  economy's  softness,  that  would 
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soothe  the  markets'  disappointment  over  the  budget, 
taking  some  upward  pressure  off  yields. 

In  particular,  housing  has  flattened  out,  especially  in 
the  single-family  sector  (chart,  page  21).  Housing  starts 
increased  by  a  larger-than-expected  5.7%  in  November, 
to  an  annual  I'ate  of  1.42  million,  but  all  of  the  strength 
was  in  the  multi-unit  sector,  which  surged  35.6%.  Single- 
family  starts  were  unchanged  at  1.1  million. 

Like  housing,  mortgage  applications  to  buy  a  home 
had  also  flattened  out  in  the  final  months  of  1995,  al- 
though the  level  of  applications  was  relatively  high. 
That  changed  in  January — after  long  rates  launched 
their  first  budget-related  spike.  Applications  in  the 
first  week  of  1996  plunged  to  their  lowest  level  since 
August.  Many  would-be  home  buyers  may  be  waiting 
for  mortgage  rates  to  slip  closer  to  7%  again.  But 
without  a  budget  package,  that  may  not  happen. 

IN  ADDITION,  the  blizzard  knocked  housing  as  well  as 
retail  sales  onto  the  mat.  That  means  both  industries 
began  the  first  quarter  way  below  their  fourth-quarter 
averages,  so  these  sectors  will  have  to  crawl  out  of 
deep  holes  in  order  to  post  any  kind  of  growth. 

According  to  the  reports  by  Mitsubishi  Bank/Schrod- 
er Wertheim  and  the  Johnson  Redbook  Service,  retail 
sales  fell  in  the  week  ended  Jan.  13,  as  the  blizzard 
forced  stores  to  close.  Even  without  two  feet  of  snow, 
though,  consumers  would  likely  be  tempering  their 


BRITAIN 


SHOPPERS  BUY  LESS 
OH  CREDIT 


buying  this  winter  in  response  to  job  worries  and  the 
need  to  pay  off  heavy  debts. 

Shoppers  already  were  boiTowing  less  in  the  fourth 
quarter.  Installment  credit  rose  $8.6  bilHon  in  Novem- 
ber after  an  $11.2  billion  gain  in  October,  said  the  Fed. 
Additions  to  installment  credit  have  been  smaller  in  the 
second  half  of  1995  than  in  the  fii-st  (chart). 

In  particular,  consumers 
have  scaled  down  their  use  of 
revolving  debt,  which  includes 
credit  cards.  Even  with  the 
borrowing  slowdown,  smaller 
job  and  income  gains  suggest 
that  the  delinquency  rate  on 
credit-card  bills  edged  higher 
in  the  fouith  quarter,  after  the 
third-quarter  rate  hit  the  sec- 
ond-highest level  in  10  years. 

Lower  rates  would  offer  re- 
Kef  to  some  financially  strapped  households.  By  switch- 
ing to  credit  cards  with  lower  finance  charges  and  refi- 
nancing mortgages,  consumers  would  free  up  extra 
cash  and  keep  the  expansion  going  forward. 

That,  at  least,  is  how  1996  is  supposed  to  play  out:  a 
budget  deal,  lower  rates,  mortgage  refis,  and  continued 
growth.  But  as  the  Washington  standoff  and  the  bond 
market's  response  show,  the  best-laid  plans  of  mice 
and  forecasters  could  easily  go  astray. 


NOV  '94  NOV.  '95 

A  BILLIONS  OF  DOLLARS,  THREE- 
MONTH  MOVING  AVERAGES 
DATA  FEDERAL  RESERVE,  BUSINESS  WEEK 


SLOW  GROWTH  IS  BETTER  THAN  NONE 


The  "Bntish  model"  is  facing  a 
test.  With  Germany  and 
France  near  recession,  can  Britain 
keep  the  Continent's  mess  from 
washing  up  on  its  shores? 

The  answer  is  yes.  Although 
Britain  is  slowing 
down,  growth  should 
remain  in  the  plus  col- 
umn, and  the  seeds  for 
a  second-half  pickup 
already  are  sown.  The 
key  reason:  A  decade 
of  economic  restiTsctur- 
ing,  including  privat- 
izations, reduced  social 
costs,  deregulated  la- 
bor markets,  and  a  do- 
mestic pohcy  focus,  has  molu.  d  a 
less  inflation-prone  economy.  Tint 
gives  the  monetary  authorities 
more  flexibility  to  manage  growth. 

Interest-sensitive  sectors  will 
lift  demand  as  the  Treasury  cuts 


OUTPUT  GROWTH 
GRIHDS  TO  A  HALT 


■91    '92    '93     '94  '95 
A  PERCENT  CHANGE  FROM  A  YEAR  AGO 

'-ATA-  ORI/McGRAW-HILL,  BUSINESSWEEK 


interest  rates  further  amid  politi- 
cal pressure  to  dehver  a  solid  re- 
bound ahead  of  elections.  Already, 
furner  home  prices,  mortgage  ac- 
tivity, and  fourth-quarter  car 
sales,  along  with  surveys  pointing 
to  solid  December  re- 
tail activity,  suggest 
healthier  consumer 
spending.  Despite  the 
overall  restrictiveness 
of  the  new  budget, 
consumers  will  be 
better  off  this  year  in 
the  face  of  lower  tax- 
es and  interest 
rates — just  the  oppo- 
site of  1995. 
The  problem  is  that  demand  is 
being  sated  by  excess  inventories. 
Manufacturing  output  stagnated 
'<n  November,  and  December  sur- 
veys show  fading  orders  and  pro- 
duction plans  (chart).  Construction 


is  also  weak,  and  the  slowdown  on 
the  Continent  is  hitting  exports. 

But  the  I'estracturing  has  made 
prices  and  wages  more  flexible, 
and  the  weaker  economy  is  reduc- 
ing inflationary  pressures.  Decem- 
ber output  prices  for  core  items 
slowed  and  should  continue  to  do 
so.  The  underlying  rate  of  retail 
inflation  has  been  below  4%  for 
the  longest  period  in  more  than 
half  a  centuiy. 

Bank  of  England  Goveraor  Ed- 
die George  now  believes  that  the 
government's  2.5%  target  for 
underlying  inflation  will  be  met 
in  the  next  18  to  24  months,  a 
position  close  to  that  of  Chancel- 
lor of  the  Exchequer  Kenneth 
Clarke.  That  sets  the  stage  for 
more  rate  cuts.  Base  rates  should 
fall  from  6)4%  now  to  6%  or  less 
by  summer,  assuring  a  second- 
half  rebound. 
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Another  expert  tells  you 
where  to  put  your  money. 


"The  Lincob  Town  Car  is  a  Best  Buy." 

Consumers  Digest 

Consumers  Digest  calls  a  Best  Buy  "a  product  that  offers 
outstanding  value  for  its  price."  We  call  it  Lincoln  Town  Car 
The  editors  were  impressed  that  "this  big  Lincoln  retains  the  best 
of  what  has  always  been  good  about  large  American  sedans." 
The  experts  agree;  even  when  money  is  no  object,  value  is. 

Three  Ways  To  Lease 


«499/«l,999 

per  month  dovra 

24-Month  Red  Carpet  Lease 

First  Month's  Payment'  $499 

Down  Payment  (Net  of  RCL  Gshl  ..$1,999 

Refundable  Secunty  Deposit  $500 

Cash  Due  At  Signing"  $2,998 

30,000-Mile  Lease 


or 


«589/«0 

per  month  down 

24 -Month  Red  Carpet  Lease 

First  Month's  Payment"  $589 

Down  Payment  (Net  of  RCL  Cash)  $0 

Refundable  Secunty  Deposit  $600 

Cash  Due  At  Sigmng"  $1,189 

30,000-Mile  Lease 


or 


«12,584 

One -Time  Lease 
Payment 

APP  Payment  (Net  of  RCL  Cash)' ..$12,584 

Refundable  Security  Deposit  $525 

Cash  Due  At  Signmg"  $13,109 

Cash  Outlay  Over  24  Months"  $12,584 

30,000-Mile  Lease 


LINCOLN 

W  hat    A    Luxury    Car     Should  B' 


*■%  Lincoln  Timii  Car  Kxecutive  Senes  MSKP  !>  r,f S(i  rst  liulni;;  litk-,  Ulxcs  and  license  fee.  Convcfilioniil  and  Advance  l'a\incni  l*n);;r.im  kust'  [inwiienLs  bLisai  on  a\vrjj;e  capiUili/ed  cost  ol  01  OV:,,  of  MSRP  for  i-i-monlh  cluH'tl-end 
Ford  Credit  Red  Caqiel  Uuses  (KCL)  piircluwd  in  lliu  luiioii  tliroiij^li  I  I/^(1A)S  Sonic  pamenLs  hi^lier,  some  lower.  See  dciler  lor  paviiient/iemis  i.es,see  mav  Ikivc  opuiin  to  hii\  veliicie  al  ieiise  end  al  price  nc'j'otialed  wiili  dealer  al 
siiyiinii  U^str  responsiblf  U>r  t  \u-ss  wc.ir  .iiid  lear  and  inilcaKf  over  ^ii  imo  ,ii  s  1 1  imlr  Credit  approv;d/insurdbilit\  determined  b\  l  ord  Credit  for  special  k'.isc  ti  iTTis  .md  'I'lO  RCI.  cish,  take  new  retail  deliver^'  from  dealer  Mock 
b\  ■i/lA)U  Monthk  pavrncnts  lui.tl  SI  I  ')~(>  uith  douTi  pjvmcni  nr  M4  M'^  uiili  SO  down  pavment  Current  Lincoln  levsees  inialih  k)r  an  additional  SSoi)  Ir.isc  renew  ill  inniitiu'  toward  a  '%  Tovmi  Car  RCL  prior  to  V2/9(v 

See  deiUer  k)r  complete  details  '-LMiiides  t.L\,  title  and  license  fee. 
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they  building  a  new  America-or  tearing  it  apart?. 
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For  weeks,  Republicans  pursu- 
ing a  balanced-budget  deal  with 
President  Clinton  had  taken  a 
pumrneling  in  the  polls  over 
their  scorched-earth  campaign 
to  shutter  the  federal  govem- 
ment.  But  as  House  Speaker  Newt 
Gingiich  left  a  White  House  negotiating 
session  on  Dec.  19,  he  saw  cause  for 
optimism.  With  key  differences  narrow- 
ing, Clinton  and  GOi'  leaders  had  agi'eed 
to  reopen  the  padlocked  agencies.  Bud- 
getary peace  seemed  at  hand. 

Not  for  long.  Soon  after  he  I'eturned 
to  Capitol  Hill,  Gingrich  ran  into  the 
buzz  saw  known  as  the  House  Republi- 
can freshman  class.  The  feisty  first- 
termers  forced  him  to  scuttle  plans  to 
unlock  the  government,  and  they  de- 
manded that  House  Majority  Leader 
Richard  K.  Armey 
(R-Tex.) — considered  more 
ideologically  pure  than 
Gingrich — accompany  the 
Speaker  to  future  talks.  "We  needed 
someone  who  was  going  to  hold  the 
line,"  says  Representative  Sue  Myiick 
(R-N.  C),  a  freshman  member  of  the 
House  GOP  leadership. 

Gingi-ich's  about-face  is  but  one  ex- 
ample of  the  extraordinary  influence 
wielded  by  the  74  gop  freshmen.  By 
virtue  of  their  size,  cohesion,  and  insis- 
tence on  a  literal  enactment  of  the  Con- 
tract With  America,  the  first-tenners 
are  shaking  Washington  to  its  core. 

Already,  they  have  pushed  policy 
sharply  rightward,  in  the  process  rais- 
ing partisan  combat  to  new  heights. 
They  have  muscled  political  reforms 
past  their  own  skeptical  leaders.  They 
prodded  Clinton  to  accept  a  seven-year 
balanced-budget  timetable  based  on 
strict  Congi'essional  Budget  Office  eco- 
nomic projections.  And  they  have  sur- 
prised even  their  business  backers  with 
a  die-hard  defense  of  their  conserva- 
tive principles  in  a  town  more  comfort- 
able with  pragmatic  dealmaking.  "I 
wish  we  had  30  more  of  them,  in  both 
houses  of  Congress,"  says  Carol  L.  Ball, 
CEO  of  Ball  Publishing  in  Greenville, 
Ohio.  "Then  maybe  we  could  get  some- 
thing done." 

STEADY  COURSE.  In  an  institution  ac- 
customed to  freshmen  who  were  seen 
but  rarely  heard,  this  new  crop  has 
demonstrated  unprecedented  clout. 
Clearly,  the  fervor  of  the  freshmen  is 
the  driving  force  behind  the  bold  Re- 
publican plans  for  I'emaking  government. 
Yet  the  man-the-bamcades  approach  of 
the  fii'st-termers — a  penchant  for  con- 
fif-ontation  over  compromise — has  pre- 
vented them  from  implementing  most 
of  their  vaunted  Contract.  Indeed,  a 


public  backlash  against  their  hardball 
tactics  threatens  to  stall  theii-  revolution 
just  as  they  are  on  the  thi-eshold  of  suc- 
cess with  their  paramount  piiority:  bal- 
ancing the  federal  budget  by  2002.  A 
BUSINESS  WEEK/Hanis  Poll  of  755  adults 
conducted  Jan.  5-8  found  that  only  26% 
of  Americans  approved  of  the  freshman 
Republicans'  tactics,  while  70%  disap- 
proved (page  28). 

Public  perception  be  damned.  So  far, 
the  freshmen  show  no  signs  of  chang- 
ing course.  Many  are  intent  on  a  hard- 
line legislative  agenda  for  '96 — includ- 
ing abortion  restrictions,  an  assault  on 
environmental  rules,  dismantling  the 
federal  social  safety  net,  and  a  repeal  of 
1993  assault-weapons  curbs.  The  strate- 
gic risk:  that  the  first-termers  could 
alienate  centrist  swing  voters  and  lose 


control  of  the  House  after  a  two-year 
reign.  "  'My  way  or  no  way,'  could 
bring  a  premature  end  to  the  Repub- 
lican majority,"  says  Brookings  Insti- 
tution congi'essional  scholar  Thomas  E. 
Mann. 

Even  some  of  the  corporate  chief- 
tains who  cheered  the  Republican 
takeover  of  Congress  a  year  ago 
haven't  lost  their  enthusiasm.  "I'm  dis- 
turbed because  I  think  they've  canned 
ideology  too  far,"  says  H.  Brian  Thomp- 
son, CEO  of  LCI  International  Inc.,  a 
McLean  (Va.)-based  long-distance  tele- 
phone company.  "Not  that  the  ideology 


is  wi'ong — but  you  don't  have  to  do  it  in 
one  bite."  Other  executives  chide  the 
freshmen  for  gleefully  throwing  sand 
in  the  gears  of  government  to  achieve 
their  budget  priorities.  "They  need  to 
change  their  rhetoric,"  says  Andrew  P. 
Daly,  CEO  of  Vail  Associates  Inc.,  which 
operates  the  venerable  Colorado  ski  re- 
sort. "I'm  ill  at  ease  when  you  hold 
government  hostage." 

Democrats  are  betting  such  discom- 
fort will  help  them  recaj^trnv  the  House 


GRADING  THE 
FRESHMEN 


BALANCING 
THE  BUDGET 


Go  to  the  head  of  the  class  for  forcing  President  Clin- 
ton to  move  toward  a  blueprint  for  erasing  the  deficit 


by  2002.  But  shutting  down  the  government  as  a 
negotiating  tactic  has  been  a  political  disaster. 

OVERHAULING  CONGRESS  Kudos  for  cutting  Capitol  Hill  staff, 
AMfi  PAMPAirN  flNAMrt  Streamlining  committees,  and  restnct- 
ANU  bAiVir'AlUN  UNANlt  jj^g  lobbyists'  gifts.  But  demerits  for 
failing  to  curb  special-interest  financing  of  campaigns. 


REFORMING 
WELFARE 


Delivering  on  promises  to  overhaul  the  welfare  sys- 
tem is  a  major  accomplishment.  A  compromise  on 
welfare  reform  seems  in  the  cards  despite  President 
Clinton's  Jan.  10  veto  of  the  first  attempt. 

GETTING  GOVERNMENT  promises.  Vows  to  stimulate 

Off  RilQIMP^Q'  RflPK    growth  through  tax  cuts  and  regulatory 
U^r  IJU^INtJ>5  BAblV    relief  for  Corporate  America  have  been 
stymied  by  moderate  Republicans  and  conservative  Democrats,  who 
see  the  environmental  and  worl(er-safety  reforms  as  too  extreme. 


A- 
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STANDING  FIRM: 

Oklahoma's 
Watts  meets 
with  voters 

lacking  empathy  for 
the  downtrodden. 
And  Clinton  is  ex- 
pected to  play  on 
public  fears  of  gop 
stridency  in  his  Jan. 
23  State  of  the 
Union  address. 

The  newcomers 
contend  that  their 
achievements  will  be- 
come evident  only 
over  the  long  haul. 
"The  tough  work  of 
freedom  is  going  to 

LI. 


they  lost  in  1994  after  four  decades  of 
dominance.  "We  owe  them  a  gi-eat  deal," 
quips  Representative  Barney  Frank  (D- 
Mass.).  "Their*  views  ai"e  unpopular.  And 
their  methods  are  inept."  House  Minor- 
ity Leader  Richard  A.  Gephardt  (D- 
Mo.)  describes  the  new  class  as  "ter- 
rorists" with  an  "insane"  agenda. 
Former  House  Ways  &  Means  Commit- 
tee Chauman  Sam  M.  Gibbons  (D-Fla.), 
a  33-year  House  veteran,  dismisses 
them  as  "wild  and  reckless"  legislators 


take  time,"  says  Rep- 
resentative Zach 
Wamp  (R-Tenn.). 
"We're  dealing  with  a  very  sick  patient, 
and  you  can't  wake  him  up  in  the  middle 
of  surgery  and  ask  how  he's  doing." 
Moreover,  the  fi-eshmen  believe  voters 
endorsed  their  tough  tactics  by  electing 
them  on  the  vow  to  enact  the  Contract. 
"We  know  why  we  were  sent  here,  and 
we  will  act  regardless  of  the  conse- 
quences," insists  Representative  David 
Funderburk  (R-N.C).  "If  there  is  a 
price,  so  be  it.  There'll  never  be  another 
opportunity  like  this  in  our  lifetime." 


Maybe  so.  But  the  unwillingness  of 
the  new  class  to  compromise  with  the 
White  House  and  Senate  moderates  has 
limited  its  accomplishments.  Aside  fi'om 
some  congi'essional  refoiTns,  such  as  re- 
ducing staff  and  eliminating  some  com- 
mittees, the  ft'eshmen  have  yet  to  de- 
liver a  balanced  budget,  tax  cuts, 
regulatory  relief,  term  limits,  and  liti- 
gation reform.  Concedes  Representative 
Phil  English  (R-Pa.):  "We  have  to  do 
more  before  we  declare  victoiy." 
"LIKE  TEENAGERS."  As  the  largest  fresh- 
man class  since  the  Democratic  "Wa- 
tergate Babies"  of  1974  (page  32)  pre- 
pares to  face  the  voters  this  fall,  its 
legacy  remains  unclear.  "The  freshmen 
are  the  testosterone  of  the  House  Re- 
publicans," says  Claremont  McKenna 
College  political  scientist  John  J.  Pit- 
ney Jr.  "Testosterone 
]  r,  r  ^'^'-'^  muscle  mass,  but 

r  riio  rj         in  excess  it  can  lead  to 
overaggressiveness  and 
health  problems." 

Judging  by  early  polls,  some  fresh- 
men could  suffer  terminal  side  effects 
from  their  pugnacity.  Although  the 
BUSINESS  WEEK/Harris  Poll  found  that 
49%  of  Americans  see  the  first-term- 
ers as  "a  new  breed  of  politicians,"  45% 
consider  them  "extremists."  That  view 
is  reflected  at  the  gi-ass  roots.  "They're 
acting  like  teenagers,  and  I'm  just  sick 
of  it,"  says  Chad  Bosworth,  20,  a  junior 
at  Indiana's  Ball  State  University.  "It's 
high  time  for  these  young  whipper- 
snappei's  to  wipe  their  noses  and  get 
down  to  business,"  scoffs  Polly  Elkins, 
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president  of  the  Cherokee  Democratic 
Women's  Chib  in  Chattanooga,  Tenn. 

Other  Americans  are  willing  to  give 
the  first-termers  more  time  to  mature. 
"The  ft-eshmen  represent  the  views  that 
are  going  to  tum  this  country  around," 
says  Ted  H.  Smith,  an  Oklahoma  City 
stockbroker  with  Dean  Witter  Reynolds 
Inc.  "They're  doing  what  they  had  said 
they  would  do."  Jefft-ey  T.  Grade,  chair- 
man of  Harnischfeger  Industries  Inc.,  a 


Milwaukee  heavy-machinery  maker,  feels 
that  the  fi-eshmen  "are  acting  like  the 
rest  of  America — tired  of  business  as 
usual.  They  are  inexperienced  and  un- 
skilled, but  maybe  that's  what  we  need." 

One  key  booster:  Texas  tycoon  Ross 
Perot,  who  finds  a  natural  kinship  with 
their  maverick  ways.  The  gop  tyros 
have  "a  deep  commitment  to  putting 
our  country's  house  back  in  order," 
Perot  says.  "Most  have  shown  great 


courage  and  tenacity  in  working  to  get 
the  job  done  right." 

Any  way  you  look  at  it,  the  new  class 
represents  a  sharp  departure  from  its 
pi-edecessors.  In  a  chamber  dominated 
by  lawyers,  most  of  the  newcomers 
have  been  small-business  owners  or  cor- 
porate executives.  They  speak  the  lan- 
guage of  commerce  and  are  evangelistic 
about  the  desire  to  slash  taxes,  regula- 
tions, and  paperwork.  "We're  not  ex- 
tremists," says  Michael  P.  Forbes  (R- 
N.  Y.)  "We  were  meeting  payrolls, 
paying  bills,  and  getting  fed  up  with 
Washington.  And  we  decided  to  do 
something  about  it." 

Few  of  the  freshmen  are  govern- 
ment careerists — only  27  have  previ- 
ous legislative  experience.  Several  are 
celebrities,  including  former  pop  singer 
Sonny  Bono  (R-Calif.)  and  football  stars 
Steve  Largent  (R-Okla.)  and  J.  C. 
Watts  Jn  (R-Okla.). 
CONTRACT  WORKERS.  While  a  handful 
describe  themselves  as  moderate  or 
pro-choice,  most  are  unabashed  pro-life 
conservatives  with  close  ties  to  reh- 
gious  activists — 47  had  strong  support 
from  Christian  conservatives.  Not  sur- 
prisingly, an  overwhelming  number  fa- 
vor abortion  restrictions,  prayer  in 
schools,  and  taxpayer  vouchers  for  reli- 
gious academies. 

Regionally,  the  74  rookies  shifted  the 
GOP  balance  of  power  to  the  South  and 
West  from  its  traditional  center  in  the 
Northeast  and  Midwest.  Only  11  hail 
from  the  Northeast — the  stronghold  of 
moderate  Republicanism — while  45  come 
ft"om  the  Sun  Belt.  They  picked  Roger 
F.  Wicker  of  T\ipelo,  Miss.,  as  class  pres- 
ident. This  regional  tilt  explains  their 
emphasis  on  states'  rights,  opposition 
to  gim  control,  and  support  for  private 
development  of  public  lands. 

The  political  profile  of  the  freshman 
class  should  not  be  siuprising,  consider- 
ing that  most  were  recruited  by  Gin- 
giich  and  his  conservative  associates  at 
GOPAC,  the  political  committee  he  ran 
from  1986  to  1995.  After  locating  his 
new  disciples,  Gingiich  gave  them  is- 
sue briefings,  fund-raising  help,  and 
strategic  advice,  and  lent  a  hand  script- 
ing their  assaults  on  liberal  Democrats 
and  the  "con'upt  welfare  state." 

But  the  factor  that  made  the  fi'e.shmen 
a  singular  force  was  the  Contract  With 
America.  The  10-point  manifesto  became 
a  political  bible  for  the  new  lawmakers. 
One,  North  Carolina's  Myiick,  pinned  a 
laminated  copy  of  it  to  her  lapel  when 
she  an-ived  on  the  Hill.  Dming  the  first 
hundred  days  of  Republican  nile,  fi-esh- 
men resisted  attempts  to  water  down 
the  Contract  and  voted  with  the  leader- 
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REFORMERS  OR  EXTREMISTS? 


There's  no  doubt  that  the 
House  freshmen  have 
shaken  up  Washington.  But 
Americans  are  divided  over 
whether  the  newcomers  are 
brave  reformers  seeking 


fundamental  change  or 
inflexible  extremists.  A 
point  of  agreement:  Ameri 
cans  are  uniformly  unim- 
pressed with  their  take- 
no-prisoners  tactics. 


BESTED  BY  BILL 

As  you  may  know,  a  struggle  between  President  Clinton  and  congressional 
Republicans  over  the  federal  budget  has  shut  down  the  government  twice.  What  is 
your  opinion  of  the  way  in  which  each  of  the  following  has/have  handled  the  budget 
negotiations  and  government  shutdown.  Do  you  approve  strongly,  approve 
somewhat,  disapprove  somewhat,  or  disapprove  strongly*? 


APPROVE 
STRONGLY 


APPROVE 
SOMEWHAT 


President  Clinton. . .  16%  19% 

Senate  Majority 
Leader  Bob  Dole 


,  9% . 
,  12% 


21% 
15% 


DISAPPROVE 
SOMEWHAT 

.  26%  


DISAPPROVE 
STRONGLY 

,36%  


NOT 

SURE 

.3% 


31% 
28% 


House  Republicans. 
House  Speaker 

Newt  Gingrich  10%  14%  23% 


.30% 
.40% 

.45% 


.9% 
.5% 

,8% 


A  WAVE  OF  DISAPPROVAL 

A  group  of  74  newly  elected  House  Republicans  is  insisting  that  President  Clinton 
agree  to  their  version  of  a  balanced  budget,  and  has  been  vvilling  to  shut  down  the 
federal  goverrmient  to  force  an  agreement.  Do  you  approve  or  disapprove  of  what 
the  House  Republicans  are  doing? 

Approve  26% 

Disapprove   70% 

Not  sure   4% 


DAMAGED IMA££S 

Which  of  the  following  statements  comes  closest  to  expressing  your  opinion  of  the 
House  Republicans  and  their  role  in  the  budget  negotiations? 
They  are  a  new  breed  of  politicians  who  are  trying  to  keep  the  promises  they 
made  when  they  were  elected  instead  of  just  wheeling  and  dealing  and  doing 

business  as  usual  in  Washington   49% 

They  are  ideological  extremists  who  are  holding  the  federal  government 

hostage  because  they  are  unwilling  to  compromise   45% 

Not  sure  6% 

Survey  of  755  adults  conducted  Jan.  5-8,  1996  for  business  week  by  Louis  Harris 
&  Associates.  Results  should  be  accurate  to  within  4  percentage  points. 
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FEEDINS  FRENZY  AT  THE  MONEY  TROUGH 


L 


as  Vegas  veterinarian 
John  Ensign  pulled  off 
I  one  of  the  big  upsets 
of  the  1994  congressional 
elections,  toppling  a  four- 
term  House  Democrat  in  a 
Democratic  district.  Then, 
almost  as  soon  as  he  ar- 
rived in  Washington,  En- 
sign turned  his  attention 
to  1896,  mapping  out  a 
fimd-raising  strategy. 

Using  his  powerful  seat 
on  the  tax-writing  House 
Ways  &  Means  Committee 
as  a  lure,  Ensign  has  held 
small  dinners — at  up  to 
$500  a  head— for  health, 
energy,  and  banking  lob- 
byists. He  also  has  visited 
potential  donors  in  Chicago  and  New 
York.  Ensign's  tenacity  has  paid  off: 
During  the  first  half  of  1995,  he 
raked  in  $195,854  from  political  ac- 
tion committees,  tops  among  the  GOP 
frosh.  "We  have  one  of  the  toughest 
races  in  the  freshman  class,"  he 
says.  "We  want  to  be  able  to  re- 
spond to  attack  ads." 

Ensign  isn't  the  only  GOP  first-ter- 
mer with  a  golden  touch.  Although 
they  stormed  Capitol  Hill  promising 
to  shake  up  the  political  Establish- 
ment, the  Class  of  '94  has  embraced 
one  time-honored  Washington  tradi- 
tion all  too  well:  shaking  the  special- 
interest  money  tree.  Dui'ing  the  fii'st 
half  of  1995,  the  74  GOP  freshmen 
raised  $4.8  million  from  pacs — 49%  of 
their  total  take,  says  Common  Cause, 
a  public-interest  watchdog  group. 
Thafs  about  $1.3  million  more  than 
the  class  of  1992  had  raised  during 
the  same  point  in  the  elec- 
tion cycle  and  the  most 
ever  raised  by  a  freshman 
class  so  early. 
TROUBLESOME.  Although 
lawmakers  won't  file 
Federal  Election  Commis- 
sion reports  for  the  sec- 
ond half  of  1995  until  Jan. 
31,  interviews  with  pac 
managers  and  a  spot 
check  of  recent  pac  re- 
ports indicate  that  the 
giving  only  has  accelerat- 
ed. "The  freshmen  have 
raised  'working  hard  for 
the  money'  to  a  new 
level,"  says  David  Rehr,  a 
lobbyist  with  the  National 
Beer  Wholesalers  Assn. 


SCHMOOZING:  Rig gs'  war  chest  has  discouraged  a  challenger 


What's  behind  their  zeal?  Fear. 
Freshmen  are  vulnerable  when  they 
seek  reelection,  and  early  money 
can  scare  off  rivals.  Take  Represen- 
tative Frank  Riggs  (R.-Cahf.), 
whose  $201,309  in  pac  and  individual 
donations  has  discouraged  a  '96  chal- 
lenge by  a  popular  state  senator. 
Corporate  interests  yearning  for  a 
sympathetic  ear  on  Capitol  Hill, 
meanwhile,  are  happy  to  obHge. 
Among  the  top  PAC  givers:  home- 
builders  and  Realtors,  who  killed 
congi'essional  attempts  to  force 
large  mortgage  players  to  shore  up 
the  weak  thrift  insurance  fund;  the 
beer  wholesalers,  who  want  to  en- 
sure that  beer  taxes  do  not  rise;  and 
cigarette  companies  opposed  to  anti- 
tobacco  regulations  (table). 

Some  first-termers  ai'e  troubled  by 
their  colleagues'  successful  pac  fund- 
raising.  "Histoiy  will  judge  us  on 


BACKING 
THE  FROSH 


PAC 


TOTAL  AMOUNT  GIVEN. 
FIRST  HALF  OF  1995 


NATIONAL  RIFLE  ASSN. 

$141,150 

NATIONAL  BEER  WHOLESALERS'  ASSN. 

109,492 

NATIONAL  ASSOCIATtON  OF  REALTORS 

94,910 

NATIONAL  AUTOMOBILE  DEALERS  ASSN. 

84,125 

NATIONAL  ASSOCIATION  OF  HOME  BUILDERS 

77,000 

AMERICAN  MEDICAL  ASSN. 

69,900 

AMERICAN  MARITIME  OFFICERS 

66,000 

RJR  NABISCO 

65,500 

DATA:  CENTER  FOR  RESPONSIVE  POLITICS 


whether  we  clean  up  the 
mess  or  continue  politics 
as  usual,"  laments  Repre- 
sentative Linda  Smith  (R- 
Wash.).  Smith  wants  to 
outlaw  pac  giving  alto- 
gether— or  at  least  to 
lower  per-lawmaker  con- 
tributions from  the  cur- 
rent $5,000.  She  and  oth- 
ers grumble  that  gop 
leaders  have  only  given 
lip  service  to  refoiTn.  Ar- 
gues Ensign:  "I  can't  dis- 
mantle unilaterally."  Rep- 
resentative Sue  Kelly 
(R-N.  Y.)  agi'ees.  "I  would 
be  glad  to  get  this  mon- 
key off  our  backs.  But  un- 
til  finance  reform  hap- 
pens, most  of  us  vrill  accept  pac 
funding.  We  have  to  run  a  race." 

These  freshmen,  though,  are  far 
from  passive  recipients.  Many  court 
corporations  with  business  before 
their  committees.  Take  Representa- 
tive Daniel  Frisa  (R-N.  Y.),  who  sits 
on  House  Commerce.  The  committee 
is  considering  a  telecommunications 
overhaul,  but  Frisa  accepted  more 
than  $40,000  during  1995  from  those 
with  a  stake  in  the  outcome,  such  as 
AT&T,  BellSouth,  MCI  Communica- 
tions, and  Nynex. 

WHO'S  ARGUING?  Meanwhile,  Repre- 
sentative Frank  A.  Cremeans  (R- 
Ohio),  whose  Banking  Committee  is 
mulling  a  bill  to  make  it  tougher  for 
banks  to  sell  insurance,  has  received 
about  $45,000  from  bankers  and  in- 
surers, including  Banc  One,  Nations- 
Bank, and  the  National  Association 
of  Life  Underwriters.  "They've 

bought  into  the  system, 
and  the  system  has 
bought  into  them,"  says 
Joshua  Goldstein  of  the 
Center  for  Responsive 
Politics,  a  campaign-fi- 
nance research  group. 

With  the  '96  election 
looming,  the  money  chase 
is  sure  to  speed  up.  And 
no  one  has  much  interest 
in  stopping  it:  neither  the 
lawmakers  who  want  to 
keep  their  jobs  nor  the 
companies  that  need  a  fa- 
vor or  two  from  them. 

By  Susan  B.  Garland, 
urith  Stephen  H.  Wildstram 
and  Amy  Barrett,  in 
Washington 
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ship  99%  of  the  time.  "Maybe  I'm  crazy 
or  maybe  I'm  dumb  to  say:  When  you 
make  a  pi'omise  to  somebody,  keep  the 
promise,"  says  Oklahoma's  Watts. 

While  many  of  the  freshmen  owe 
theii'  careers  to  Gingiich,  the  Sjjeaker  in 
many  ways  owes  his  iron  gavel  to  his 
recruits.  The  fonner  enfant  terrible  of 
the  House  gop  rewarded  fi-eshmen  allies 
by  placing  them  on  powerful  commit- 
tees, and  they  responded  by  making 
sure  the  party's  Old  Bulls  remained  un- 
waveiing  in  their'  fealty  to  the  Contract. 

This  symbiotic  relationship  with  Gin- 
giich  gives  first-termers  unprecedent- 
ed leverage  over  senior  Republicans. 
When  House  Appropriations 
Committee  Chaiirnan  Bob  Liv- 
ingston (R-La.)  kicked  fre.sh- 
man  Mark  W.  Neumann  (R- 
Wis.)  off  the  defense  subcommittee  on 
Oct.  11  for  the  sin  of  refusing  to  back 
the  panel's  militaiy-spending  agreement, 
the  rookies  rebelled.  At  a  meeting  on 
GingTich's  balcony,  fi'eshmen  noted  that 
two  senior  Republicans,  Larry  Combest 
of  Texas  and  Bill  Emerson  of  Missouri, 
were  not  disciplined  when  they  joined 
with  Democrats  to  sink  leadership- 
backed  farm-spending  cuts.  Gingrich 
agreed  to  compromise;  Neumann  would 
leave  Appropriations  for  another  plum 
assignment,  the  Budget  Committee. 

How  can  a  group  of  newcomers  exert 
such  sway  over  the  most  poweiful  figvu'e 
on  Capitol  Hill?  For  one  thing,  their 
nunilici's.  With  a  bloc  of  74  vote.s — and 


50  hard-core  conservatives  among 
them — the  ft-eshmen  have  enough  nays 
to  sink  any  proposals  they  oppose. 

Just  as  important  is  theu'  internal  co- 
hesiveness.  The  class  meets  eveiy  Tues- 
day afternoon,  usually  in  a  subterranean 
chambei'  under  the  west  front  of  the 
Capitol.  The  agenda  is  a  mixtiu'e  of  pol- 
icy and  poUtics,  including  floor  strategy, 
issues  briefings,  exchanges  of  polling 
data,  and  discussions  of  reelection  races. 
Their  "federalist"  bloc  is  drafting  pro- 
posals to  turn  over  more  Washington 
progi'ams  to  cities  and  states.  And  to 
countei-  Democratic  charges  that  they 
are  inflexible  hotheads,  they've  created 


mise  to  regulate  smut  on  the  Internet.  Fl 
White,  whose  district  is  home  to  Mi- 1« 
crosoft  Corp.,  deftly  bridged  differences  i 
between  family-values  advocates  con-  ii 
cerned  about  cyberporn  and  businesses 
.wonied  about  potential  ciiminal  liability,  i 
The  freshmen  also  forced  reluctant  p 
GOP  leaders  to  tighten  lobbying  rules  ii 
and  limit  lobbyists'  gifts  to  lawmakers. '( 
At  a  November  meeting  in  Gingrich's  1 
office,  the  newcomers  rejected  offers  by 
Gingi-ich  and  Armey  to  schedule  votes 
on  reform  proposals  in  early  1996.  Led 
by  Representatives  Linda  Smith  (R- 
Wash.)  and  Sam  Brownback  (R-Kan.), 
they  demanded  immediate  action.  Pri- 


re 


six  "tiger  teams"  to  peddle  their  mes- 
sage to  the  media.  "We  want  to  sepa- 
rate fact  from  fiction,"  says  Oklahoma's 
Largent,  a  team  captain. 
NEWTS  SNUB.  Fi-eslunen  also  ai'e  pait  of 
the  foiTnal  (iop  leadei-sliip  stiiictiu'e.  Two 
are  subcommittee  chairs — a  rare  honor 
for  newcomers — and  Myrick  and  fellow 
frosh  David  M.  Mcintosh  (R-Ind.)  at- 
tend top-level  strategy  sessions  as  class 
reps.  "Senior  members  are  the  last  peo- 
ple to  be  conferred  vdth  now,"  crows 
Wamp.  "We  are  the  first." 

That  cocky  attitude  has  helped  the 
fi-eshmen  score  some  triumphs  on  the 
House  floor.  One  was  an  effort  by  Rick 
White  (R-Wash.)  to  bi-oker  a  compro- 


vately,  Gingiich  considers  the  reforms 
marginal.  But  warned  that  his  stance 
would  alienate  Perot  independents,  he 
heeded  the  ft'eshmen.  "We're  not  wait- 
ing in  line  for  our  tiuTi  to  speak,"  says 
Smith.  "Most  of  us  aren't  going  to  be 
[on  the  Hill]  for  wev}'  long." 

Other  fi-eshmen  projects  have  been 
more  divisive.  Among  them:  a  proposal 
by  Mcintosh  and  thi-ee-tei-mer  Ernest  J 
Istook  Jr  (R-Okla.)  to  limit  lobbying  by 
liberal  gi-oups  receiving  federal  gi-ants 
GOP  moderates  buried  the  plan  in  the 
Senate.  And  the  fi-osh  irked  paity  elders 
by  pressing  to  kill  off  the  Commerce 
Dept.,  new  B-2  bombers,  the  National 
Endowment  for  the  Humanities,  and 
govei-nment  subsidies 
to  tobacco  farmers 

Most  of  the  time, 
Gingi'ich  condones 
fi-eshman  freelancing, 
Representative  Mark 
A.  Foley  (R-Fla.), 
who  questioned  Gin- 
grich's controversial 
book  deal  vrith  a  pub- 
lishing house  ovraed 
by  Rupert  Murdoch, 


vVOHLD;  The  Tennes.sedH  sui/s  hardljoll  tactics  ivlll  pay  off  in  the  long  ran. 


says  Gingi'ich  never 
retaliated.  "He  re 
spects  me  for  being 
open   and  honest," 
says  Foley. 

Personal  jabs  are 
one  thing.  But  the 
Speaker  is  growing 
impatient  with  fi'esh- 
men  who  desert  him 
on  crucial  votes.  On 
•Jan.  9,  he  disciplined 
three  of  them  for  vot- 
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ng  against  his  com- 
)romise  plan  to  re- 
)pen  the  government, 
rhe  punishment:  He 
)acked  out  of  appeai-- 
inces  at  micKJanuary 
iind-raisers. 

Have  the  fi'eshmen 
earned  a  lesson?  Not 
^et.  Mcintosh  con- 
lemns  Gingrich's 
'outrageous"  action. 
'He  has  to  stop  this 
•rybaby  attitude  with 
)eople  who  don't 
igree  with  him,"  he 
•omplains.  Democrats 
ire  watching  with 
r\ee.  Gingiich  "creat- 

m^t  going  to  bo 

}d  this  monster,"  says 
Representative  Bruce 
^.  Vento  (D-Minn.). 
'Now  he  has  to  deal 
vith  it." 

Given  public  oppo- 
sition to  theh-  guer- 
nlla  tactics,  many  of  the  freshmen  may 
lot  be  back  next  year.  Some  44  of  the 
74 — largely  those  who  won  narrow  vic- 
tories on  Democratic  turf — face  risky 
:o  almost  impossible  reelection  races 
map,  page  27).  Even  during  a  Republi- 
can landshde,  43  of  them  took  less  than 
55%  of  the  vote.  Clinton  canied  33  of 
;heir  districts  in  '92.  And  nine  repre- 
sent areas  won  by  both  Clinton  and 
1988  Democratic  nominee  Michael  S. 
Dukakis.  "These  people  are  fi'om  dis- 
:ricts  that  are  not  as  conservative  as 
:hey  are,"  says  Carleton  College  political 
scientist  Steven  E.  Schier.  "A  lot  of 
:hem  are  vulnerable." 

What's  more,  about  a  dozen  fresh- 
men have  been  damaged  by  scandal  or 
foot-in-mouth  disease.  The  top  dud: 
Enid  G.  Waldholtz  of  Utah,  whose  fi- 
nancial dealings  and  marital  breakup 
are  an  ongoing  political  soap  opera. 


IMPATIENT:  Washington's  Smith  demanded  an  immediate  vote  on  lobbying  reforms 


strategists  concede  that  the  party  won't 
repeat  its  '94  record  of  zero  incumbent 
defeats.  But  because  of  likely  Democratic 
setbacks  in  the  South,  neutral  obsei-vers 
say  that  30  rookies  must  fall  for  the  GOP 
to  lose  the  House.  Republican  opera- 
tives insist  that  fewer  than  a  dozen 
freshmen  are  in  deep  trouble.  The  big 
reason?  Money  (page  29). 
MODERATION.  Despite  their  promise  to 
change  business  as  usual  in  Washing- 
ton, the  fi-esliTTien  have  tapped  the  D.  C. 
money  machine  for  nearly  $5  million 
during  their  fo-st  six  months  in  office — 
the  most  cash  ever  raised  by  first-term- 
ers fi'om  political  action  committees.  The 
bulging  war  chests  have  intimidated 
some  would-be  Democratic  challengers. 

The  freshmen  also  are  bolstered  by 
continuing  support  from  Perot's  new 
Reform  Party,  which  plans  to  endorse 
major-party  congressional  candidates  in 


bo  ooiii OTTocl  vTith  mw. 


0  aro  thoiiroC 


The  tenuous  giip  of  many  freshmen 
has  helped  Democrats  recruit  top-flight 
challengers.  Oklahoma  House  Speaker 
Glen  Johnson  is  taking  on  fi-esliman  Tom 
A.  Coburn.  Debbie  Stabenow,  a  former 
Michigan  state  senator,  is  going  after 
freshman  Dick  Chrysler.  And  former 
Arizona  Democratic  Party  Chairman 
Steve  Owens  has  set  his  sights  on  J.  D. 
Hayworth,  an  ex-TV  sportscaster  dubbed 
Rush  Jr.  because  of  his  resemblance  to 
the  conservative  talk  show  host. 

Even  the  most  optimistic  Republican 


'96  while  fielding  its  own  White  House 
hopeful.  In  1994,  Pei-ot  backers  favored 
GOP  House  candidates  by  2  to  1.  And 
Perot  sees  no  reason  why  that  will 
change  this  year:  "They  certainly  can 
expect  a  huge  amount  of  support  from 
independent  voters,"  he  says. 

But  even  Perot's  blessing  won't  res- 
cue the  rookies  if  they  don't  score  some 
big  policy  victories,  including  a  budget 
deal,  welfare  refonn,  and  a  campaign-fi- 
nance overhaul.  "The  biggest  risk  is 
that  the  public  perception  of  gridlock 


will  hurt  the  Republicans  in  the  fall," 
says  Pitney. 

Indeed,  some  endangered  freshmen 
are  starting  to  get  the  message.  Flexi- 
bility that  doesn't  sacrifice  bech'ock  prin- 
ciple is  theii'  new  bywoi'd.  They'i'e  tiying 
to  develop  a  bipartisan  budget  deal  with 
moderate  and  conservative  Democrats 
led  by  Gary  A.  Condit  (D-CaUf.). 

While  individual  freshmen  realize 
they  must  make  some  compromises,  the 
class  as  a  whole  is  not  yet  ready  to 
yield  on  sticky  issues  such  as  welfare. 
Medicare  restructuring,  and  tax  cuts. 
"Some  of  them  still  operate  on  the  as- 
sumption that  only  they  have  been  to 
the  top  of  the  mountain  and  seen  the 
promised  land,"  jabs  House  moderate 
Sherwood  L.  Boehlert  (R-N.  Y.). 

Moderates  may  well  remain  fiustrat- 
ed  with  the  revolutionaries.  Despite 
warnings  from  the  center,  many  fresh- 
men say  they  would 
rather  try  and  fail  than 
cut  deal  after  deal  with 
liberal  Democrats.  That 
could  be  a  path  to  political  self- 
destniction.  After  the  Republicans'  skill- 
ful '94  campaign,  voters  gave  them  a 
histoi'ic  opportunity  to  change  the  di- 
rection of  Washington.  But  unless  these 
raw  revolutionaries  begin  to  develop  a 
depth  of  political  maturity  soon,  they 
risk  becoming  nothing  more  than  a  col- 
orful but  shoit-lived  episode  in  Ameri- 
can history. 

By  Richard  S.  Dunham,  with  Amy 
Barrett  in  Washington  and  bureau 
reports 
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COMMENTARY 


By  Howard  Gleckman 


LESSONS  FROM  THE  CUSS  OF  '74 


Riding  a  wave  of  revulsion 
against  politics  as  usual,  a 
huge  crop  of  newcomers 
sweeps  into  Congress.  Promis- 
ing to  overthrow  the  old  order, 
they  demand  broad  changes  to 
make  Washington  more  ac- 
countable to  ordinary  citizens. 
The  Republican  freshmen  Class 
of  1994?  Nope,  the  Democratic 
Class  of  '74 — better  known  as 
the  Watergate  Babies. 

Despite  their  best  intentions, 
the  75  House  Democrats  who 
rode  the  Nixon  Administration 
scandals  into  office  two  decades 
ago  failed  to  fundamentally 
change  politics.  Unable  to  work 
together  as  a  unit  and  seduced 
by  money  and  Washington 
perks,  the  Watergate  Babies 
eventually  were  co-opted  by  thi- 
system.  The  cun-ent  crop  of 
freshmen  risks  failure  as  well. 
Theu*  fatal  flaws:  hubris  and  an 
unwillingness  to  make  the  com- 
promises governing  requires. 

While  the  two  historic  classes 
share  huge  size  and  reformist 
zeal,  there  are  stark  differences. 
The  Class  of  '74  cut  its  political 
teeth  as  opponents  of  the  Viet- 
nam War,  yet  its  members  were 
pragmatists  rather  than  ideo- 
logues. They  largely  rejected  the 
sort  of  liberalism  that  resulted  in 
their  party's  overwhelming  defeat  in 
the  1972  Presidential  elections.  They 
wanted  to  make  government  work 
better,  not  get  bigger.  And  they 
tried  to  break  the  hold  of  unions 
and  other  special  interests  on  the 
Democratic  Party. 
RESTORATION.  By  contrast,  many  of 
today's  Republican  freshmen  want  to 
defenestrate  the  federal  government, 
not  improve  it.  And  rather  than  dis- 
tancing themselves  from  special 
interests,  sucli  as  the  religious  right, 
they  have  em'sraced  them. 

The  biggest  difference  may  be  in 
the  way  each  ci;:ss  tried  to  reform 
Congi'ess.  Both  \  .iwed  to  overthrow 
the  cozy  Capitol  iiill  power  structure. 
But  in  the  name  ■  1  democratization, 
the  Class  of  '74  crc  ited  anarchy, 
while  the  Class  of.  [  has  accepted 
the  iron  rule  of  Hou    Speaker  Newt 


ON  NIXON'S  HEELS:  The  Watergate  Babies  tried 
to  shake  tip  Washington,  too 


Gingrich  (R-Ga.).  Although  the  Re- 
publican frosh  occasionally  buck  the 
Speaker,  they've  voted  with  him  a 
staggering  94%- — and  99%  of  the  time 
during  the  first  100  days. 

The  Watergate  Babies  stripped 
powei'  from  the  paily  kingpins.  They 
dumped  committee  chairmen  and 
changed  rales  so  the  party  caucus, 
I'ather  than  the  leadership,  made 
committee  assignments.  Bucking  the 
old  bulls  was  easy  because  the  Class 
of  '74  owed  little  to  the  Democratic 
bosses.  "We  didn't  expect  a  lot  of  the 
Watergate  class  to  win,"  remembers 
Sam  M.  Gibbons  (D-Fla.).  "We  just 
put  them  on  the  ballot  to  have  a 
Democratic  name  there." 

Gingrich,  on  the  other  hand,  con- 
sciously went  about  constructing  his 
majority  by  electing  rookies,  using 
the  Contract  With  America  and  well- 
placed  campaign  funds  as  tools.  While 
grateful  gop  freshmen  talk  about  a 


revolution,  they  actually  have 
assented  to  a  Restoration — a  re- 
turn to  the  days  of  all-powerful 
Speakers.  Says  University  of 
Maryland  government  professor 
James  Gimpel:  "They've  been 
willing  to  invest  in  Gingrich's 
moral  authority  to  recentralize 
power  in  the  House." 

Today's  freshmen  have  so  far 
been  happy  to  give  the  Speak- 
er enormous  power  because 
they  beheve  he  can  lead  their 
push  for  radical  change.  That's 
far  afield  from  the  '74  reform- 
ers who  hobbled  their  Speakei'. 
As  a  result,  they  created  a 
power  vacuum  that  would  be 
filled  over  the  next  decade  by 
strong  committee  chairmen 
such  as  Ways  &  Means  boss 
Dan  Rosteiikowski  (D-Ill.). 
CHECK  BOUNCERS.  Some  of  the 
Watergate  Babies  eventually 
gained  power-ful  positions.  Paul 
Tfeongas  (D-Mass.)  and  Paul  Si- 
mon (D-Ill.),  for  instance,  went 
to  the  Senate  and  eventually 
ran  for  President.  Indeed,  it 
was  I'emarkable  how  easily 
much  of  this  class  adapted  to 
Washington.  They  took  gener- 
ous campaign  money.  They 
bounced  checks  at  the  House 
bank.  They  became  part  of  a  system 
they  had  vowed  to  change  when 
their  hair  was  longer  and  their  com- 
mitment deeper. 

The  Watergate  Babies  have  left 
lessons  for  the  GOP  gang  of  Contract- 
quoting  short  hairs.  The  first:  Be- 
ware of  the  seductive  power  of  spe- 
cial-interest money.  Already,  new 
Republicans  have  collected  more 
dough  fi'om  special  interests  than 
any  class  in  histoiy.  The  second: 
Even  the  best  intentions  can  back- 
fire. The  Class  of  '74's  legacy  was  a 
campaign-finance  reform  law  that 
ci'eated  the  veiy  political  action  com- 
mittees that  many  see  as  the  root  of 
today's  ills.  The  Class  of  '94  is  in 
danger  of  leaving  a  disappointing 
legacy  of  its  own:  It  .stood  for  princi- 
ple but  accomplished  little. 

Gleckman  began  covering  Wash- 
ington politics  in  1977. 
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To  launch  Windows  95,  they 
used  4  networks, 

85  magazines, 
100  radio  stations 

and,  ahem. 


one  server. 


TO  POWER  THE  ON-LINE  LAUNCH  OF 
WINDOWS' 95,  MICROSOFT  CHOSE  THE 
DIGITAL  PRIORIS  '  HX  590DP  SERVER. 

Failure  was  not  an  option  on  August  24. 

Microsoft's  official  launch  date  tor 

Windows"  95  marked  the  biggest  new 

product  introduction  in  industry  histt^iry, 

not  to  mention  one  of  the  great  all-out 

media  blitzes.  On  this  day,  a  minor 

glitch  would  have  macic  headlines.  So 

when  ail  eyes  tiu-ned  to  Microsoft  — 

Microsoft  turned  to  Digital. 

For  the  on-line  launch  ot  Windows' 

95,  Micrc^sott  plugged  in  the  Digital 

Prions  Internet  Server- ten  of  them,  in 

fact.  A  decade  of  Microsoft/Digital 


teamwork  was  behind  the  decision.  So 
was  the  simple  realization  that,  for  a  job 
that  meant  handling  almost  two  million 
hits  the  first  day,  the  Prions  HX  590DP 
was  simply  the  best  server  around.  After 
all,  its  fault-tolerant  features  do  include 
drive  arrays,  ECC^  memory,  redunciant 
cooling  systems  and  power  supplies.  Put 
simply,  Microst)tt  chose  Digital  for  the 
same  reasons  you  shotild.  Reliability. 
Power.  And  no  slip-ups. 

C;all  l-S(H)  DIGITAL 
for  your  nearest  reseller 
or  visit  our  Web  Site 
PRnt'sMT!       at  www.pc.digital.com. 


Designed  for 


Microsoft' 
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News:  Analysis  &  Commentary 


SPINDLER:  Insiders  say  the  CEO's  job 
may  go  to  a  seaso7ied  turnaroimd  exec 


APPLE:  TICK-TOCK, 
TIGK-TOGK,  TICK-TOG 

Losses,  shortages,  stagnation-something's  gotta  give 


There  may  still  be  a  time  bomb  at 
Apple  Computer  Inc.  Tlie  ugly  news 
is  out — a  $69  million  loss  foi'  the 
quarter  ended  on  Dec.  29,  some  1,300 
layoffs,  more  wrenching  reorganization. 
But  crilical  questions  still  loom:  Will 
Chief  E.M'CUtive  Michael  H.  Spindler 
survive  a  Jan.  23  board  meeting?  And 
will  Apple  -  nearly  invisible  board  final- 
ly step  foi  ■•  ard  and  squelch  lingering 
doubts  abou:  the  company's  future? 

Apple  din  tors  aren't  talking.  But 
insiders  say  Sj  uidlei-'s  job  is  in  jeopardy. 
Current  and  f  'iner  Apple  executives 
also  say  the  h'-'  ear-old  Spindler  has 
been  showing  s;  is  of  strain.  Insiders 
say  he  was  wear;  ^  a  heail  monitor  in 
the  office  the  wei  of  Jan.  8  and  that, 
after  a  trip  to  the  ispital,  he  worked 
from  home  for  two  )ys  A  close  friend 
says  Spindler's  chunri  have  been  m-ging 
him  for  months  to  sU  >  down.  Says  the 
friend:  "Michael  is  sti  -sed.  He's  over- 
weight. He  doesn't  eat  rht.  He  doesn't 
sleep  right." 


Such  talk  is  triggering  speculation 
that  Spindler  will  leave  the  company 
foi'  health  reasons.  vSays  one  Apple  exec- 
utive who  witnessed  the  heart  monitor: 
"He  is  under  incredible  pressure."  Spin- 
dler was  unavailable  for  comment.  An 
Apple  spokeswoman  says  the  company 
doesn't  comment  on  employees'  person- 
al matters  but  adds:  "Michael  is  here. 
He's  fully  engaged  in  the  business.  He 
was  here  all  weekend 
[of  Jan.  13]." 

The  question  now  is 
whether  the  reorga- 
nization Apple  an- 
nounced on  Jan.  17  will 
fix  what  ails  the  com- 
pany. The  plan  will 
pare  the  company's 
head  count  by  8%  dur- 
ing the  next  year  and 
may  cause  another  net 
loss  in  the  quaiter  that 
ends  on  Mar.  29.  Ap- 
ple also  plans  to  more 
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broadly  license  its  Mac  operating  system 
and  will  consider  selling  some  assets 
But  the  plan  falls  way  short  of  what 
analysts  had  hoped  for.  It  "lacks  deci 
siveness  and  thoroughness,"  says  cs 
First  Boston  analyst  C.  William  Gurley, 
That  keeps  the  pressure  on  Spindler 
Apple  has  suffered  three  consecutive 
quarters  of  product  shortages  and  ther 
too  much  inventoiy — $80  million  worth 
in  the  quarter  ended  on  Dec.  29.  It's 
locked  in  a  bid  for  market  share  that 
has  di'iven  gross  margins  from  28.7%  a 
year  ago  down  to  15.1%  today,  below 
rivals  Compaq  Computer  Coip.  and  Dell 
Computer  Corp.  What's  worse,  the  efl 
fort  isn't  working:  Apple  lost  market 
share  in  last  year's  final  quarter,  going 
from  8.2%  to  7.1%  of  the  world  PC  mar- 
ket, figures  researcher  International 
Data  Coi'p. 
FRONT-RUNNERS.  Will  Apple's  boai'd  step 
in?  Executives  speculate  that  the  dii-ec- 
tors  may  name  their  own  ceo,  most 
likely  Apple  director  B.  Jiirgen  Hintz 
the  53-year-old  former  CEO  of  the  $4.5 
billion  Anglo-French  packaging  company 
CarnaudMetalbox.  He's  credited  with 
i-evitalizing  Procter  &  Gamble  Co.'s  food 
business  in  the  1980s,  when  he  worked 
there  as  executive  vice-president,  and 
then  with  boosting  CarnaudMetalbox 
before  it  was  taken  over  last  fall.  The 
thinking  is  that  while  Hintz  lacks  com 
puter  experience,  he  is  a  seasoned  turn 
around  expert.  Other  Apple  executives 
think  board  member  Gilbert  F.  Amelio, 
CEO  of  National  Semiconductor  Corp., 
may  be  lured  into  the  job. 

How  likely  is  either  move?  Outward 
ly,  Apple's  board  gives  few  signs  of  tak- 
ing drastic  action.  Says  one  director: 
"We're  still  supporting  Michael.  Apple 
has  been  through  [tough  times]  on  nu 
merous  occasions,  and  I  basically  be 
lieve  it's  a  gi'eat  company."  But  wdll  the 
board  let  Apple  lose  more  money  in  its 
market-share  assault?  "Not  for  too 
many  quarters,"  says 
the  board  member. 
"You  can  gain  market 
share  all  the  way  to 
the  poorhouse." 

The  fact  that 
the  board  would 
allow  ftirther  loss- 
es at  all  troubles 
some  analysts, 
who  argue  that  more 
red  ink  would  give  the 
impression    that  the 
company  is  in  a  death 
spiral.     That  could 
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)romi)t  sotlware  companies  to  abandon 
flac  software  development  and  shake 
he  faith  of  Mac's  loyal  customers.  Says 
me  insider:  "You've  got  to  blame  this 
ward  for  not  taking  decisive  action." 

One  problem,  critics  say,  is  that  too 
nany  board  members  are  newcomers 
0  Apple  and  the  computer  industiy,  in- 
luding  Hintz,  Katherine  M.  Hudson, 
;eo  of  W.  H.  Brady  Co.,  and  Delano  E. 
^ewis,  CEO  of  National  Public  Radio. 
5ays  one  former  Apple  executive:  "The 
)oard  is  pretty  weak.  They've  let  this 
hing  go  way  too  long.  They  had  plenty 

if  warning  signs  They  didn't  do  their 

lue  diligence." 

>TRONG  SHADOW.  The  board's  king- 
naker  is  Chairman  A.  C.  "Mike"  Mark- 
:ula  Jr.,  who  has  been  a  staunch  Spin- 
ller  supporter.  Markkula,  who  ran  the 
'ompany  when  it  hit  hard  times  in 
,981,  is  not  as  active  in  managing  Ap- 
)le  today  as  he  has  been  in  past  crises, 
;ources  say.  He  lunches  vdth  Spindler 
ind  talks  to  him  regularly,  but  he  has 
^et  to  meddle  much.  But  his  opinion 
•onnts  big-time:  He  made  the  calls  to 
lump  previous  CEOs  Steve  Jobs  and 
fohn  ScuUey. 

Some  investors  ai'e  nei-vous  about  the 
)oard  because  key  members  are  selling 
^pple  stock.  Markkula  dumped 
)58,000  shares  this  summer 
ust  after  a  10%  dip  in  price. 
ie  still  owns  2.9%  of  Apple's 
ihares,   but   that   was  his 
)iggest  sale  ever.  Longtime 
)oard  member  Peter  0.  Crisp 
bllowed  suit,  selling  50,000  shai'es 
it  around  $40. 

The  latest  restructuring  may  not 
lelp  soon.  Analysts  say  that  by 
dashing  operations  outside  its  seven 
,op-selling  countries,  trimming  ad- 
ninistrative  costs,  and  simplifying  its 
product  line,  Apple  could  save  about 
5120  million  this  year.  That,  combined 
vith  a  plan  to  ease  out  of  the  low  end  of 
;he  market,  could  keep  the  Mac  busi- 
less  healthy  without  fouling  Apple's  bot- 
tom line.  Says  Tim  Bajarin,  president  of 
Creative  Strategies  Inc.:  "I  beheve  they 
inally  have  the  right  business  model." 

Win  or  lose,  it  won't  be  a  pretty  tran- 
5ition.  But  Apple  still  has  a  lot  going 
m  it — including  fiercely  loyal  custom- 
irs,  dominance  in  the  education  market, 
md  a  strong  brand  name.  "Apple  has 
issets  other  businesses  would  kill  for," 
5ays  Compaq  Chairman  Benjamin  M. 
Rosen,  who  engineered  an  epic  turn- 
around when  his  company  faced  similar 
problems  in  1991.  A  friend  of  Mai-kkula's, 
iie  thinks  Apple's  problems  can  be  over- 
come. But  not  without  bolder  moves — 
sither  by  Spindler  or  his  board. 

By  Peter  Burrows,  with  Kathy 
Rebello,  in  San  Francisco,  with  bureau 
reports 


FOOTBALL 


READY.  SET, 
TACKLE  THAT  CEO 

Arizona's  elaborate  plan  to  woo  companies  at  the  Super  Bowl 


Sometimes  the  Big  Game  doesn't 
happen  on  the  field.  So  it  is  with 
Super  Bowl  XXX,  the  annual  giid- 
ii"on  classic  that  will  pit  the  Dallas  Cow- 
boys against  the  Pittsbui'gh  Steelers  on 
Jan.  28.  For  Arizona  officials  who  will 
host  the  game  on  the  Arizona  State 
University  campus  in  Tempe,  the  real 
blitz  won't  be  from  linebackers  but  from 
high-profile  recruiters  charging  the  na- 
tion's top  chief  executives. 

Most  cities  that  host  pro  football's 
extravaganza  are  content  to  welcome 
tourists  and  then'  money.  Arizona's  game 
plan:  to  entice  CEOs  into  relocating  theii- 
companies  after  the  final  whistle  blows. 
Officials  already  have  identified  more 
than  500  chief  executives  or  other  busi- 
ness leaders — "decision-makers"  in  Aii- 
zona  booster-speak — who  will  attend 
the  game  and  have  been  targeted  to 
receive  special  treatment.  "The  idea 
is  t5  show  that  we're  more  than  just  a 
place  with  nice  weather  and  clean  air," 
says  Aiizona  Governor  Fife  Symington. 

It's  the  most  extensive  business  re- 
cruiting effort  ever  attached  to  the  Su- 
per Bowl,  say  National  Football  League 
officials,  outdoing  even  the  splashy  eco- 
nomic-development-minded welcome 
mounted  for  last  year's  championship 
in  Miami.  The  Aiizona  host  commit- 
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tee  has  focused  on  the  60  most  likely 
prospects  and  is  linking  each  of  them  to 
Arizona  ceos  (known  as  "mentors").  The 
host  committee  has  booked  reservations 
for  them  at  hard-to-get-into  restaurants, 
golf  courses,  and  hotels.  And  on  Super 
Bowl  Sunday,  a  fleet  of  helicopters  will 
whisk  them  fi'om  a  private  golf  event  to 
the  stadium. 

The  effort  comes  after  Arizona  got 
the  game  in  the  equivalent  of  a  civic 
Hail-Mary  pass.  In  1991,  the  state  was 
bounced  as  the  site  for  the  1993  Super 
Bowl  after  voters  reject- 
ed a  referendum  on  a 
state-paid  Maitin  Lu- 
ther King  Jr.  holiday. 
That  cost  Arizona  an 
estimated  $200  mil- 
lion in  convention 
i-evenue  as  well.  Of- 
ficials won  the  game 
back  in  1993  with  a 
vow  that  a  King  holi- 
day would  be  forth- 
coming. Little  wonder: 
Super  Bowl  XXX  is 
estimated  to  bring  in 
some  $187  million  in  tourist 
revenue. 

Give  Arizona  credit  for 
knowing  how  to  sell  itself.  Last 
year,  it  liu'ed  80  companies,  in- 
eluding  an  animation  studio  for 
Twentieth  Century-Fox  Film 
Coi-p.  and  a  BankAmerica  Coip. 
credit-card  unit.  In  all,  Arizona 
imported  16,000  new  jobs  last  year, 
says  its  Dept.  of  Commerce. 
What  effect  will  the  Super  Bowl 
have?  The  Broward  (Fla.)  Economic  De- 
velopment Council  doesn't  know  of  any 
corporate  relocations  to  South  Florida 
resulting  from  the  1995  Super  Bowl. 

And  "you  have  to  won- 
der if  someone  coming 
to  the  Super  Bowl  for  a 
fun  time  is  going  to 
want  a  sales  pitch," 
says  Jack  Kyser,  chief 
economist  for  the  Los 
Angeles  Economic  De- 
velopment Corp.  Side 
bet:  How  many  CEOS 
will  move  their  digs  to 
Arizona  once  the  game  has  ended?  The 
early  line  is  not  in  Aiizona's  favor. 

Ronald  Grover  in  Phoenix,  with  Gail 
DeGeorge  in  Miami 


GAME  TIME 

Some  500  CEOs 
will  watch  Kevin 
Greene  and  his 
Pittsburgh 
Steelers  in  Tempe 
on  Super  Sunday 
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EXECUTIVE  SUITE 


THE  CEO  WHO 
NEVER  SLEEPS 

Succession  questions  at  Reed's  restless  Citi 


The  early  1990s  were  dark  indeed 
for  Citicorp.  Low  on  capital  and 
contending  with  mounting  loan  loss- 
es, Citi  faced  almost  daily  i-umors  that 
Chairman  and  Chief  Executive  Officer 
John  S.  Reed  was  about  to  step  down, 
either  at  the  behest  of  Citi's  boai'd  or  of 
regulators.  As  part  of  the  struggle  to 
get  the  bank  back  on  track.  Reed  aban- 
doned Citi's  traditional  hierarchical 
stimcture.  He  made  15  business  heads 
around  the  world  report  directly  to  him, 
flying  into  New  York  for  monthly  re- 
views of  their  progress  toward  tough 
perfoiTnance  goals. 

Slowly,  and  with  major  assistance  from 
low  interest  rates,  Reed  and  his  team 
have  righted  Citicorp.  On  Jan.  16,  it  re- 
ported record  earnings  of  $3.46  bilUon 
for  1995.  Citi  has  amassed  some  $18.9 
billion  in  equity  capital,  up  from  $8.5  bil- 
hon,  using  the  same  standards,  in  1991. 
HOUSECLEANING?  Now,  Reed's  manage- 
ment structure  is  being  dismantled.  On 
Jan.  12,  Vice-Chairman  Pei-yuan  Chia, 
56,  head  of  global  consumer  banking, 
announced  his  impending  retirement, 
just  a  month  after  Vice-Chairman  and 
turnaround  expert  Christopher  J.  Stef- 
fen,  53,  head  of  finance  and  administra- 
tion, abinptly  resigned  amid  differences 
with  Reed.  Meanwhile,  Reed  has  pro- 
moted a  crop  of  business  chiefs  and 
hired  William  Campbell,  former  head 
of  Philip  Morris  USA,  to  run  branch 
banking. 

Was  it  a  housecleaning  by  Reed,  or  a 
flight  of  top-notch 
hands  '  A  Citi  spokes- 
man s;i\--  Chia  is  "re- 
tiring his  own 
terms."  Kecd,  who  told 
analysts  on  i;in.  16  that 
Chia  will  '  and  for 
board  reele  '  i^n  this 
spring,  also  sa  '  'hat  he 
and  Chia  had  'i  ussed 
the  vice-chaimi.  s  re- 
tirement for  ;  eral 
years.  One  sourci  lose 
to  Citi,  though,  lys 
Chia  told  him  he  as 
urged  to  resign.  An  a 
Citi  insider  says  th  t 
the  departure  of  Ste. 
fen  was  unexpected. 


The  suddenness 
of  the  announced 
changes  surprised 
and  disconcerted 
many  Citi-watchers. 
Some  wonder  wheth- 
er Reed,  56,  is  push- 
ing some  of  his  best 
executives  out  to  en- 
sure that  no  strong 
second-in-command 
emerges.  "Whenever 
[Reed]  gets  someone 
with  the  potential  to 
be  a  voice  from  be- 
low, those  people 
have  not  lasted  that  long,"  says  an  ana- 
lyst who  was  imwilUng  to  be  named.  For 
example,  in  1992,  President  Richard  S. 
Braddock  abruptly  left  the  bank,  and 
many  believe  Reed  was  defensively  oust- 
ing his  only  ci'edible  potential  successor 
as  CEO.  Reed  refused  intemew  requests, 
and  a  spokesman  declined  to  comment. 

The  question  now:  Are  any  of  the 
newly  promoted  executives  capable  of 
ninning  Citi?  Reed  professes  confidence. 
He  told  analysts  on  Jan.  16  that  "very 
consciously,  we  are  continuing  to  put 
emphasis  on  building  the  next  genera- 
tion of  management."  Accordingly,  Rana 
Talwar,  47,  formerly  head  of  Asia/Pa- 
cific consumer  banking,  will  run  retail 
banking  in  Europe  and  North  Ameri- 
ca. Victor  J.  Menezes,  46,  fomier  head  of 
European  and  North  American  consu- 
mer banking,  became  chief  financial  offi- 


REED:  More  changes  are  afoot  in  consumer  banking 


SHUFFLING  FROM  THE  TOP  OF  THE  DECK 

Some  recent  management  changes  at  Citicorp 


WHO'S  OUT 


PEI-YUAN  CHIA,  56,  vice-chairman  in 
charge  of  global  consumer  bank- 
ing, retiring  by  the  end  of  1996 

CHRISTOPHER  STEFFEN,  53,  vice- 
chairman  in  charge  of  finance 
and  administration,  resigned 


WHO'S  IN 


ROBERTA  ARENA,  48,  head  of  the 
credit  card  business  in  Europe 
and  North  America 


WILUAM  CAMPBELL,  51,  formerly 
head  of  Philip  Morris  USA,  hired 
to  run  branch  banking  worldwide 


_^bruptly  in  December   VICTOR  MENEZES:  467promoted  to 


DAVID  GIBSON.  55,  chief  of  corpo- 
rate banking  for  emerging  mar- 
kets, retiring  at  the  end  of  March 


chief  financial  officer  in  Decem- 
ber; was  head  of  European  and 
North  American  consumer  banking 


DATA  BUSINESS  WEEK,  COMPANY  REPORTS 


cer  when  Steffen  left.  And  Roberta  J. 
Aj-ena,  48,  head  of  credit  cards  in  North 
America  and  Europe,  now  reports  di- 
rectly to  Reed.  These  executives  are 
very  well  regarded — but  it  will  take 
time  for  them  to  develop  the  broad 
managerial  experience  Reed  seeks. 
"LEADERSHIP  VOID."  Meanwhile,  the  de- 
parture of  Chia  will  leave  a  gap.  Along 
with  Reed,  he  made  Citi  the  preemi- 
nent global  consumer  bank.  Says  MenUl 
Lynch  &  Co.  analyst  Judah  Ki'aushaar: 
"To  lose  somebody  [at  that  level]  po- 
tentially creates  a  leadership  void."  In 
addition  to  Chia,  David  E.  Gibson,  55, 
head  of  emerging-markets  global  finance, 
will  retire  in  March. 

Reed  told  analysts  that  more  changes 
are  in  the  offing,  particularly  in  consu- 
mer banking.  And  the  shifts,  which 
seem  to  be  endemic  to  Reed's  restless 
i«»  management  style,  may 
continue  for  some  time. 
Reed  is  unlikely  to  stej) 
down  any  time  soon, 
says  David  S.  Beny,  di- 
rector of  research  at 
bank  specialists  Keefe, 
Bruyette  &  Woods  Inc. 
"Why  would  he  leave? 
It's  got  to  be  more  ftm 
than  it  was  four  years 
ago."  Particularly  when, 
instead  of  listening  to 
rumors  about  his  own 
departui-e,  he  can  shuf- 
fle other  executives 
around. 

By  Kelleij  Holland 
in  New  York 
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February  7  to  11 
Calistoga  Fairgrounds 
Napa  Valley,  USA 

Sample  thousands  of 
gourmet  delights. 
Enjoy  California's 
ultimate  festival 
experience  with 
family  and  friends 
highlighted  by 
America's  finest 
chefs,  entertainers 
and  artisans.  See 
wild  mustard  ablaze 
in  the  vineyards  and 
visit  the 
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COMIVIENTARY 

By  Richard  A.  Melcher  and  Greg  Burns 

ARCHER  DANIELS'  CLEANUP:  DON'T  STOP  NOW 


Only  at  Archer  Daniels  Midland 
Co.  could  a  corporate-govern- 
ance revolution  occur  in  the 
chairman's  basement.  On  Jan.  14, 
ADM  directors  filed  down  the  steps 
at  Dwayne  0.  Andreas'  Decatur 
(111.)  home  to  discuss  Agenda  Item 
No.  1:  whether  to  enact  sweeping 
changes  that  could  turn  the  insider- 
dominated  gi'oup  into  a  model  of  in- 
dependent oversight.  At  the  next 
day's  regularly  scheduled  board 
meeting,  the  group 
0.  K.'d  the  plan  without 
dissent. 

If  the  board  actually 
puts  into  practice  what 
it  has  approved  on  pa- 
per, ADM  could  catapult 
fi'om  a  company  regu- 
larly shellacked  by  in- 
vestor activists  to  one 
of  exemplary  corporate 
openness.  At  the  very 
least,  a  half-dozen  of 
adm's  17  directors  will 
likely  step  down  by  Oc- 
tober's annual  meeting, 
paving  the  way  for 
more  outsiders. 
FBI  MOLE,  adm's  board 
upheaval  stems  from  investor  concern 
that  its  cloistered  leaders  fostered  a 
cultui'e  of  hubris  that  may  have  en- 
couraged executives  to  stray  into  ille- 
gal activities.  Until  last  summer's 
news  of  a  federal  investigation  into 
alleged  price-fixing  of  thi'ee  important 
ADM  products,  corporate-governance 
issues  were  as  unwelcome  at  the  ag- 
ribusiness giant  as  com  blight.  After- 
a  former  executive  admitted  to  being 
an  FBI  mole,  restless  shareholders 
loudly  proclaimed  their  dissatisfaction 
with  a  board  controlled  by  Andreas 
family  members,  former  executives, 
and  relatives  of  senior  management. 
Often,  misguided  strategies  prompt 
shareholder  revolts.  "Something  usu- 
ally triggers  it,"  says  Ray  A.  Gold- 
berg, a  Harvard  business  school  pro- 
fessor and  ADM  director  who 
co-chaired  the  board  committee  that 
wrote  the  company's  governance  re- 
port. "Unfortunately,  for  this  compa- 
ny, it  was  an  antitnist  investigation." 

The  document,  produced  after 
three  months  of  study,  addresses 
most  key  shareholder  concerns.  Dur- 
ing the  process,  the  committee  held 
discussions  with  such  influential  acti- 


vists as  Sarah  Teslik,  executive  di- 
rector of  the  Council  of  Institutional 
Investors,  a  body  representing  big 
pension  funds. 

Among  the  main  recommendations 
in  the  report: 

■  The  board  should  be  cut  to  as  few 
as  nine  members,  the  majority  being 
outsiders. 

■  Management  should  be  limited  to 
three  seats,  down  from  five. 

■  Committees  should  be  entirely 


composed  of  outsiders,  except  for 
the  executive  committee, 
e  Outside  directors  should  step 
down  at  age  70. 

A  new  nominating  committee 
headed  by  an  outsider — for  now, 
Democratic  Party  heavyweight  Rob- 
ert S.  Strauss — could  break  the  An- 
dreas family's  lock  on  many  key  ex- 
ecutive positions.  Since  Andreas  is 
turning  78,  the  board  needs  to  es- 
tablish a  succession  plan — and  they 
might  logically  extend  their  search 
beyond  the  present  heir  apparent, 
Dwayne's  son,  Vice-Chairman  Mi- 
chael D.  Andreas. 

For  true  reform  to  take  place, 
Ai-cher  Daniels  must  really  dig  in 
and  clear  out.  Even  former  Chairman 
John  H.  Daniels,  74,  favors  paring 
the  board  by  the  maximum  recom- 
mended. Daniels  plans  to  step  down, 
as  do  Goldberg  and  Happy  Rockefell- 
er Other  directors  who  may  be  head- 
ing foi'  the  boardroom  exits:  foiTner 
ADM  executives  Lowell  W.  Andreas 
(Dwayne's  brother)  and  Ralph  Bi-uce, 
and  investor  Shreve  M.  Archer  Jr. 
(father  of  adm  treasurer  Charles  R 
Archer). 


Once  the  board  has  been  re- 
vamped, it  should  reward  long-suf- 
fering shareholders.  The  company 
should  boost  its  dividend  fi'om  the 
present  measly  1.1%  and  extend  its 
recent  share-buyback  initiative.  With 
nearly  $1  billion  of  free  cash,  adm 
can  well  afford  to  spread  the  wealth 
among  its  investors  without  limiting 
the  company's  financial  flexibility. 

The  company  should  also  resolve 
several  open-ended  issues.  It  needs  to 

INGRAINED 

If  the  board 
follows  through, 
shareholders  will 
reclaim  a  public 
company  that 
has  been  run  as 
a  family  fiefdom 

adopt  a  rigid  definition 
of  outside  directors, 
taking  a  hard  Une  on 
any  personal  or  busi- 
ness connections  that 
could  even  give  the  ap- 
pearance of  conflicts.  Strauss,  for  in- 
stance, whose  Washington  law  finn 
does  business  with  Archer  Daniels, 
should  not  be  allowed  to  pass  liimself 
off  as  an  "independent"  dii'ector. 
ENDLESS  REIGN.  Plus,  ADM  needs  to 
establish  a  strong  "lead"  director  as 
a  counterweight  to  Andreas  and  to 
help  attract  a  diverse  new  set  of  di- 
rectors to  face  stepped-up  global 
competition.  Says  ex-Chainnan 
Daniels:  "We're  no  longer  just  a  little 
floui'-miUing  company."  For  now,  for- 
get about  splitting  the  ceo  and  chair- 
man posts,  another  suggestion  the  di- 
rectors include  in  the  report.  The 
company  could  never  attract  a  strong 
chief  executive  to  serve  under  the 
strong-willed  Andreas — who  shows 
no  sign  of  retiring  as  chainnan. 

Archer  Daniels  Midland  should  be 
commended  for  its  latest  move.  But 
it  still  has  to  convince  investors  that 
it  is  finally  playing  by  the  rules  that 
govern  most  of  Corporate  America 
rather  than  the  Andreas  rules  that 
have  prevailed  for  years. 

Melcher  and  Burns  follow  Archer 
Daniels  Midland  from  Chicago. 
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A  RACE  TO  SQUASH 
THE  SUPERBUGS 

Drugmakers  finally  go  after  the 
lethal  new  microbes 

It's  a  chilling  notion:  deadly  bacteria 
that  dmgs  can't  kill.  These  "superbugs" 
almost  claimed  the  life  of  a  55-year-old 
diabetic  being  treated  for  a  blood  infection 
last  winter  at  New  Jersey's  East  Orange 
V.  A.  Medical  Center.  Doctors  tried  their 
most  powerful  antibiotics,  yet  nothing 
would  defeat  the  relentless  microbe. 

Fortunately,  Lisa  Dever,  chief  of  the 
hospital's  infectious  diseases  clinic,  was 
testing  an  experimental  agent  from 
Rhone-Poulenc  Rorer  called  Synercid.  She 
used  it  on  the  fading  patient,  who  after 
two  weeks  of  injections  emerged  cured. 
Dever  says  the  compound  can  zap  other 
seemingly  invulnerable  killers  that  cause, 
among  other  things,  pneumonia  and 
meningitis. 

After  years  of  doing  little  to  combat  su- 
perbugs, giant  phannaceutical  companies 
once  again  are  putting  their  muscle  into 
multimillion-dollar  counterattacks.  Rhone 


TOMASZ:  The  microbiologist  was  one  of  the  first 
to  sound  the  alarm  about  dviig -resistant  bugs 


and  other  dniginakers,  including  Upjohn, 
Pfizer,  Schering-Plough,  and  Eh  Lilly,  are 
improving  older  antibiotics,  racing  new 
ones  tlu'ough  clinical  tests,  and  fine-timing 
methods  to  identify  and  screen  new  chugs 
faster.  To  bolster  their  efforts,  they're 
forging  partnerships  with  science  labs  and 
biotech  startups  that  are  expert  in  drug- 
resistant  microbes.  In  December,  for  in- 
stance, Schering-Plough  Corp.  said  it 
would  sink  $44  million  into  Genome  Ther- 
apeutics of  Waltham,  Mass.,  which  is 


searching  for  genes  that  coul 
chinks  in  the  bacteria's  arm( 
The  need  for  new  dmgs  ( 
not  be  more  urgent.  In  1985, 
0.02%  of  infections  around 
r.  S.  showed  resistance  to 
cillin,  says  Rockefeller  Unive 
microbiologist  Alexander  Tor 
\\  ho  was  one  of  the  fii'st  to  s 
alarms.  By  1993,  drug-resis 
infections  were  killing  1( 
Americans  a  year. 

What  has  rendered  peni 
and  other  time-honored  b 
busters  impotent?  Scien 
blame  the  explosion  of  drui 
sistant  microbes  on  everyt 
from  overuse  of  antibiotic 
medicine  and  aginculture  to 
spread  of  invasive  surgical 
cedui'es  to  urban  crowding. 
DiTJgmakers  themselves  deserve  t 
censure.  According  to  industry  mag; 
Scrip,  50%  of  antibiotics  manufactt 
in  the  U.  S.  and  Japan  curtailed  devi 
ment  in  the  mid-1980s,  assuming  vie 
in  the  battle  against  microbes. 

In  the  race  to  r-ecoup  lost  ground 
fii'st  important  new  dioig  on  the  shelf 
be  Rhone's  Synercid.  It  could  win  Foi 
Drug  Administration  approval  for  ^ 
uses  as  early  as  1997,  if  the  agency  aj 
to  fast-track  clearance.  Close  behir 


HEALTH  CARE 

AN  HMO  GAMBLE 
FOR  COLUMBIA? 

It's  eyeing  Ohio  Blue  Cross' 
managed-care  operation 

For  years,  hospital  monolith  Colum- 
bia/n(  A  Healthcai'e  Coip.  has  vowed  it 
would  stay  out  of  the  insui-ance  busi- 
ness, spooked  by  the  debacle  that  attend- 
ed Himiana  Inc.'s  attempt  in  the  late  1980s 
to  consolidate  acute  medical-care  and 
health-maintenance  organizations.  That  ef- 
fort crashed,  forcing  Humana  to  spin  off 
its  hospitals  into  a  company  later  devoui'ed 
by  the  acquiring  ( "<  )lumbia  dervish. 

The  health-care  landscape,  though,  has 
shifted  dramatically — and  Columbia  has 
become  a  $17  bili  nn  behemoth  with 
the  sort  of  clout  thai  allows  it  to  change 
its  mind.  In  Clevela  d,  where  it  has  a 
half-share  in  two  hospitals,  the  company 
is  in  advanced  negt;  iations  to  take 
over  a  joint  venture  coiii  rolling  the  man- 
aged-care opei'ation  of  Blue  Cross  &  Blue 
Shield  of  Ohio,  according  to  a  source 
close  to  the  talks. 


Blue 


The  deal  could  create  an  integrated 
system  funneling  more  than  400,000  plan 
members  into  seven  Ohio  hospitals  con- 
trolled by  or  linked  to  Columbia.  More 
significant,  the  move  into  insm-ance  would 
signal  a  turning  point  for  the  $700  billion 
health-care  industry,  likely  transfoi'ming 
the  ongoing  pursuit  of  bulk  through  ac- 
cjuisition  into  a  race  as  well  for  soup-to- 
nuts  vertical  reach.  "We'll  see  hospitals 
going  to  bed  with  two  or  three  other 
hospitals  and  then  buying  their  own  man- 
aged care,"  says  Princeton  University 
Professor  Uwe  Reinhardt. 
LUDICROUS.  Both  Columbia  and 
Cross  &  Blue  Shield  of  Ohio  re- 
fuse to  confinn  their  talks.  Wliile 
admitting  that  Blue  Cross  &  Blue 
Shield  is  discussing  some  sort  of 
deal  with  two  companies,  a 
spokesman  says  the  idea  of  aban- 
doning its  managed  care  joint- 
venture  is  ludicrous:  "The  clumb- 
est  thing  in  the  world  would  be 
to  sell  off  your  biggest  market- 
place." Peter  Reibold,  president 
of  Columbia's  Ohio  division,  only 
points  out  that  "the  company  is 
open  to  discussions  with  a  varie- 
ty of  organizations." 

In  fact,  Columbia  says  it  is 
eyeing  150  hospital  acquisitions 


worldwide.  Entering  the  hmo  busii 
though,  would  be  another  matter- 
filling  a  fantasy  hospital  executives 
enjoyed  for  as  long  as  managed  cart 
drained  their  revenues.  Theoretic 
hospitals  with  captive  HMOs  could  hy 
insurers,  selling  medical  care  direct 
employers.  A  few  have  pulled  off 
ventures,  but  it  has  proven  difficul 
Humana's  case,  rival  insurers  sent  1 
patients  to  other  hospitals,  and  doc 
resisted  HMO  cost-cutting  efforts. 

Today,  though,  "there's  a  greater 
of  acceptance  of  managed  care  from 
tors,  and  it  may  be  worth  the  ris 
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of  compounds  called  oxazolidinones, 
Upjohn  has  developed  to  jam  the 
bugs'  ability  to  multiply.  And  Lilly  is 
ving  vancomycin,  one  of  the  few  ef- 
e  superbug-busters.  It  seeks  expe- 
FDA  approval  for  a  new  version  that 
)e  100  times  more  potent. 
T  PICTURE?  As  strong  as  the  need  is 
le  new  dnags,  however,  their  profit 
tial  is  unclear.  A  drug  typically  costs 
,  $200  million  to  develop.  Merrill 
1  &  Co.  senior  analyst  Richard 
'  says  patients  may  not  take  enough 
!  superbug  fighters  to  bring  a  corn- 
financial  reward — only  up  to  15  days' 
1  to  defeat  di-ug-resistant  bacteria, 
!ars  for  the  dioigs  that  fight  chi'onic 
lies,  such  as  hypertension, 
/sician  Dever  argues  that  a  single 
-spectrum  antibiotic  from  Merck  & 
lalled  Primaxin,  can  account  for  as 
as  10%  to  20%  of  a  hospital's  phar- 
budget — and  isn't  even  effective 
it  many  resistant  strains.  And  man- 
u-ers  can  chai'ge  a  premium  for  new- 
ore  powerful  compounds.  Better 
ology  also  should  bring  down  costs, 
the  battle  of  drug  companies  vs. 
licrobial  kingdom,  the  good  guys 
gained  some  ground.  But  the  war  is 
y  won. 

Neil  Gross  in  New  York,  urith  John 
t  in  Washington 

ivating  your  competitors,"  says 
i-care  consultant  William  F.  Nors- 
ly.  Moreover,  Columbia,  with  340 
tals,  has  leverage  with  insurance 
inies  that  no  company  could  claim  a 
e  ago.  In  Florida,  for  example,  it 
ontracted  directly  with  Wal-Mart 
s  to  provide  employees  hospital 

leed,  competing  managed-care  com- 
5  haven't  been  pleased  by  loimors  of 
nbia's  impending  deal.  "There  will 
nger  be  a  level  playing  field,"  says 
lel  Eleff,  chief  medical  officer  of  Aet- 
ealth  Plans  of  Ohio,  which  covers 
350,000  people  in  the 
area.  Yet  Aetna  is 
angling  to  create  its 
own  integi'ated  sys- 
tems by  buying  up 
doctors'  groups;  oth- 
er- insurers  are  add- 
ing hospitals.  The 
health-care  business, 
already  in  the  tkroes 
of  a  monumental  con- 
solidation, is  about  to 
see  some  real  action. 

By  Nicole  Hams 
in  Atlanta  and 
Zachary  Schiller  in 
Cleveland 
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THE  LiniE  CAR  THAT  COULD 
CARRY  CHRYSLER  OVERSEAS 

A  secret  plan  marks  a  strategic  shift  toward  emerging  markets 


It's  a  project  Chrysler  Cor|).  executives 
talk  about  discreetly,  if  at  all.  They  call 
it  the  BTV — -a  "basic  transportation  ve- 
hicle" aimed  at  developing  nations  in  Asia 
and  South  America.  It's  under  wraps  for 
now,  but  the  tiny  car  eventually  could  be 
Chrysler's  secret  weapon  in  the  global 
car  wars. 

The  hush-hush  BTV  is  an  important 
symbol  of  Chrysler's  plans  for  a  bigger 
push  into  overseas  markets.  The  No.  3 
U.  S.  car  company  is  talking  with  India's 
Bajaj  Auto  Ltd.  and  Ger- 
many's Daimler  Benz 
about  forming  overseas 
joint  ventures,  perhaps  to 
build  the  btv  and  per-haps 
for  other  projects.  "We've 
looked  at  joint  ventures 
in  China  and  India,"  says 
Jiirgen  Hubbeit,  a  mem- 
ber of  the  management 
board  at  Daimler's  Mei  - 
cedes-Benz  unit. 
BIG  SHIFT.  The  talks  come 
on  top  of  a  recent  expan- 
sion effort  overseas.  This 
spring  Chrysler  is  open- 
ing a  Em'opean  headquar- 
ters in  Brussels  that  will 
have  a  staff  of  200  by 
next  year  It  also  is  quiet- 
ly putting  up  small 
assembly  plants  in  Ar- 
gentina and  Thailand,  re- 
entering the  Vietnamese 
and  South  African  mar- 
kets, and  planning  what 
Chairman  Robert  J. 
Eaton  calls  a  "very  siz- 
able operation"  in  Brazil. 
Chrysler  already  has  a 
five-year-old  joint  venture 
in  Austria  with  an  Aus- 
trian engineer-ing  finn  that 
builds  minivans  and  Jeep  Grand  Chero- 
kees  for  sale  in  Eui'ope.  And  it  is  devel- 
oping a  distiibution  network  that  will  be 
selling  right-hand-di-ive  Grand  Cherokees, 
Neons,  Jeep  Wranglers,  and  minivans  in 
Japan  by  yearend. 

The  glolDal  moves  miii-k  a  major  sliift  in 
Chrysler's  strategy.  The  company's  for- 
eign sales  dropped  to  about  zero  after  it 
sold  off  its  European  operation  when  it 
was  struggling  for  survival  during  the 
late  1970s.  Since  surviving  another  bmsh 
with  bankruptcy  in  1991,  the  company 
has  nearly  tripled  international  sales  over 


GLOBAL  GROWTH 

CHRYSLER'S  INTERNATIONAL  SALES 
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foui-  years,  to  $4  billion  (chart).  But  that's 
still  just  9%  of  sales,  and  Eaton  wants 
to  raise  the  figure  to  15%  by  2000. 

The  moves  abroad  could  address  one 
of  dissident  shareholder  Kirk  Kerkori- 
an's  main  criticisms  of  the  company. 
Kerkorian  has  attacked  Chrysler  for  its 
weakness  in  overseas  markets  and  likely 
will  approve  of  the  expansion  as  long  as 
it  can  be  carried  out  relatively  cheaply. 
But  Chrysler  insiders  are  bracing  for 
criticism  from  Kerkorian  if  they  go  ahead 


ON  THE  LINE  IN  AUSTRIA: 

Builditig  Cherokees  and 
III  inivans  for  Europe 

with  a  major  BTV  plant, 
which  could  cost  .$1  bil- 
lion or  more  and  would 
cut  into  profit  margins. 
"This  is  not  the  sort  of 
thing  an  impatient  share- 
holder wants,"  admits  a 
top  Chrysler  insider. 

The  BTV  is  important 
because  it  would  allow 
Chrysler  to  home  in  on 
some  of  the  world's 
fastest-growing  markets. 
The  idea  is  to  appeal  to 
buyers  in  developing  na- 
tions in  Asia,  Africa,  and 
Latin  America  with  a  car 
that  is  smaller  and  cheap- 
er than  models  cuiTently 
available.  Chrysler  al- 
ready has  crafted  crude 
mock-ups  of  the  four-seat 
BTV,  which  would  sell  for 
a  minuscule  $4,000  to 
$6,000  and  would  be  even 
tinier  than  the  urban 
commuter  cars  Ford  and 
other  rivals  are  develop- 
ing for  Europe.  Insiders  say  the  company 
hasn't  decided  for  sure  whether  to  build 
the  BTV,  but  they  acknowledge  that  com- 
ing out  with  such  a  vehicle  is  one  of  the 
company's  strategic  goals. 

Outsiders  don't  think  that  Chiysler  can 
afford  to  dally.  "To  be  a  real  volume  play- 
er [internationally],  Chrysler  needs  to 
have  a  true,  entry-level  vehicle,"  says 
DRi/McGraw-Hill  analyst  Lincoln  C. 
Merrihew.  The  btv  might  be  just  the 
product  to  put  a  little  gas  into  Chiysler's 
overseas  comeback. 

By  Bill  Vlasic  in  Detroit 
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In  Business  This  Week 


EDITED  BY  THANE  PETERSON 


HEADLINER:  STEPHEN  WOLF 


BACK  IN  THE  COCKPIT 


If  airline  exec  Stephen 
Wolf  ever  pens  a  manage- 
ment book,  it'll  have  three 
chapters:  1)  Extract 
worker  concessions 
by  threatening  to 
dismantle  the 
company.  2)  Sell 
the  company.  3) 
Cash  out  royal- 
ly. That's  what 
experts  figure 
he'll  do  at  usAir, 
where  he  was  named 
chief  executive  on  Jan.  16. 

Wolf  employed  such  a 
strategy  at  Republic  Air- 
lines and  at  Flying  Tiger; 
he  sold  United  Airlines  to 
employees  in  1994  before 
departing  with  $10  miUion 
in  cash  and  stock  options. 
Former  colleagiies  were 
surprised  that  the  turn- 
around ace,  54,  would  jump 


back  into  the  cockpit  so 
soon.  After  leaving  United, 
Wolf  seemed  eager  to 
spend  time  restoring 
vintage  Jaguars, 
running  his  foun- 
dation for  poor 
youths,  and 
touiing  Paris 
cafes. 
Why  go  back 
y    tu  work  so  soon? 

One  ex-colleague 
thinks  Wolf  wants  to 
dispel  his  image  as  a  bad 
guy.  But  Wolf  may  face  his 
toughest  foe  yet  in  usAir's 
unions.  "Obviously  Wolf  is 
going  to  beat  up  on  em- 
ployees, and  it's  our  job  to 
stop  him,"  warns  Ken 
Thiede,  chief  of  the  airhne's 
machinists'  union. 

Bij  Dean  Foust 
in  Washington 


WAL-MART: 
A  STRING  SNAPS 

OUCH. AFTER  EARNINGS  GAINS 

for  99  straight  quarters,  Wal- 
Mart  said  on  Jan.  17  that 
weak  holiday  sales  and  in- 
tense competition  will  cause 
its  fourth-quarter  profits  to 
drop  as  much  as  11%  from  the 
same  period  a  year  ago.  Ana- 
lysts expect  the  retailer  to 
earn  $97  million  on  sales  of 
$27  billion  for  the  quarter. 
More  bad  news  for  Wal-Mart 
comes  from  China.  Joe  Hat- 
field, Wal-Mart's  chief  oper- 
ating officer  for  China/Hong 
Kong,  confirms  that  Wal- 
Mart's  once-promising  joint 
venture  with  Thai  conglom- 
erate Charoen  Pokphand 
Group  to  operate  discount 
stores  in  China  has  fallen 
apart.  Industry  sources  say 


CLOSING  BELL 


BAD  WRINKLES 

Lately,  Chantal  Pharmaceuti- 
cal can't  get  a  break.  Its 
shares  rose  twelvefold  in 
1995,  to  27X,  making  it  one 
of  the  hottest  stocks  around. 
Now,  it  has  tanked  to  about 
8.  First,  Johnson  &  Johnson 
got  a  federal  0.  K.  on  an  anti- 
wrinkle  drug  that  competes 
with  Chantal's  main  product. 
Then,  Barron's  printed  a  criti- 
cal story  about  Chantal's  fi- 
nances. Now,  short  sellers  are 
piling  on.  Founder  Chantal 
Burnison  has  asked  the  sec  to 
probe  what  she  calls  "vicious 
rumors"  and  "outright  lies" 
about  her  and  the  company. 


0  I  I  I  ,  I  I  I  I  I  I  I  I  'i  I  I  I  I  I  I  I 
DEC.  27, '95  JAN,  16, '96 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


the  partners  couldn't  decide 
who  would  be  boss.  Wal-Mart 
now  plans  to  open  stores  in 
China  on  its  own. 


BIONDI  GETS 

THE  BOOT  

VIACOM  CEO  FRANK  BIONDI 

was  ousted  unexpectedly  on 
Jan.  17  from  the  company  he 
had  helped  build  into  an  en- 
tertainment giant.  Biondi  and 
Chairman  Sumner  Redstone 
had  clashed  over  Biondi's  laid- 
back  management  style  for 
some  time,  says  a  soui'ce  close 
to  the  situation,  and  Viacom's 
disappointing  summer  films 
and  lagging  share  piice  didn't 
help.  The  board,  advised  of  a 
special  meeting  to  decide  the 
issue  only  the  night  before, 
voted  unanimously  to  boot 
Biondi.  Redstone  will  take  on 
the  company's  GEO  duties. 
"Frank's  gi-eat.  But  with  the 
challenges  we  have,  we  need  a 
more  entrepi'enemial,  hands- 
on"  style,  Redstone  says. 

DUELING  TITLES 
AT  AT&T  

IS  ALEX  MANDL  AT&T'S  NEXT 

chairman?  Or  John  Zeglis? 
Mandl,  52,  became  the  fa- 
vorite on  Jan.  17  when  60- 
year-old  Robert  Allen  named 
him  president  and  chief  oper- 
ating officer,  effective  after 
AT&T  splits  into  three  parts 
sometime  before  the  end  of 
1997.  Mandl  was  also  named 
to  a  new  "chairman's  office" 
and  chairman  of  a  new  Global 
Operations  Council.  But  chief 
counsel  Zeglis  picked  up 
titles,  too:  He  becomes  a 
senior  executive  vice-presi- 
dent, chairman's  office  mem- 
ber, and  head  of  a  new  Exec- 
utive Policy  Council. 

A  FED  INFLATION 
DOVE  FLIES  AWAY 

THE  CLINTON  WHITE  HOUSE  IS 

losing  a  friend  at  the  Fed. 
Vice-Chairman  Alan  Blinder 


has  told  the  President  he 
won't  seek  renomination 
when  his  term  ends  on  Jan.  31 
but  will  return  to  teaching  at 
Princeton.  A  self-described 
"inflation  dove"  who  believed 
the  central  bank  should  be 
mindful  of  keeping  unem- 
ployment low.  Blinder  pri- 
vately argued  against  the  last 
of  the  Fed's  seven  rate  hikes 
in  late  1994  and  eariy  1995. 
Fed  watchers  say  his  public 
warnings  about  the  softening 
economy  helped  spur  Chair- 
man Alan  Greenspan  to  cut 
rates  last  June  and  December 
Rumored  replacements  in- 
clude Comptroller  of  the  Cur- 
rency Eugene  Ludwig,  Har- 
vard's Benjamin  Friedman, 
and  Princeton's  Peter  Kenen. 


LABOR  RINGS 

A  BELL  

CHALK  UP  A  RARE  VICTORY 

for  labor.  The  Communica- 
tions Workers  of  America  has 
mainly  bested  Bell  Atlantic  in 


a  new  contract  carved  out  in 
mid-January.  The  company 
had  resisted  terms  agi-eed  to 
by  other  Baby  Bells  last  Au- 
gust. The  union  spent  some  $7 
million  on  TV  and  radio  ads  to 
pressure  Bell  Atlantic.  The 
deal,  which  the  two  expect  to 
announce  by  late  January, 
limits  Bell  Atlantic's  right  to 
subcontract  work  and  set  up 
lower  pay  scales  for  cable-lay- 
ing jobs.  Pay  increases  are 
similar  to  those  at  rival  Bells, 
including  wage  hikes  of  more 
than  10.5%  over  three  years. 

ETCETERA...   

■  Air-kisses  dept.:  Helen 
Gurley  Brown  will  step  down 
as  Cosmopolitan  editor. 

■  Reebok  plans  to  sell  its  Avia 
athletic  shoe  unit;  it  says 
markdowns  hit  '95  profits. 

■  McDonald's  plans  to  buy 
back  up  to  $2  billion  worth  of 
its  shares  over  three  years. 

■  Boeing  and  McDonnell 
Douglas  have  called  off  their 
merger  negotiations. 


40  BUSINESS  WEEK  /  JANUARY  29,  1996 


Historical^  Hi^h-Performing 


Mutual  Funds 


Just  because 
your  portfolio  is 
diversified 
doesn't  mean 
it  has  to  be 
all  over  the  place. 


Hiaving  a  diversified  portfolio  of  mutual 
funds  often  makes  a  lot  of  sense.  But  holding 
funds  at  multiple  fund  families  can  also  create 
a  problem.  So  many  statements  come  your 
way,  it  can  he  difficult  to  develop  an  overall 
perspective.  Fortunately,  Charles  Schwab 
offers  a  solution — Mutual  Fund  OneSource"! 
Become  a  customer,  and  with  one  phone  call 
you  can  buy,  sell  or  move  between  no-load  funds  from  45  different  fund  families. 
And  you'll  receive  a  single,  comprehensive  state- 
ment that  itemizes  the  value  of  your  portfolio. 
What's  more,  our  Mutual  Fund  Select  List"  details 
historically    high-performing    funds  available 

through  Schwab. 

OneSource. 
The  Second  Schwab  Revolution. 


Charles  Schwab 


Charts  represent  f^ou'tii  of  a  hypotheciccd 
$10,000  investment  over  a  multi-year  period 
eruling  9/30195.  Assumes  reinvestmeru  of 
capital  glims  aivl  irtcome. 

Past  perjimiumce  is  no  guarantee  of  future 
results.  RecMms  will  vary  anj  shares  rtwty  be 
worth  mine  or  less  than  ori^rtal  cost. 

INVESCO  Dynamics 
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Value  of  investment:  $30,583 
Averiige  annual  returns  (as  of  9/30/95): 
I  year  +29.97%  5  •/ear  +25.05% 
10  year  +15.69% 

Strong  Opportunity 
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Vdue  of  investment:  $24,180 
Average  annual  rcmnw  (as  of  9/30195): 
1  year  +18.57%  5  year +19.31% 
Since  inception  (12/31/85)  +18.32% 

Founders  Special 
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Value  of  investment:  $28,702 
Average  annual  returns  (as  of  9/30/95); 
1  year  +29.29%  5  year  +23.48% 
10  ycir +17.45% 


Data  pmided  by  Momingstar,  !iic. 
as  of  9/30/95 .  These  and  over  350  ftmds  are  imvlMe 
dtrou^  Sdwvh's  Mutiid  Fund  OneSoiace. 


1^ 


Select  T_iist 


Free  Subscription 

For  an  objective  ranking  of  the  historically 
high-pertorming  funds  available  tlirough 
Schwab,  call  for  two  free  issues. 

1-800.5-NO.LOAD 


©1996  Charles  Schwab  &.  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE  (1/96).  Charles  Schwab  li  Co.,  Inc.  is  not  an  underwriter  tor  these  funds.  Funds  shown  above 
are  selected  from  Schwab's  Mutual  Fund  Selecr  Li.sf  (Third  Quarter  '95).  A  free  prospectus  containing  more  complete  information,  including  management  fees  and  other 
expenses  for  any  fund,  is  available  through  Schwab.  Please  review  the  prospectus  carefully  before  investing.  Schwab  receives  remuneration  trom  Mutual  Fund  OneSource 
companies.  Schwab's  standard  transaction  fee  will  be  charged  on  each  redemption  of  Mutual  Fund  OneSource  shares  bought  with  no  transaction  fee  and  held  for  90  days 
or  less.  Schwab  reserves  the  right  to  assess  Schwab's  standard  transaction  fees  in  the  future,  should  short-term  trading  become  excessive.  International 
investing  involves  additional  lisk  to  principal,  including  currency  fluctuations,  political  instability  and  foreign  regulation.  Certain  funds  may  have  waived  a  portion  of 
their  advisor  fee  during  a  specified  period.  Without  the  fee  waivers,  the  retutns  tor  these  funds  would  have  been  lower. 


International  Business 


JAPAN 


With  his  chiseled 
facial  features 
and  cinder-block 
build,  Hiroshi 
Asaji  looks  menacing 
without  much  effort.  As 
a  self-proclaimed  "land 
turner,"  he  was  hired  by 
property  speculators  in 
Osaka  to  force  reluctant 
owners  into  selling  lucra- 
tive sites  during  Japan's 
1980s  real  estate  boom. 
His  tactics?  Everything 
from  placing  blaring 
stereo  speakers  next  to 
the  house  of  a  stubborn 
resident  to  hiring  a  gang 
to  crush  six  ribs  of  an- 
other owner  Asaji  makes 
no  secret  of  the  fact  that 
he  sometimes  committed 
crimes  and  worked  close- 
ly with  the  yakuza, 
Japan's  criminal  gangs, 
an  account  confirmed  by 
the  Osaka  poHce. 

Since  those  days, 
Asaji,  now  47,  has  diver- 
sified his  business  net- 
work, the  Koyo  Group, 
into  finance  lending,  real 
estate  speculation,  and 
love  hotels,  where  cou- 
ples can  quietly  take 
rooms.  Some  of  Asaji's 
business  activities  are  le- 
gitimate, others  border- 
fine.  And  although  Asaji 
had  to  sell  off  seven  real 
estate  holdings  in  Osaka 
and  Tokyo  to  pay  down 
$300  million  in"  debts 
when  property  prices 
started  to  collapse  in 
1991,  he  isn't  exactly 
hurting. 

On  a  blustery  winter 
evening,  an  engaging 
Asaji  escorted  a  visitoi- 
in  his  Mercedes-Benz  GOO 
(he  has  a  Rolls-Royce, 
too)  to  an  opening  bash 
at  his  new  nahernono,  or  pot-bowl 
restaurant  in  central  Osaka.  Staff  who 
had  already  gathered  there  hastily 
dropped  their  chopsticks,  clicked  off 
their  cellular  phones,  and  greeted  him 
with  a  flurry  of  deep  bows.  Why  is 
Asaji  so  forthcoming  about  his  under- 
world connections?  "This  isn't  a  secret  in 
Japan,  and  besides,  I  haven't  done  any- 
thing illegal — recently,"  he  laughs. 

Asaji  isn't  the  only  shady  operator 
lurking  in  Japan's  financial  system.  As 
the  nation  attempts  to  come  to  grips 


I  i'i  [I] : 


BURNED  THE 


The  yakuza  is  at 
the  center  of  the 
$350  billion 
bad-loan  scandal 


FORMER  STRONG-ARM  MAN  HIROSHI  ASAJI:  "/  haven't  done  anything  illegal — recently" 


with  its  $350  bilfion  bad-loan  mess,  it 
suddenly  is  becoming  clear  that  the 
yakuza  played  a  major  role  in  creating 
the  "bubble  economy"  of  the  late  1980s, 
when  land  and  stock  prices  doubled  and 
trebled.  Taking  advantage  of  the  specu- 
lative fever  of  the  era,  gangs  migrated 
from  the  shadowy  periphery  of  the 
economy,  where  they  concentrate  on 
prostitution  and  drug-nmning,  right  into 
the  heart  of  its  financial  system.  As 
much  as  10%  of  the  bad  loans  officially 
recognized  by  the  Ministry  of  Finance — 


or  $35  billion  worth — are  now  beUeved 
to  have  gone  to  the  yakuza,  figures 
Raisuke  Miyawaki,  a  former  investigator 
and  corporate  adviser  on  the  gangs. 
Some  estimates  put  the  total  amount 
of  bad  loans  much  higher,  at  $800  billion. 

All  this  helps  explain  why  the  bank- 
ing mess  has  proved  so  intractable — 
and  why  the  government's  new  moves 
to  bail  out  some  failed  financial  institu 
tions  with  an  initial  $6.8  bilfion  pubfic  \ 
contribution  are  so  controversial.  Tax- 
payer dollars  are  going  to  be  used  to  re- 
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build  a  banking  system  that  can't  re- 
cover on  bad  loans  because  the  yakuza 
refuse  to  repay.  In  effect,  Japan  is  em- 
barking on  perhaps  the  first-ever  tax- 
payer-financed debt  forgiveness  of  a  na- 
tion's criminal  underwoi-ld. 

The  all-powerful  Ministry  of  Finance, 
which  lords  over  every  aspect  of  the 
nation's  financial  life,  is  attempting  to 
portray  the  yakuza  as  key  culprits  in 
the  post-bubble  debt  overhang.  It's  tine 
the  yakuza,  won't  repay  many  loans 
they  received  from  credit  unions,  hous- 
ing-loan corporations,  and  real  estate 
companies — and  terrified  lenders  are 
afi'aid  to  press  the  issue  too  far.  There 
have  been  20  attacks  reported  against 
Japanese  financial  and  corporate  execu- 
tives since  1994,  including  gangland- 
style  executions  of  Sumitomo  and  Han- 
wa  bankers  who  were 
trying  to  collect. 
HOT  POTATO.  But  one  rea- 
son someone  such  as  Asaji 
is  willing  to  come  forward 
is  that  the  yakuza  didn't 
create  the  mess  by  them- 
selves. Regulators  and 
mainline  bankers  failed  to 


from  condominiums  to  golf  courses. 

As  Finance  Minister  from  1989  to 
1991,  Hashimoto  will  need  to  explain 
why  the  jusen  were  exempted  from 
rules  aimed  at  curbing  real  estate  lend- 
ing— all  the  more  so  since  taxpayers 
could  be  hit  to  the  tune  of  $20  billion 
when  the  jusen  bailout  is  finished,  ac- 
cording to  some  estimates.  Sensing 
blood,  the  opposition  leader.  New  Fron- 
tier Party  President  Ichiro  Ozawa,  is 
attempting  to  exploit  anger  over  the 
bailouts.  "This  is  all  being  done  under  a 
veil,"  figures  Ozawa. 

To  help  with  the  cleanup,  Japan  plans 
to  set  up  its  own  version  of  America's 
Resolution  Trust  Corp.,  with  Japanese 
police  backing.  The  cops  would  have  the 
power  to  raid  offices,  grab  records,  and 
trace  where  yakuza  money  has  gone. 


THE  PLAYERS! 


Most  of  the  alleged  yakuza-related  lending  was  channeled 
through  financial  institutions  such  as  these: 

REAL  ESTATE  COMPANIES  At  least  24  of  them  lent  heavily  to 
gang-related  real  estate  projects  or  rented  out  space  to  them. 
Now  the  companies  can't  pay  back  their  loans  to  the  banks  be- 


But  a  ti"ue  unmasking  of  the  unholy 
alliance  between  the  yakuza  and  the 
banking  world  would  require  an  inves- 
tigative campaign  that  would  prove 
deeply  emban-assing  to  business  elites 
from  Tokyo  to  Osaka.  Also,  there  would 
be  more  than  a  certain  measure  of 
hypocrisy  in  an  MOF-led  campaign  to 
portray  the  yakuza  as  the  primary  cul- 
prit in  Japan's  bad-debt  mess,  says 
Yukio  Yamanouchi,  a  yakuza  defense 
attorney  in  Osaka  and  foiTner  legal  ad- 
viser to  the  33,000-member  Yamaguchi- 
gumi,  the  nation's  biggest  gang,  led  by 
Yoshinori  Watanabe.  "The  bubble  was 
the  result  of  banks  lending  money  too 
easily,  while  the  government  tolerated  a 
pohcy  of  a  high  yen  and  a  low  U.  S. 
dollar,"  Yamanouchi  says.  The  gangs 
themselves  never  comment  publicly. 

What  will  future  probes 
reveal?  Pohce  investiga- 
tors, MOF  officials,  and 
yakuza  sources  point  to 
several  patterns  of  gang 
involvement  with  Japan- 
ese lenders.  They  center 
on  roughly  24  real  estate 
companies  that  Japan's 


prevent  smaller,  highly    cause  the  gangs  aren't  repay mg  eith_e_r._    _   National  Police  Agency 


leveraged  financial  institu- 
tions from  building  up 
huge  pyramids  of  debt 
that  forced  them  into  ever 
more  reckless  practices.  In 


i(/SEW These  housing-loan  corporations,  similar  to  U.S.  savings 
and  loans,  were  set  up  in  the  early  1970s,  to  supply  credit  to 
homeowners.  But  in  the  1980s,  they  started  lending  to  gang- 
linked  real  estate  developers.  Result:  Some  50%  of  their  $130 
billion  loan  portfolio  is  underwater. 


has  identified  as  having 
yakuza  ties,  if  not  out- 
right ownership  (table). 
They,  in  turn,  borrowed 
money  and  later  preyed 


a  fascmatmg  ghmpse  mto   r   on  smaller  lenders,  such 


the  way  Japan  works,  the 
accusations  and  cross-ac- 
cusations are  revealing  a 
pattern  of  cooperation 
among  mof  elites,  politi- 
cians, banking  executives, 
and  the  criminal  gangs. 


CREDIT  COOPERATIVES  Once  primarily  small-business  lend- 
ers, the  credit  co-ops  lent  heavily  for  real  estate.  Some  of  the 
lenders  have  ties  to  the  mob,  according  to  officials. 

AGRICULTURAL  COOPERATIVES  These  rural  institutions  lent 
$52  billion  to  insolvent  jusen.  They  are  part  of  the  politically 
powerful  farm  lobby,  a  big  support  base  for  the  ruling  Liberal 


as  the  jusen  and  credit 
unions,  that  collectively 
became  big  players  in 
Japan's  go-go  real  estate 
market. 

FOWL  PLAY.  Even  when 
;/«A:Hca-affiliated  institu- 


This  recognition  is  rock-    P_^JT'9?'?J'i^_  f^ltY:   tions  didn't  actually  own 

ing  Japan's  political  world, 
and  it  explains,  in  part, 
the  surprise  resignation  on 
Jan.  5  of  Socialist  Prime 
Minister  Tomiichi  Muraya- 
ma.  After  he  announced 
the  $6.8  billion  taxpayer 
bailout  on  Dec.  19,  his  po- 
litical position  became 
untenable. 

Successor  Ryutaro 
Hashimoto,  president  of 
the  Liberal  Democratic 
Party,  will  feel  the  heat, 
too.  In  late  January,  the 
Japanese  Diet  will  hold 
hearings  on  the  MOF-bro- 
kered  bailout  of  Japan's 
seven  insolvent  housing- 
loan  corporations,  or 
jusen,  some  of  which  are 
yakuza-Mnked.  These 
jiisen  rang  up  $65  billion 
in  dud  loans  on  soured  de- 


property,  the  gangs  were 
instrumental  in  forcing 
rapid  changes  in  owner- 
ship. At  first,  Asaji  and 
other  land  turners  didn't 
encounter  much  competi- 
tion from  established 
gangs  in  the  land-extor- 
tion racket.  Asaji  would 
work  discreetly  with  the 
real  estate  arms  or  other 
nonbank  affiliates  of  local 
lenders.  "During  the  bub- 
ble era,  the  banks  set  up 
subsidiaries  and  finance 
companies,"  he  explains. 
"It  was  through  these 
companies  they  would  pay 
or  loan  to  us,"  often  in  re- 
turn foi'  clearing  proper- 
ty. Sometimes  his  meth- 
ods were  creative.  Asaji 
once  shipped  in  nearly  100 
chickens    to    create  a 


velopments  of  everything  SILK  and  SINEW:  Gang  leader  Watanabe,  arms  erossed,  at  a  shrine   stench  in  a  property  next 
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to  a  house  to  persuade — successfully — 
an  owner  to  sell. 

But  by  the  late  '80s,  as  property 
prices  surged  monthly,  yakuza  outfits 
started  moving  in  on  his  turf  and  were 
even  hired  by  his  extortion  targets. 
"They  started  bringing  in  yakuza  to 
counter  independent  operators  like  me," 
Asaji  said.  "I  hated  paying  the  gangs,  so 
I  had  to  hire  a  higher-grade  yakuza, 
like  Yamaguchi-gumi,  to  survive." 

Over  time,  the  Osaka  gangs  cemented 
their  ties  with  lenders  and  real  estate 
companies  to  a  startling  degi'ee.  Last 
year,  when  Osaka  regulators  started 
scrutinizing  the  books  of  busted  region- 
al credit  union  Gifu  Shogin,  they  found 
that  nearly  $70  million  in  loans  were 
linked  to  yakuza-YeXateA  real  estate 
companies,  according  to  a  source  with 
Kansai  Kogin,  the  entity  that  absorbed 
the  busted  lender.  The  loans  had  gone 
into  condo  and  office  development. 
When  property  prices  crashed,  Gifu 
started  to  call  in  the  loans,  but  the 
yakuza  wouldn't  pay  and  gi-ew  threat- 
ening. Bank  managers  had  to  bring  in 
j)olice  for  pi'otection. 
RATE  BAIT.  Perhaps  the  biggest  bomb- 
shell to  come,  though,  will  be  Osaka- 
based  Kizu  Credit  Cooperative,  a  $12.3 
bilhon  thrift,  formerly  Japan's  largest, 
that  collapsed  in  August  after  a  massive 
deposit  nan.  A  ferocious  land  speculator 
with  $9.1  billion  in  dud  loans,  Kizu  is 
one  of  the  most  expensive  bank  failures 
to  date,  having  ah'eady  drained  more 
than  $1  billion  in  Bank  of  Japan  money 
to  cover  deposits.  It  likely  will  be  the 
target  of  a  criminal  investigation  be- 
cause of  suspected  loans  to  "dubious 


companies,"  says  one  Ministry  source. 

Under  the  leadership  of  Kizu  Presi- 
dent Minoru  Kagiya,  the  thrift  diversi- 
fied away  from  business  lending  into 
real  estate.  And  to  build  a  war  chest,  it 
started  luring  depositors  with  interest 
rates  as  high  as  2%  above  the  market. 
From  1987  to  1990,  one  of  its  biggest 
sources  of  funding  came  courtesy  of 
Sanwa  Bank  Ltd.,  the  Tokyo  money- 
center  giant. 

Sanwa  arranged  for  its  corporate 
clients  to  raise  millions  in  short-term 
commercial  paper.  The  clients  would 


Loans  became  more 
and  more  reckless  as 
banks  tried  to  survive 
on  interest  income 


then  deposit  the  money  into  Kizu  and 
benefit  from  the  big  spread  between 
their  high-interest  thrift  account  and 
what  they  were  paying  on  their  corpo- 
rate lou.  It  seemed  to  be  a  risk-free 
way  of  locking  in  profits.  Sanwa,  mean- 
while, profited  handsomely  from  its  un- 
derwriting fees. 

By  1989,  some  36%,  or  about  $3  bil- 
lion, in  Kizu  deposits  came  from  Sanwa, 
and  about  10  of  its  ex-employees  were 
working  for  Kizu,  Osaka  regulators  say. 
A  spokesman  for  Sanwa  confirmed  that 
his  bank  dealt  with  Kizu  but  said  the 
practice  ended  in  1990.  He  stressed  that 
the  bank  has  no  knowledge  of  possible 


KIZU:  A  TRAIL  OF  MONEY 


BUREAUCRATS  The  Ministry  of  Finance  and  the  Bank  of  Japan  created 
loose  credit  policies  in  the  late  1980s,  which  helped  property  prices  skyrock- 
et and  encouraged  a  flood  of  real  estate  speculation. 

SANWA  BANK  ►  It  persuaded  corporate  clients  to  borrow  at  cheap  commer- 
cial rates  and  redeposit  the  money  at  Kizu  Credit  Cooperative,  which  offered 
above-market  interest  rates.  Companies  benefited  from  the  spread,  and  Sanwa 
enjoyed  big  underwriting  fees  on  the  commercial  paper. 


Kizu  ties  to  the  mob.  The  blue-chip 
Long  Term  Credit  Bank  of  Japan  also 
steered  money,  though  smaller  amounts, 
to  Kizu,  but  severed  relations  in  1991,  a 
spokesman  says. 

,  What  did  Kizu  do  with  its  deposit 
windfall?  Investigators  suspect  some  of 
the  money  went  right  into  the  pockets 
of  yahiza  gangs,  sometimes  for  clearing 
land  and  in  other  instances  for  loans. 
According  to  Asaji,  Kizu  and  its  two 
affiliated  companies  steered  direct  loans 
to  the  land  turners  or  the  property  de- 
velopers who  used  them.  Kizu  declined 
to  comment. 

After  reviewing  Kizu's  books,  Osaka 
regulators  say  they  have  evidence  the 
thrift  intentionally  inflated  the  value  of 
its  loans  on  Osaka-area  properties. 
When  property  prices  skyrocketed, 
Asaji  says  Kizu  would  lend  more  than 
the  market  value  of  a  project  to  factor 
in  the  costs  of  using  the  land  turners, 
called  jiageya.  "Even  if  they  knew  the 
money  would  go  toward  jiageya,  they 
would  still  lend,"  Asaji  says. 
CRISP  NEW  BILLS.  Wlien  land  values  col- 
lapsed, starting  in  1991,  an  increasingly 
desperate  Kizu  continued  the  practice  to 
keep  its  interest  income  high.  "If  they 
knew  a  property  was  worth  $5  milhon, 
they  would  provide  a  $10  million  loan  to 
inflate  interest  income,  even  if  they 
knew  the  loan  would  never  be  repaid," 
explains  Shigenobu  Suzuki,  an  Osaka 
credit  union  regulator. 

After  Sanwa  and  others  severed  re- 
lations and  property  prices  fell,  Kizu 
started  offering  suicidal  deposit  inter- 
est rates  and  made  one  reckless  loan 
after  another  in  a  desperate  bid  to  keep 


KiZU  The  Osaka  institution  used  its 
inflated  deposit  money  to  increase  its 
loan  volume  to  real  estate  lenders,  who 
poured  money  into  everything  from  golf  courses  to  apartment  developments. 

JIAGEYA  Kizu's  borrowers,  flush  with  easy  money,  hired  yakuza-related  groups 
to  evict  renters  or  scare  reluctant  sellers.  One  self-acknowledged  jiageya  was 
Hiroshi  Asaji,  in  Osaka,  who  intimidated  owners. 

COLLAPSE  When  property  prices  crashed,  Kizu  went  bust  and  depositors 
panicked. 

DATA:  BUSINESS  WEEK 
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its  income  high  enough  to  fund  opera- 
tions. By  the  time  its  money-churning 
strategy  crashed  in  August,  some  88% 
of  its  loan  portfolio  had  been  steered 
into  dud  property  deals  on  behalf  of  10 
real  estate  companies,  at  least  some  of 
which  had  yakuza  ties,  investigators 
say.  To  add  insult  to  injury,  Osaka  police 
still  are  trying  to  track  down  who 
walked  off  with  $1  million  worth  of 
neatly  pressed  yen  notes  from  Kizu 
headquarters  that  the  Bank  of  Japan 
provided  during  the  deposit  run. 

As  the  MOF  tries  to  get  serious  about 
cleaning  up  the  mess,  it  is  stumbling 
into  dozens  of  examples  of  mob  in- 
volvement where  the  trail  ultimately 
leads  to  money-center  banks.  Regula- 
tors barred  these  banks  from  taking  di- 
rect part  in  the  dirty-money  games  of 
the  late  1980s.  But  they  winked  when 
the  banks  began  using  affihated  finance 
and  real  estate  companies  such  as  Kizu 
to  go  for  quick,  big  returns  in  deals 
that  often  involved  the  yakuza.  "That 
way,  [the  bankers]  could  say,  'Hey,  it's 
not  on  my  books,'"  says  J.  Brian  Wa- 
terhouse,  banking  analyst  for  James 
Capel  Pacific  Ltd.  "When  money  begot 
more  money,  unsavory  characters  were 
sometimes  allowed  to  move  in." 
TALL  ORDER.  As  shocking  as  the  exten- 
sive yakuza  involvement  may  be,  there 
is  scant  prospect  that  regulators  will 
be  able  to  fundamentally  reorder  the  fi- 
nancial system.  Going  after  the  yakuza 
will  be  a  tall  order  unless  the  financial 
executives  who  hired  them  or  financed 
them  also  take  the  fall.  Until  they  do, 
the  image  of  a  Japan  unable  to  clean 
house,  bolstered  last  year  by  bank  runs 
and  the  $1.1  billion  Daiwa  Bank  Ltd. 
treasury-bond  trading  scandal,  won't 
vanish  any  time  soon.  Nor  will  the 
"Japan  premium"  that  has  driven  up 
the  interest  rates  that  Japanese  banks 
must  pay  to  borrow  internationally. 

None  of  this  means  that  Japan  as  a 
whole  is  somehow  doomed.  Its  indus- 
trial economy  has  been  largely  un- 
touched by  the  yakuza-related  scandals, 
and,  indeed,  seems  about  to  recover. 
What  it  does  mean  is  that  political  lead- 
ers, financial  authorities,  and  bankers 
are  likely  to  be  bogged  down  in  coming 
months  and  years,  trying  to  find  a  way 
to  clean  up  the  bad  loans  without  going 
so  far  that  they  reveal  their  entire  sys- 
tem was  tainted  by  corrupt  dealings. 
Chances  are  sUm  that  much  money  will 
be  recovered  from  the  gangs.  "Even  if 
they  crack  down  on  the  yakuza,  it 
doesn't  mean  they  will  get  the  money," 
says  gang  attorney  Yamanouchi.  The 
reason  is  that  the  gangs  and  their  asso- 
ciates, such  as  Asaji,  possess  a  powerful 
weapon:  the  knowledge  that  they  did 
not  act  alone. 

By  Brian  Bremner  in  Osaka 


THE  SAMURAI 
MEETS  THE  GODFATHER 


The  ties  that  bind  Japan's  yakuza 
to  banks  and  real  estate  compa- 
nies are  scarcely  a  surprise  to 
Japanese  in  the  Kansai  region, 
which  encompasses  Osaka,  Kobe, 
and  Kyoto.  The  headquarters  of 
Japan's  biggest  gang,  the  Yam- 
aguchi-gumi,  is  located  in  a  posh 
residential  neighborhood  in  Kobe 
and  has  become  something  of  a  land- 


NOVELIST  YAMANOUCHI:  Lonely,  mixed-up  hit  men 


mark.  The  gang  even  won  kudos  for 
pitching  in  with  food  and  supplies 
after  last  year's  earthquake  in  Kobe, 
which  killed  more  than  6,000  people. 

Nor  was  it  much  of  a  shock  when 
yakuza  representatives  showed  up  at 
a  fund-raiser  for  Osaka  Governor 
Isamu  Yamada  last  summer  at  the 
swank  Royal  Hotel.  Unlike  Western 
countries,  where  gangs  keep  a  low 
profile,  the  yakuza  have  long  been  an 
accepted  part  of  the  system  in  Japan. 
Members  are  glamorized  as  misunder- 
stood social  outcasts  and  guardians  of 
Samurai  notions  of  honor. 
CULT  FIGURES.  Throughout  Japan's 
postwar  history,  poUtical  and  busi- 
ness ehtes  have  turned  to  the  gangs 
in  time  of  need.  During  the  1960s, 
ruling  Liberal  Democratic  Party  gov- 
ernments used  the  yakuza  to  put 
down  radical  left-vdng  labor  and  stu- 
dent protests.  And  until  recently,  the 
government  tolerated  some  compa- 
ny's use  of  gangsters  called  sokaiya 
to  keep  unruly  investors  in  check  at 
annual  meetings.  "In  a  dysfunctional 
political  system  like  Japan's,  the 
yakuza  thrive,"  muses  Raisuke 
Miyawaki,  a  former  yakuza  investi- 
gator who  now  advises  companies  on 


how  to  respond  to  gang  threats. 

Changing  their  image  won't  be 
easy,  given  the  sentimental  treat- 
ment of  yakuza  characters  in  popular 
culture.  These  are  men  who  some- 
times cover  themselves  vdth  tattoos 
and  are  willing  to  have  finger  joints 
ritually  amputated  as  a  token  of  loy- 
alty. Osaka  attorney  Yukio  Ya- 
manouchi, a  former  legal  adviser  to 
the  Yamaguchi  gang, 
earns  $200,000  annual- 
ly cranking  out 
breathtaking  yakuza 
tales.  His  best-selling 
novel,  Kanashiki  Hit- 
toman,  or  Lonely  Hit 
Man,  even  became  a 
smash-hit  film  in  1989. 
Yamanouchi  and  oth- 
ers have  generated 
public  sympathy  by 
portraying  the  yakuza 
as  a  haven  for  bu- 
rakumin,  the  un- 
touchables, members 
of  the  lowest  caste  of 
Japanese  society. 

Maybe  so,  but 
Japanese  police  au- 
thorities have  trouble  feeling  sorry 
for  the  yakuza.  In  addition  to  tradi- 
tional rackets  such  as  gambUng  and 
prostitution,  the  gangs  are  the  force 
behind  Japan's  growing  drug  trade 
and  gim-running  operations  that  con- 
tribute to  violent  crimes.  And  though 
an  antiracketeering  law  in  1992  has 
reduced  the  overall  number  of 
yakuza,  power  has  since  been  con- 
centrated in  the  hands  of  the  three 
major  outfits:  the  Yamaguchi-gumi  in 
Kobe  and  the  Inagawa-kai  and 
Sumiyoshi-kai  in  the  Tokyo  area. 

Now  that  the  Ministry  of  Finance 
and  Japan's  new  Prime  Minister, 
Ryutaro  Hashimoto,  have  pledged  to 
drive  the  yakuza  from  the  banking 
world,  the  public  may  see  a  less  ro- 
mantic view  of  the  gangsters — name- 
ly, as  extortionists  who  have  con- 
tributed to  Japan's  economic  slump. 
Says  National  Police  Agency  investi- 
gator Takafumi  Shimoda:  "The 
yakuza  have  been  romanticized  by 
the  public,  but  they  are  really  social 
parasites."  Until  that  becomes  the 
consensus  view,  however,  count  on 
the  yakuza  to  continue  swaggering 
in  pubhc  view. 

By  Brian  Bremner  in  Osaka 
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GERMANY 


ARE  THE  EASY  TIMES 
GONE  FOR  GOOD? 

Germany  has  a  giant  jobs  crisis  that  threatens  its  labor  peace 

On  a  foggy  moming  in  January,  five 
employees  taking  a  coffee  break  at  a 
I'ailcar  factoiy  in  Siegen,  Gennany, 
talk  gloomily  about  woi'k.  For  the  past 
thi*ee  year's,  they've  watched  hiincb-eds  of 
colleagues  collect  then*  last  paychecks  as 
their  employer,  abb  Henschel,  started 
making  railcars  at  low-cost  sites  in  Po- 
land and  the  Czech  Republ'^  Tliey  know 
something  is  wi-ong  with  a  I  rmany  that 
now  exports  its  jobs  instead  '  ci-eating 
more  at  home.  "The  whole  systt  i  has  to 
be  fixed  for  oui*  children  and  gi-;.:  Ichil- 
dren,"  laments  Wenier  Schulz,  54,  an  ac- 
countant. Agr'ees  Uhich  Kromback,  a  \  '>- 
year-old  welder  in  blue  coveralls:  "L 
more  lu'gent  than  ever" 

From  the  shop  floor  to  the  Chancel- 
lor's office,  the  realization  is  finally  sink- 
ing in:  Germany  has  a  giant  job  crisis. 
Unions  and  employers  tried  over  the 
past  few  yeai"s  to  ignore  this  fact  and  in- 
stead kept  ratcheting  up  wages  and  ben- 
efits until  German  labor  costs  became 


the  highest  in  the  world.  But  now,  Ger- 
man luiemployment,  at  10%,  is  at  a  post- 
war' high  and  shows  no  signs  of  declining. 
The  economy  seems  incapable  of  creating 
new  jobs,  and  labor  negotiators  and  em- 
ployers are  desperately  ti'ying  to  figui'e 
out  a  course  of  action.  "We've  talked 
enough — now  we've  got  to  do  some- 
thing," admits  Julius  Louven,  a  labor  ex- 
pert in  the  Bimdestag.  That  "something" 
could  lead  to  a  di'amatic  revision  of  Ger- 
many's pi-ized  social  contract. 
GOING  ABROAD.  On  Jan.  23.  Chancellor 
Helmut  Kohl  and  his  advisers  will  sit 
down  with  union  and  employer  repre- 
sentatives to  discuss  the  best  way  to 
revive  business  activity  and  get  Ger- 
mans working  again.  All  three  gi'oups 
;;re  under  mounting  pressui'e  to  pro- 
duce. Unions  want  to  reverse  their 
dwindling  membership  rolls,  down  20% 
in  foi  r  years.  Employers  ai'e  still  red- 
faced  at  being  duped  into  a  very  ex- 
pensive deal  in  1995  and  would  dearly 


NEW  ANGLE:  Workers 
at  OWP  Brillen  may 
cut  a  deal  to  save  jobs 

like  to  cut  wages  and 
benefits.  And  Kohl, 
mindful  of  his  narrow 
majority,  wants  to  use 
the  jobs  issue  to  boost 
his  party's  image  ahead 
of  local  elections  in 
March. 

Ab'eady,  Klaus  Zwick- 
el,  chief  of  the  powerful 
metalworker's  union  IG 
Metail,  has  upstaged 
everyone  else.  He  is 
proposing  an  Alliance 
for  Jobs,  in  which  em- 
ployers promise  to  cre- 
ate 330,000  jobs  starting 
this  year,  unions  hold 
back  their  wage  de- 
mands for  1997,  and 
Bonn  forgoes  planned 
cuts  in  long-term  unem- 
ployment pay. 

The  employers  are 
glad  that  Zwickel  finally 
recognizes  the  need  for  wage  restraint  if 
German  jobs  ar'e  not  to  disappear  en 
masse.  But  the  call  for  a  guaranteed 
boost  in  employment  alarms  players  in 
the  financial  mar'kets.  "IZv/ickelJ  is  call- 
ing for  centr'al  planning,"  scoffs  Thomas 
Mayer,  chief  economist  at  Goldman, 
Sachs  &  Co.  in  Fr'ankfiut.  "Germany 
needs  market-based  solutions  to  reflect 
the  competitive  environment." 

Countering  Zwickel's  vision,  business 
wants  flexibility  in  the  labor  market, 
tax  breaks,  spending  cuts,  and  deregula- 
tion in  the  economy  overall.  In  mid-Jan- 
uai-y,  in  a  clear  r-etort  to  the  Zwickel 
manifesto,  Hans-Olaf  Henkel,  head  of 
the  Feder'ation  of  German  Industry, 

THE  GERMAN 
DILEMMA 


COSTLY  LABOR 


Average  wages  and  benefits 
for  a  manufacturing  worker 
are  $30  an  hour 


SLOW  ECONOMY 


GDP  grew  only  1.9%  in  1995 
and  may  hit  only  1%  this  year 


UNEMPLOYMENT 


The  rate  of  joblessness  is 
approaching  10%  with  no 
improvement  in  sight 

DATA  OECD,  BUSINESS  WEEK.  DRI/McGRAW-HILL 
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inI dished  an  eight-point  plan  sounding 
ill  these  themes.  Among  other  things, 
Icnkel  calls  for  a  cut  in  social  levies,  to 
',1' t  of  income  from  41%;  specific  tax 
iicaks  to  encourage  employment;  and  a 
n  i'ater  role  in  wage  negotiations  for 
ocal  workers,  who  presumably  know 
heir  employers  better  than  national 
iiiions.  Henkel  argues  that  this  way,  2 
iiillion  jobs  could  be  created  by  2000. 

Undaunted,  other  unions  are  talking 
ihuut  job-creation  schemes  and  are 
;trongly  hinting  that  sti-ikes  could  break 
'  )ut  unless  Zwickel's  plan  becomes  the 
blueprint  for  generating  jobs  in  Germa- 
ly.  Yet  the  employers,  for  now,  are  not 
"eady  to  compromise.  Nothing  is  stop- 
oing  them  from  investing  abroad,  where 
abor  is  cheaper  and  skilled  workers  are 
jasy  to  find.  German  companies  such  as 
Siemens  and  bmw  continue  investing  in 
locations  as  diverse  as  Poland,  Malaysia, 
and  North  Carolina.  Bayer,  which  is 
rapidly  expanding  in  China  and  south- 
east Asia,  cut  its  German  payroll  by 
over  4,000  in  1995.  Says  ceo  Manfred 
Schneider:  "We  cannot  create  any  new 
jobs  in  Germany." 

MITTELSTAND  ANGST.  Employers  also 
feel  they  have  been  generous  enough — 
too  generous — with  German  labor.  In 
early  1995,  when  it  looked  as  if  the 
economy  would  grow  by  3%,  IG  Metall 
secured  a  deal  that,  including  shorter 
hours  and  lower-than-expected  inflation, 
pushed  wage  costs  up  by  more  than 
10%  as  of  December,  1995.  In  eastern 
Germany,  the  1995  pact — coupled  with 
the  plan  to  bring  wages  up  to  levels  in 
western  Germany — boosted  pay  costs 
by  more  than  20%,  a  sum  midsize  em- 
ployers cannot  affoi'd. 

Those  high-cost  deals  are  driving 
many  members  of  Gemiany's  vital  mid- 
size coiporate  sector — the  Mittelstand — 
to  seek  their  own  solutions  with  labor. 
Berthold  Dentler  is  president  of  owp 
Brillen,  a  maker  of  high-fashion  eye- 
glasses in  Passau  with  $25  million  in 
annual  sales.  The  recent  wage  deals  cut 
by  IG  Metall  and  Gesamtmetall,  the  em- 
ployers group,  boosted  expenses  so  fast 
that  his  company  sank  into  the  red  in 
1995.  Disgusted,  he  quit  Gesamtmetall  in 
September  and  offered  his  employees 
his  owTi  pact:  a  deal  involving  a  longer 
workweek,  profit-sharing,  and,  Dentler 
hopes,  a  chance  to  save  jobs. 

Dentler's  employees  vdll  vote  on  his 
proposal  at  the  end  of  the  month.  What- 
ever their  answer,  Dentler  feels  the 
easy  times  are  gone  for  good.  "GeiTnany 
needs  to  see  things  the  way  they  are, 
not  as  we  wish  them  to  be,"  he  says. 
This  is  the  year  when  Germans  may 
really  start  grappling  with  their  coun- 
try's new  realities. 

By  Karen  Lowry  Miller 
in  Passau,  Germany 


KUWAIT 


KUWAIT  LOOKS  AT  ITS  SOUL 
-AND  ISN'T  HAPPY 

Has  the  welfare  state  destroyed  the  competitive  spirit? 


As  a  scion  of  Kuwait's  ruling  family. 
Sheikh  Nasser  Sabah  Al-Ahmad 
Al-  Sabah  has  the  means  to  do  just 
about  anything  he  wants.  He  seems 
very  comfortable  enjoying  the  evening 
air  at  a  modest  beach  house  on 
Kuwait's  coast.  There,  he  likes  to 
dine  informally  on  grilled  fish,  fresh 
from  a  trap  out  in  front,  with  a  small 
group  of  companions  and  retainers. 

In  the  1970s  and  1980s, 
Sheikh  Nasser,  now  48, 
built  a  magnificent  collec- 
tion of  Islamic  art  and 
put  it  under  the  auspices 
of  the  national  museum, 
which  was  later  looted  by 
the  Iraqis.  Now,  he  has  a 

SHEIKH  SAAD:  Pressiire 
for  reform  comes  from  a 
fractious  parliawevf 


more  ambitious  goal:  helping  define  a 
new  national  agenda.  He  worries  that 
decades  of  living  passively  off  oil  reve- 
nues have  turned  Kuwait — originally  a 
nation  of  tough,  resourceful  traders — 
into  a  soft  "welfare  society."  He  warns 
that  Kuwait — whose  very  existence 
was  almost  snuffed  out  five  years  ago 
by  the  Iraqis — won't  have  much  of  a 
future  unless  its  people  relearn  the  val- 
ue of  work  and  the  reality 
of  competition.  "Our  whole 
history  is  based  on  a 
free-market  economy,"  he 
says.  "Then,  with  oil,  we 
felt  we  didn't  need  tough 
competition." 

Sheikh  Nasser  is  one  of 
many  influential  Kuwaitis 
who  are  debating  their 
country's  future.  He  has 
started  a  magazine,  Al-Za- 
iiian,  as  a  forum  for  new 
I  hinking.  Such  soul-search- 
iiig  is  occurring  through- 
out the  region,  but  in 
Kuwait,  discussions  are 
far  more  open  and  vigor- 
ous, thanks  to  a  largely 
unfettered  press  and  a 
freewheeling  parliament. 
Among  the  big  issues  are 
government  corruption  and 
a  yawning  budget  deficit 
that  supposedly  threatens 
the  funds  set  aside  for  fu- 
ture generations. 

Some  Kuwaitis  say  that 
the  Iraqi  invasion — catas- 
trophic as  it  was — gave  the 
emirate  a  rare  chance  to 
reshape  its  policies,  control 
spending,  slash  reliance  on 
foreign  labor,  and  revital- 
ize the  private  sector.  Af- 
ter regaining  their  country, 
the  people  were  ready  for 
sacrifice  and  tough  reforms, 
argues  economic  consultant 
Jasem  K.  Al-Sadoun.  In- 
stead, the  government 
headed  by  Crown  Prince 
and  Prime  Minister  Sheikh 
Saad  Al- Abdullah  Al-Sabah 
is  following  the  paternalis- 
tic model  by  boosting 
handouts  and  preserving  a 
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statist,  protected  economy.  "The  incom- 
petence of  management  has  almost  led 
us  to  lose  the  opportunity  to  recon- 
struct our  policies,"  Al-Sadoun  says. 
Sheikh  Nasser's  magazine  recently  fea- 
tured Al-Sadoun's  views  in  a  long  in- 
terview. The  magazine  and  a  recent 
symposium  sponsored  by  Sheikh  Nass- 
er have  drawn  a  good  deal  of  interest 
locally  because  they  seem  like  an  in- 
tellectual challenge  to  the  leadership 
from  inside  the  family. 

Some  of  the  government's  toughest 
critics  are  in  parlia- 
ment, which  relishes 
the  role  of  financial 
watchdog  and  advocate 
for  the  ordinary  citi- 
zen. It  is  a  thorn  in 
the  side  of  the  leader- 
ship but  also  a  useful 
safety  valve.  "We  need 
a  very  I'adical  restruc- 
turing," says  Abdalla 
M.  Al-Nibari,  a  mem- 
ber of  the  National 
Assembly's  finance 
committee.  "We  have 
been  limiting  our  capi- 
tal expenditures.  In  a 
few  years'  time  there 
won't  even  be  enough 
for  maintenance." 

BIG  GAP.  The  budget  plenty  of  cash 

deficit  is  as  big  an  is- 
sue  in  Kuwait  as  in  the  U.  S.  The  gov- 
ernment has  run  deficits  of  $5  billion  to 
$6  billion  per  year  since  the  gulf  war. 
In  1995,  the  deficit  was  about  35%  of 
gross  domestic  product.  The  big  worry 
is  that  the  government  is  depleting  its 
financial  reserves.  Sharif  Ghalib,  senior 
vice-president  and  chief  economist  of 
Kuwait-based  Gulf  Investment  Corp., 
estimates  that  the  foreign  assets  fell 
from  $100  billion  before  the  war  to 
about  $55  billion  today.  He  thinks  they 
are  now  increasing  modestly. 

Still,  Kuwait  is  spending  billions  in 
investment  income,  and  that  disturbs 
the  man  in  charge  of  the  country's 
overseas  portfolio.  The  budget  deficit 
"could  be  affecting  our  operations," 
says  Ali  A.  Rashaid  Al-Bader,  manag- 
ing director  of  the  Kuwait  Investment 
Authority.  "The  investment  portfoUo  is 
for  future  generations  when  the  oil  is 
used  up — not  to  pay  the  expenses  of 
the  state." 

But  there  is  no  doubt  about  Kuwait's 
solvency.  Some  of  this  hand-wringing 
may  be  intended  t(j  make  refomn  easier 
and  to  deflect  requests  from  the  U.  S. 
and  other  countries  for  Kuwaiti  money 
for  such  projects  as  a  development 
bank  to  support  Middle  East  peace.  In- 
deed, the  government  has  begun  pay- 
ing down  the  $5.5  billion  loan  that  J.  P. 
Morgan  &  Co.  arranged  for  war  ex- 


penses. And  Al-Bader  says  the  gov- 
ernment may  go  into  the  markets  for 
more  money. 

Al-Bader  is  under  a  lot  of  pressure. 
Since  taking  over  the  kia  after  the  war, 
he  has  had  to  pwsue  coiut  cases  against 
former  officials  accused  of  bilking 
Kuwait's  investment  funds  of  bilhons  of 
dollars  in  scams  in  Spain  and  elsewhere. 
He  has  also  been  the  point  man  for  con- 
troversial privatization  moves.  Feeling 
harassed,  he  recently  submitted  his  res- 
ignation but  was  persuaded  to  stay. 


BUT:  Kuwait's  1995  dejit  il  cqnnlcd  J.j'a 


KUWAIT'S  SPENDING 
TOPS  ITS  OIL  INCOME 


'90  '91  '92 
A  BILLIONS  OF  DOLLARS 


DATA:  PETROLEUM  FINANCE  CO. 

Al-Bader  says  the  government  is 
mulling  steps  to  close  the  deficit.  These 
may  include  raising  prices  on  gasoline 
and  on  highly  subsidized  services  such 
as  electric  power  and  local  telephones. 
The  government  is  also  preparing  sell- 
offs  of  some  of  the  state  monopolies. 
Al-Bader  says  telecommunications  is 
likely  to  be  the  first  to  go.  The  plan  is 
for  an  international  phone  company  to 
take  a  25%  stake.  Kuwait  Airways 
Corp.  may  also  be  privatized. 

But  none  of  this  will  be  easy.  Al- 
most any  initiative  that  would  raise 
prices  for  Kuwaitis  or  cost  them  jobs 
provokes  an  outcry  in  the  press  and 
parliament.  Any  effort  to  boost  taxes 


or  fees  on  oi'dinary  Kuwaitis  will  be 
attacked,  not  least  because  the  gov- 
ernment assumed  some  $20  billion  in 
bad  debts  of  stock  speculators  and  oth- 
er fat  cats  in  recent  years.  Most  ob- 
servers think  Sheikh  Saad  will  proceed 
very  warily — at  least  until  after  next 
fall's  pai'liamentary  elections.  "Because 
you  have  an  open  society  and  a  ft-ac- 
tious  one,  things  tend  toward  stasis," 
says  a  Western  diplomat. 

Indeed,  the  status  quo  is  very  com- 
fortable for  Kuwaitis.  They  enjoy  a 
cradle-to-grave  welfare 
system  that  provides 
nearly  all  of  them  with 
government  jobs  and 
free  education  and 
health  care.  The  gov- 
ernment and  its  affili- 
ates account  for  85%  of 
the  local  economy  and 
employ  93%  of  the 
166,000  Kuwait  labor 
force.  Only  9,500  Ku- 
waitis work  in  the  pri- 
vate sector.  A  25%  sal- 
ary increase  handed 
out  to  Kuwaiti  public 
sector  employees  after 
liberation  served  to 
discourage  private-sec- 
tor work.  "They  have 
almost  convinced  the 
people  that  working 
for  the  private  sector  is  nonsense,"  says 
Al-Sadoun.  Official  statistics  show  that 
foreign  residents  now  outnumber  Ku- 
waitis by  1.1  milhon  to  695,000. 
A  FIRST.  Kuwait  is  likely  to  whittle 
away  at  the  public  sector.  This  should 
provide  opportunities  for  foreign  com- 
panies as  the  government  seeks  out- 
side expertise  and  capital.  Last  July, 
Union  Carbide  Corp.  and  Kuwait's  Pet- 
rochemical Industries  Co.  broke  gr-ound 
on  a  $2  billion  joint- ventm'e  petrochem- 
ical plant — the  first  major  foreign 
investment  permitted  in  Kuwait's  oil 
sector. 

Sales  of  companies  the  government 
bought  while  bailing  out  stock  specula- 
tors in  the  1970s  and  1980s  are  also 
giving  the  private  sector  a  bigger  role. 
Such  sales  generated  $1  billion  in  reve- 
nues last  year  and  could  produce  a  fur- 
ther $2.5  bilUon.  "The  government  may 
not  be  improving,  but  the  receptive- 
ness  to  change  is  increasing,"  says  Ta- 
rek  A.  Sultan,  managing  director  of 
New  York  Associates,  a  local  invest- 
ment bank. 

But  real  change  will  be  very  tough. 
Some  influential  Kuwaitis,  and  even  a 
portion  of  the  royal  family,  are  dissatis- 
fied with  the  status  quo.  Whether  they 
can  push  the  country  to  make  major 
reforms  is  another  question. 

By  Stanley  Reed  in  Kuwait  City 
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VVHY  CHINA'S  NERVOUS  LEADERS 
m.  CRACKING  THE  WHIP 

I 


^1  n  the  interior  Chinese  city  of  Xian,  it  is  now  routine  for 
squads  of  soldiers  to  show  up  at  local  elementary  schools. 
They  assemble  the  students  and  diill  them  in  mai'ching  and 
•ther  military  skills,  while  leading  them  in  praise  of  the 
3om.munist  Party  and  the  3.2-million-strong  People's  Libera- 
ion  Army.  Such  indoctrination  sessions,  which  were  rare 
mtil  recently,  sometimes  last  as  long  as  10  consecutive  days. 

The  raised  profile  of  the  pla  in  China's  provinces  is  just 
)ne  sign  of  a  tougher  line  by  Beijing  on  eveiything  from  do- 
nestic  dissent  to  religion  to  foreign  trade.  The  latest  indica- 
ion  of  this  trend  was  the  Jan.  16  announcement  that  within 
he  next  three  months,  such 
)roviders  of  electronic  financial 
nformation    as    Dow  Jones, 
Neuters,  and  Bloomberg  would  . 
lave  to  have  their  products  dis- 
ributed  and  screened  by  the  of- 
icial  Chinese  news  agency,  Xin- 
lua.  In  announcing  this  big  shift, 
Xinhua  said  the  government  will 
iunish  companies  that  release  re- 
sorts that  contain  information 
'forbidden  by  Chinese  laws  or 
that]  slanders  or  jeopardizes  the 
lational  interests  of  China." 
rOP  DOGS.  While  this  move  is 
andoubtedly  partly  motivated  by 
Xinhua's  complaints  that  its  busi- 
less  was  threatened  by  foreign 
competitors,  the  step  is  a  sign  of 
uhe  insecuiity  of  China's  leaders 
as  91-year-old  Deng  Xiaoping 
Fades  from  the  scene.  When 
healthy,  Deng  was  strong  enough 
to  do  just  about  anything  he 
wanted.  But  hand-picked  succes- 
sor President  Jiang  Zemin  feels 
he  has  to  pay  court  to  the  in- 
creasingly influential  hard-liners.  China's  top  dogs  are  grow- 
ing worried  that  the  last  four  years  of  freewheeling  growth 
have  taken  too  much  power  away  fi'om  the  central  govern- 
ment. They  are  scrambling  to  regain  control  through  pan- 
dering to  the  militaiy,  cracking  down  on  dissent,  and  strength- 
ening macroeconomic  restrictions. 

Not  just  foreign  news  agencies  but  Western  investors  that 
have  plunked  down  biUions  in  China  in  recent  yeai"s  could  start 
feeling  the  chill  'vvinds  of  China's  new  conservatism.  Fearful 
that  multinationals  ai'e  gi'abbing  too  much  mai'ket  shai'e  in  key 
ijidustries,  the  resm-gent  State  Planning  Commission  is  prepai'- 
ing  tough  industrial  policies  that  would  restrict  foreign  equity 
and  require  greater  technology  transfer  and  exports  in  sectors 
ranging  from  consumer  electronics  and  telecommunications 
equipment  to  automated  machine  tools. 

China's  ambitions  to  join  the  fledgling  World  Trade  Orga- 
nization could  also  be  sacrificed.  Even  though  Beijing  is 
slashing  import  tariffs  and  insists  it  wants  to  join  the  wro  im- 


PAYING  COURT 

President  Jiang  Zemin 
feels  he  has  to  mollify 
influential  hard-liners, 
so  the  People's 
Liberation  Army  is 
getting  more  and  more 
of  what  it  wants 


mediately,  China  is  making  other  moves  that  suggest  it's 
veiling  to  push  back  that  goal  indefinitely.  One  reason  may  be 
that  Washington  is  setting  very  tough  conditions  for  Chi- 
na's membership.  "China's  leaders  have  decided  the  price  of 
joining  the  wro  is  just  too  high,"  says  Nicholas  Lardy,  a 
specialist  on  China's  economy  at  the  Brookings  Institution  in 
Washington.  "Opening  up  sectors  as  rapidly  as  the  West  has 
demanded  would  hurt  the  state-owned  industries  too  much." 

It  is  not  yet  clear  how  tight  the  controls  on  financial  infor- 
mation will  be.  So  far,  Xinhua  hasn't  released  many  details.  A 
lobbying  campaign  by  intemational  media  and  domestic  fi- 
nancial institutions  could  persuade 
Beijing  to  water  them  down.  The 
Xinhua  power  play  has  local  com- 
panies complaining  as  well  as  for- 
eign ones.  "We're  veiy  concerned 
about  whether  we  will  still  be 
able  to  get  infonnation  fi-eely  and 
in  a  timely  fashion,"  says  a  Bei- 
jing securities  official. 

But  Beijing  officials  now  seem 
willing  to  take  the  risk  of  stunt- 
ing their  financial  markets'  de- 
velopment. China's  tone  is  very 
different  fr'om  what  it  was  a  few 
years  ago,  when  Deng  gave  his 
islessing  to  a  huge  shift  to  freer 
markets.  Recently  a  Chinese- 
backed  Hong  Kong  paper  went 
so  far  as  to  run  a  story  blasting 
the  policy  of  high-speed  gi-owth 
in  the  coastal  provinces  during 
the  early  1990s  as  "crazy." 

The  shift  toward  consei-vatism 
doesn't  seem  likely  to  stop  any- 
time soon.  It  is  being  accompa- 
nied by  a  marked  growth  in  mil- 
itary influence.  The  generals  are 
getting  a  bigger  slice  of  the  budget  than  before  and  have  cer- 
tainly contributed  to  Beijing's  tougher  approach — especially  on 
the  Taiwan  issue.  The  militaiy  also  seems  increasingly  sus- 
picious of  Washington.  It  believes  the  U.S.  is  pursuing  a 
pohcy  of  containing  China,  pla  leaders  fr-equently  use  the 
cold-war  phrase  "hegemonism"  when  criticizing  American 
actions.  The  militaiy  doesn't  mind  Jiang's  slowing  down  re- 
foiTns  or  haiping  on  "social  stability."  After  all,  a  government 
that  emphasizes  militaiy  viilues  such  as  patriotism  and  order 
is  bound  to  give  the  pla  much  of  what  it  wants. 

But  the  bi;,-  question  is  what  sort  of  toll  this  conservatism 
is  going  to  take  on  the  economy.  At  the  moment,  the  haixl-lin- 
ers  have  the  reformers  on  the  defensive,  but  one  wonders 
what  will  happen  if  China's  markets  start  tanking  or  invest- 
ment flows  di'op.  Should  influential  Chinese  start  to  suffer,  the 
winds  could  shift  again. 

By  Joyce  Bamathan  and  Pete  Engardio  i  Hong  Kong, 
with  Dexter  Roberts  in  Beijing  and  Dave  Lindorjf  in  Xian 
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Sports  Business 


SOCCER 


IS  MAJOR  LEAGUE  SOCCER 
USING  ITS  HEAD?  ^ 

Its  structure  may  avoid  problems  plaguing  other  sports 


S 


I  ure,  Americans  like  an  underdog. 
Rut  Alan  I.  Rothenberg,  a  fast- 
*  talking  Los  Angeles  lawyer,  is  ped- 
dling a  product  that  the  public  has  re- 
jected time  and  time  again  over  the 
past  30  years:  pi-o  soccer. 

Reai'ed  on  baseball,  entlu'alled  by  bas- 
ketball, and  steeped  in  the  traditions  of 
football,  U.  S.  sports  junkies  have  long 
yawned  at  the  low-scoring  game  that  the 
rest  of  the  world  loves.  So  Rothenberg, 
chairman  of  Major  League  Soccer,  due 
to  debut  this  spnng,  is  counting  on  soc- 
cer's po])ularity  among  kids  and  Latinos 
to  pull  in  fans.  And,  he  says,  the  league's 
unique  financial  structure  will  help  it 
avoid  the  lawsuits,  sudden  franchise 
moves,  and  whiny  millionaire  playere  pla- 
guing other  pi'o  sports.  "The  timing  is 
better  than  it's  ever  been  for  profession- 
al soccer  to  succeed,"  says  Rothenberg. 
LATE  KICKOFF.  Maybe.  But  there  have 
already  been  stumbles.  For  starters, 
poor  organization  and  a  cool  response 
from  sponsors  delayed  the  league's  kick- 
off  by  two  years.  The  result:  Instead 
of  stalling  just  after  the  successful  1994 
World  Cup,  hosted  by  the  U.  S.,  and 
diuing  the  bai^all  stiike,  mls's  inaugu- 
ral season  wilr  compete  with  the  nation- 
al pastime  and  the  Atlanta  Olympics. 
"We  just  weren't  ready,"  says  Rothen- 
berg, who  ran  the  World  Cup. 

If  pro  soccer  has  any  chance  this  time 
around,  it  will  need  to  avoid  the  mis- 
takes of  past  attempts,  especially 
those  of  the  North  American  Soccer 
League,  which  died  in  19(S5.  Like 
most  sports  leagues,  it  allowed  in- 
vestors to  own  their  own  teams. 


paiity.  The  setup  should  side- 
step the  lawsuits  between 
teams  and  leagues  common 
elsewhere  in  pro  sports,  says 
National  Basketball  Assn. 
Commissioner  David  J.  Stem. 

So  far,  MLS  has  reeled  in 
some  big-fish  inve.stors,  includ- 
ing New  York  billionaire  John 
W.  Kluge,  self-made  oilman 
Phillip  F.  Anschutz,  and  La- 
mar and  Clark  Hunt  of  the 
Texas  oil  family.  Billionaire 
hedge-fund  investor  George 
Soros  joined  a  gi'oup  that  will 
operate  the  Washington  (D.  C.) 
team.  The  question  is  whether 
those  investors  will  be  satis- 
fied with  holding  only  partial 
control,  especially  if  the  league 
gTOWs.  "It  can  work — as  long 
as  you  keep  the  egos  in 
check,"  says  Gordon  Kane, 
senior  vice-president  at  Clarion  Perfor- 
mance Properties,  a  marketing  firni. 

The  league  has  also  attracted  some 
brand-name  advertisers,  at&t,  Anheu- 
ser-Busch, Kellogg,  and  Nike  are  each 
paying  up  to  $2  million  a  year  for  spon- 
sorship rights.  A  Fuji  deal  wiW  be  an- 
nounced soon.  Add  to  the  mix  a  pact 
with  ESPN  that  puts  35  games  on  the  air 
this  year,  and  mls  is  guaranteed  far 
more  exposure  than  its  predecessor. 

To  help  build  a  U.  S.  market,  MLS  has 


TRYING  OUT: 

Drawing  fans  will 
be  the  tough  part 


While  Steve  Ross,  then  ceo  of  War- 
ner Communications,  signed  stars 
such  as  Pele  to  his  New  York  Cos- 
mos and  drew  thi-ongs,  small-market 
clubs  stiuggled. 

mls's  solution:  Structure  the 
league  as  a  single  entity  so  that  in- 
vestors will  operate — but  won't 
own— the  teams.  Instead,  they'll  be 
paitners  in  one  enterprise.  The  more 
revenue  a  team  brings  in,  the  better 
the  return  its  ojjerator  will  get — 
but  a  low  salary  cap  will  preserve 


A  League  of  Their  Own 

Team 

Investor/Operator 

NEW  ENGLAND  REVOLUTION 

ROBERT  KRAn 

COLUMBUS  (OHIO)  CREW 

LAMAR  AND  CLARK  HUNT 

DALLAS  BURN 

LEAGUE-RUN 

COLORADO  RAPIDS 

PHILLIP  ANSCHUTZ 

KANSAS  CITY  WIZ 

LAMAR  AND  CLARK  HUNT 

LOS  ANGELES  GALAXY 

GROUP  OF  LOCAL  INVESTORS 

NEW  YORK/NEW  JERSEY 

JOHN  KLUGE  AND 

METROSTARS 

STUART  SUBOTNICK 

SAN  JOSE  CLASH 

LEAGUE-RUN 

TAMPA  BAY  MUTINY 

LEAGUE-RUN 

D.C.  UNITED 

GROUP  INCLUDING  GEORGE  SOROS 

DATA:  MAJOR  LEAGUE  SOCCER 

also  made  a  commitment  to 
promoting  U.  S.-bom  players. 
Alexi  Lalas,  the  red-haired 
dei-vish  who  led  the  U.  S.  to  a 
stimning  upset  of  Colombia  in  the  World 
Cup,  will  play  for  the  New  England 
Revolution,  and  his  face  will  grace  a 
box  of  Kellogg's  cereal  later  this  year. 
That's  a  direct  appeal  to  the  13  million 
soccer-playing  Idds  in  the  U.  S. 

The  other  core  fan  base  will  be  Lati- 
nos, who  follow  foreign  teams  on  Span- 
ish-language television.  But  vrinning  over 
these  knowledgeable  fans  will  take  more 
than  savvy  marketing.  So  the  league 
has  signed  international  stars  such  as 
Mexican  national  goaUe  Jorge  Cam- 
pos. He  will  play  for  the  Galaxy  in 
Los  Angeles — a  clear  attempt  to  woo 
the  city's  Mexican-Americans. 
Still,  there  are  no  gTiarantees  the 


fans  a  game.  Tens  of  thousands  may 
have  turned  out  for  the  World  Cup's 
pageantry,  but  that  doesn't  mean 
they'll  show  up  for  a  Tuesday  night 
match  between  the  Columbus  Crew 
and  Kansas  City  Wiz  when  they 
could  be  home  watching  the  basket- 
ball playoffs.  If  Rothenberg  and  new 
MLS  Commissioner  Doug  Logan  car 
sell  games  like  that  one,  pro  soccer 
could  end  up  where  it's  been  before: 
face  down  in  the  dirt. 

By  David  Leonhardt  in  New  York 


52  BUSINESS  WEEK  /  JANUARY  29.  1996 


More  than  160  corporations  have  invested  over  $5  million  in  regional  theatre  through  the 
National  Corporate  Theatre  Fund.  Together,  they  help  support  one  of  America's  most  vital  and 
valued  cultural  resources  —  nonprofit  professional  theatre. 

Learn  how  your  corporation  can  help  insure  the  continued  vitality  of  the  regional  theatre  movement. 
You'll  be  in  good  company.  Two  million  theatregoers  support  these  theatres  and  recognize  the  corporate 
sponsors  who  have  demonstrated  their  commitment  to  our  nonprofit  professional  theatres. 

Contact  Michael  Wall.  Executive  Director,  National  Corporate  Theatre  Fund, 

32  Avenue  of  the  Americas,  Suite  2000,  New  York,  NY  10013.  Telephone  (212)  387-5115. 

 National  Corporate  Theatre  Fund  

Actors  Theatre  of  Louisville  •  American  Conservatory  Theater.  San  Francisco  •  American  Repertory  Theatre.  Cambridge  • 
The  Cleveland  Play  House  •  Goodman  Theatre,  Chicago  •  Guthrie  Theater,  Minneapolis  •  Long  Wharf  Theatre.  New  Haven  • 
Old  Globe  Theatre,  San  Diego  •  Seattle  Repertory  Theatre  •  Trinity  Repertory  Company.  Providence 
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IT  HURTS 

TO  BE 
NUMBER 
ONE. 


Arthritis  is  the  leading  cause  of  disability  in 
the  United  States.  It  strikes  nearly  40  million 
Americans.  It  attacks  in  more  than  100  different 
forms.  Some  forms  of  arthritis  disable.  Some  last 
a  lifetime.  All  of  them  hurt. 

Fortunately,  the  Arthritis  Foundation  has 
programs  to  help  you  move  easier  and  with  less 
pain.  We  also  support  research  for  a  future  free 
from  arthritis. 

For  more  information,  contact  your  local 
Arthritis  Foundation.  To  find  the  office  nearest 
you.  call  1-800-283-7800. 


ARTHRITIS 

FOUNDATION® 

Your  Source 
for  Help  and  Hope® 


©  1995  by  the  Arthritis  Foundation. 


Marketing 


SPONSORSHIPS 


SEE  A  GAME.  SHOP  FOR  A  GAR, 
SURF  THE  NET 

3orporations  aren't  just  slapping  logos  on  arena  marquees 


It's  the  latest  coi-porate  fad.  With  new 
stadiums  going  up  faster  than  quar- 
terbacks' salaries,  Corporate  America 
s  i-ushing  at  a  record  pace  to  slap  its  lo- 
ros  on  them.  From  Nynex  Arena  in 
Manchester,  England,  where  the  phone 
!ompany  owns  cable  properties,  to  GM 
r'lace  in  Vancouver,  the  rights  to  arena 
lames  now  belong  to  the  highest  bidder 
Even  Boston  Garden  has  given  way  to 
Fleet  Center,  courtesy  of  a  Fleet  Bank 
sponsorship. 

Why  the  sports  craze?  Because  for 
ust  $1  million  or  so  a  year,  marketers 
lan  buy  the  chance  to  reach  tens  of 


Busch  Stadium — for  more  than  40  years 
before  agTeeing  to  sell  both  last  month. 
But  now,  there's  an  explosion  of  new 
opportunities,  thanks  to  a  boom  in  sta- 
dium-building and  renovation.  Team 
owners  and  cities,  pressed  to  attract 
fans  in  the  face  of  moimtmg  competition, 
have  pushed  for  fancy  new  digs  to 
house  their  teams,  complete  with  exec- 
utive suites  that  can  pull  in  big  profits. 
The  new  Fleet  Center,  for  example,  will 
have  104  suites  that  go  for  $200,000  an- 
nually. That's  $20.8  million,  split  between 
the  team  and  the  center's  owners. 
The  new  sponsors  are  far  fi-om  shy 


Stadium  Name  Game 


LOCATION 

SPONSORSHIP  TERMS 

PEPSI  CENTER 

Denver 

$50  million-plus  over  20  years 

3COM  PARK 

San  Francisco 

$4  million  over  4  years 

AIR  CANADA  CENTER 

Toronto 

$14  million  over  20  years 

TRANS  WORLD  DOME 

St.  Louis 

$26  million  over  20  years 

GM  PLACE 

Vancouver 

$20  million  over  20  years 

DATA:  BUSINESS  WEEK,  lEG  SPONSORSHIP  REPORT 


:housands  of  consumers  at  every  sports 
3vent  and  concert  held,  week  in  and 
vveek  out.  That  looks  pretty  good  next  to 
ilteiTiatives  such  as  30  seconds  on  Sein- 
feld for  $400,000  or  a  half-minute  on  the 
Super  Bowl  for  $1.2  milUon.  Besides,  if 
the  hometown  team  makes  it  to  a  cham- 
pionship, mai'ketei-s  can  get  a  national  TV 
audience  at  no  additional  cost. 
FREEBIES.  "Companies  are  always  look- 
ing to  increase  their  pubhc  exposure, 
and  this  is  a  pretty  good  way  to  do  it," 
says  Timothy  Orchard,  a  vice-president 
at  stadium  manager  Ogden  Entertain- 
ment Services.  "The  number  of  impres- 
sions is  almost  unlimited."  The  free  tick- 
ets to  spread  among  customers  and 
employees  and  the  chance  to  show  good 
corporate  citizenship  don't  hurt,  either. 

Corporations  have  had  their  names 
on  stadiums  in  the  past,  of  course.  An- 
heuser-Busch Cos.  owned  the  St.  Louis 
Cardinals  and  the  arena  they  play  in — 


about  exploiting  their  deals.  GM  is  show- 
ing off  its  new  hne  of  cars  at  gm  Place 
and  has  set  up  kiosks  that  answer  prod- 
uct questions,  mci  Communications 
Corp.  is  planning  to  wire  up  its  Wash- 
ington arena  with  all  manner  of  high- 
tech communications  gadgetry,  includ- 
ing video  screens  at  eveiy  seat.  Fans 
viill  be  able  to  watch  the  hockey  action 
from  the  point  of  view  of  the  players, 
who  will  have  tiny  video  cameras 
mounted  on  their  helmets.  And  3Com 
Corp.,  which  now  has  its  name  on  the 
old  Candlestick  Park  in  San  Francisco, 
has  installed  eight  "Internet  Spoken 
Here"  video  kiosks  equipped  with  its 
networking  software.  Fans  can  use  them 
to  cruise  through  cyberspace  between 
innings. 

Such  deals  are  not  without  their 
headaches.  New  Jersey's  Brendan  Byrne 
Arena  announced  a  name  change  to  Con- 
tinental Airlines  Arena  just  weeks  ago 


and  has  already  being  sued  by  the  Na- 
tional Basketball  Assn.,  which  claims  its 
right  to  sell  ad  space  was  infringed 
upon.  Last  summer,  Canadian  Airlines 
International  Ltd.,  which  was  in  the 
middle  of  slasMng  expenses  by  $125  mil- 
lion, was  blasted  by  the  International 
Association  of  Machinists  after  it  an- 
nounced a  $400,000-a-year  deal  over  20 
years  to  put  its  name  on  Calgary's 
Olympic  Saddledome.  Says  union  Presi- 
dent David  Park:  "That  money  should 
have  gone  to  buying  new  airplanes." 
Meanwhile,  when  3Com  put  its  name  on 
legendary  Candlestick  Park,  apoplectic 
fans  derided  the  change  as  an  example 
of  gross  commercialism. 
THE  TAX  CARD.  That  kind  of  reaction 
has  companies  treading  carefully.  A 
group  of  corporations  interested  in  the 
naming  rights  to  the  new  Boston  Gar- 
den commissioned  a  survey  to  gauge 
public  sentiment  before  submitting  bids. 
A  fifth  of  those  polled  opposed  a  corpo- 
rate name  for  the  new  arena  but  soft- 
ened after  learning  that  the  alternative 
was  higher  taxes  and  higher  ticket 


OMINOUS  SIGN?  prices.  In  the  end, 
Fans  cried  foul  Shawmut  Bank  won 
at  Candlestick  with  a  $2  million-a- 
Park's  renaming  yeai;  15-year  bid,  but 
then  handed  the 
rights  to  Fleet  when  it  was  acquired 
by  Shawmut  in  March,  1995. 

As  the  lines  between  business  and 
civic  enterprises  blur,  corporate  logos 
could  encroach  fiuther.  The  Walt  Disney 
Co.,  whose  Mighty  Ducks  hockey  team 
is  already  named  after  a  Disney  movie, 
made  a  pitch  to  put  its  logo  right  on  the 
team  imifoiTns,  but  the  National  Hockey 
League  nixed  the  plan.  Disney,  which 
didn't  want  its  name  on  a  stadium  that 
could  host  less-than-wholesome  rock  con- 
certs, sold  the  stadium  naming  rights 
to  a  bottled-water  company.  But  why 
stop  at  sports  arenas?  What  about  the 
Random  House  Public  Library  of  the 
Ronald  McDonald  Municipal  Airport? 

By  Mark  Leunjn  in  Washington 


BUSINESS  WEEK  /  JANUARY  29,  1996  53 


You've  received  vital 
materials  that  the  sales 
force  needs  this  second. 

But  the  information  isn't 
all  electronic. 

And  the  team  is  spread  over 
a  continent. 

(So  skywriting  isn't  an  option.) 

Then  you  combine  Lotus 
Notes  with  IBM  ImagePlus. 


Now  putting  it  into  the 
system  is  as  good  as  putting 
it  all  into  their  hands. 


[_  ~\  The  faster  yoii  can  get  information  out 

Can  your  ^ 

SOftWarG  into  your  organization,  the  Taster  your 
do  this? 

J  people  can  put  it  to  work. 

(iThat's  the  reason  why  Lotus"  Notes'*  has  hecome  such 

a  fundamental  part  ol  iuisiness  everywhere.  It  not  only 

niai<es  the  most  current  infoi  nuitioii  availai)le  to  everyone 

across  th(^  organizalioii,  it  helps  people  work  faster,  work 

smarter  and  —  most  important  —  work  toiiether. 

But  what  about  information  you  rec(Mve  or  produce 


fell 


that  doesn't  ^lart  out  in  electronic  form?  Such  as  videos 
order  Idrins,  faxes  and  correspondence.  Or  materials  spec 
to  your  business,  like  X-rays  or  photographs. 

Well,  now  Lotus  Notes  works  hand-in-hand  with  lBD|j|| 
scalable  ImagePlus*  This  is  the  same  imaging  solution 
that  handles  millions  of  documents  every  day  in  some  o:  {5, 
the  world's  busiest  financial  and  insurance  companies 

The  combination  of  Lotus  Notes  and  ImagePlus  a]l(||,. 
you  to  build  a  system  that  will  digitize  the  full  range  of 


*0lilsiil<-  N..rth  Am.-ri.  a.  cimuict  youf  1..'  ,il  IBM  .,Hi, 

ol' InliTiKiii  I  Itiisinrss  Machines  ( |pni,iii,,n  [  ,,. 

£-):clM,'.i\ri\  iIii.iiimI,  \/0|h^ii  Coinpativ  I  rl  I  W.u  I 


riir         iiiiiiH  [i,ii^c  is  iociiti-fl  ;il  fill|)://\vww.i!"ni.(  iiiti.  IliM.  liriaprPlu--  ami  OS/2  arc  rcj^nslcrcd  triulcinarks  and  Solutions  for  a  small  [jjanct  is  a  tradcn 
-  in<\  l  i.iii-  \riics  arc  registered  tradeinarits  of  I^olus  Devciopmcnt  Cor]Kiration.  1>NIX  is  a  registered  tradetnark  in  tfic  L'.S.  and  other  countries,  lic^i 
I-  ,1  rr^^i^irred  trademark  of  Appk*  Computer  Corp.  Windows  is  a  registered  trademark  of  Microsoft  Corporation.     1995  IBM  Cor|i.  All  rights  reserved 


ijiisiness  information.  Catalog  images  for  future  use. 
automate  the  flow  of  documents  so  tfiey  move  effi- 
ly  from  one  person  to  the  next,  around  the  oflice  or 
id  the  world  —  empowering  people  to  collaborate 
;  the  broadest  variety  oi  materials, 
^low  information  that  starts  with  one  person  can  be 
'  5diately  accessible  to  all.  And  you  can  use  one  familiar 
Face  across  all  of  yoiu'  desktop  and  mobile  computers, 
her  they  run  Windows,"  OS/2*  UNIX"  or  Macintosh? 


Take  advantage  of  our  products  and  skills  (and  those 
of  our  industry  partners)  to  hel|)  your  people  work  more 
closely  together,  sharing  up-to-the-second  materials.  Just 
call  us  at  1  800  IBM-3333:  ext.  GA150,  or  visi!  our  Web  site 
at  http://www.software.ibm.com  for  more  information. 


Solutions  for  a  small  planet 


The  Corporation 


DID  THE  FAA  GO  EASY 
ON  BOEING? 


To  O.K.  the  777  jumbo 
on  time,  the  agency 
downplayed  a  possible 
flaw,  some  engineers  say 


Since  June,  Boeing  Co.'s  newest 
jumbo  jet,  the  777,  has  been  log- 
ging  daily  flights  between  Wash- 
ington and  London.  With  its  so- 
phisticated new  design — drawn  up 
entirely  on  a  computer  screen — the  $4 
billion  aircraft  progi-am  is  a  technological 
and  commei'cial  tnumph  for  the  nation's 
largest  plane  manufacturer  The  $4  bil- 
lion Malaysia  Airlines  order  last  week 
that  included  15  of  the  new  planes  con- 
firmed what  many  in  the  aviation  in- 
dustry already  knew:  As  the  hot-sell- 
ing 777  takes  off,  Boeing  is  soaring 
ahead  of  rivals. 

But  a  four-month  investigation  by 
BUSINESS  WEEK  has  revealed  that,  for 
moi'e  than  two  years.  Federal  Aviation 
Administration  officials  have  been  en- 
gaged in  a  highly  contentious  debate 
about  a  possible  777  design  problem  that 
raises  serious  safety  issues,  business 
WEEK  reviewed  scores  of  intei-nal  faa 
documents  and  held  lengthy  intei-views 
"vvith  numerous  midlevel  engineers  and 
stifety  inspectors  at  the  agency,  including 
several  who  worked  directly  on  the  777 


certification  project.  Tliese  soiu-ces — most 
of  whom  spoke  anonymously  for  this  ai"- 
ticle  out  of  fear  of  reprisal — say  that 
many  faa  officials  continue  to  question 
whether  the  plane  has  been  adequately 
tested.  "It's  an  issue  of  safety,"  says  one 
P"AA  engine  specialist,  refening  to  con- 
cerns that  the  777  could  be  severely 
destabilized  if  a  fan  blade  broke.  "It 
could  lead  to  catastrophe." 
DUAL  MANDATE.  Boeing  executives  de- 
clined to  comment  for  this  article.  In  a 
written  statement,  the  company  main- 
tains that  "no  airplane  in  histoiy  has 
been  tested  as  thoroughly  as  the  Boeing 
777."  Top  FAA  officials  in  Washington 
also  vehemently  defend  the  plane. 
Thomas  McSweeney,  director  of  the 
faa's  aircraft-certification  sei-vice,  says 
that  if  he  believed  the  plane  was  imsafe, 
he'd  have  stopped  certification  "in  a 
heartbeat.  The  airplane  has  met  eveiy 
regulation  that  it  was  requii'ed  to  meet." 

But  well-placed  FAA  soui'ces  see  the 
issue  differently.  They  believe  that  pres- 
sure to  meet  Boeing's  planned  certifi- 
cation date  for  the  plane — Apr.  19, 


PRESSURE  POINT:  Fan  blades  on  the 
777's  huge  twin  engines  are  extra 
heavy.  If  a  blade  broke  in  flight,  some 
say  it  could  destabilize  the  plane 


o: 


1995 — led  top-level  officials  at  the  faa  to 
ovemile  safety  concerns  raised  by  the 
agency's  own  engineers.  Keenly  aware 
that  Boeing's  commercialization  schedule 
depended  on  meeting  that  deadline, 
these  sources  argue  that  faa  manage- 
ment gi-anted  the  777  an  operating  cer- 
tificate without  adequately  testing  for 
the  potential  design  flaw.  Critics  say 
that  such  problems  stem  from  the 
agency's  dual  mandate:  The  faa's  char- 
ter calls  for  it  to  ensure  the  safety  of 
the  public  as  well  as  to  promote  the 
U.  S.  aviation  industry  "The  faa  is  sup 
posed  to  regulate  the  manufacturers  to 
ensui'e  au-line  safety,"  complains  one  faa 
inspector.  "Washington  knows  how  im- 
portant that  plane  is  to  Boeing's  entire 
existence." 

McSweeney  denies  that  contention 
While  aircraft  manufacturers  "try  to 
hold  to  their  certification  dates,"  he 
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WAS  THE  777  ADEQUATELY  TESTED? 

In  these  excerpts  from  various  FAA  documents, 
agency  officials  question  Boeing's  safety  data  on  the  777- 
and  Boeing  initially  refuses  to  perform  more  tests 

PROJECT:  BonngCcn^ercial. 


Model  777  Group 
TCOOOISE-T 

NATIONAL 
POLICY  REF.:  None 


ITEM:  A-]  1 
STAGE:  4 


SUBJECT:  Engi„,Unba,..„Du.,o 


DATE:  April  js,  1995 
ISSUE  STATUS:  ao«d 


Fan  Blade  Loss       BRANCH  ACTIOV 


The  FAA's  complaint: 
Boeing's  analysis 
of  a  blade  break  was 
"inconclusive."  The 
analysis  and  flight 
test  experience  "do 
not  adequately  prove 
that  the  equipment  as 
installed  in  the  777 
will  survive." 


COMPLIANCE 
TARGET:  Pre-TC 


Boeing's  response: 
"The  analysis  and 
data  provided  more 
than  substantiate 
compliance....  Boe- 
ing has  no  intention 
of  doing  any  further 
testing." 


nanitains  that  the  FAA  did  not  rush  to 
neet  Boeing's  schedule.  But  this  is  not 
he  first  time  the  faa  has  faced  criticism 
)f  being  too  close  to  planemakers.  In  a 
jeneral  Accounting  Office  report  on  the 
'"AA's  certification  practices  published 
ast  year,  the  agency  was  criticized  for 
ixercising  weak  oversight.  Normally, 
:he  agency  works  closely  with  the  man- 
ifacturer  during  the  final  stages  of  de- 
iigTi  of  a  new  plane.  After  conducting 
light  tests  and  reviewing  compliance 
Adth  FAA  regulations,  the  agency  is  sup- 
Dosed  to  approve  new  planes  only  when 
ill  problems  have  been  worked  out. 
:0ZY  TIE-UP.  But  the  GAO  report  criti- 
nzed  the  agency  for  depending  exten- 
sively on  manufacturers'  own  engineers 
:o  approve  much  certification  testing. 
4.nd  Steven  Calvo,  the  report's  author, 
^ays  the  GAO  also  found  that  the  faa 
ipproved  new  planes  even  when  kinks 
remained.  "At  the  end,  there  are  lots  of 
things  the  faa  is  trying  to  resolve,  but 
manufacturers  have  sold  those  planes," 
5ays  Calvo.  "They  have  to  make  de- 
liveries  by   specific   dates   or  they 


face  penalties.  It's  an  economic  issue." 

In  the  case  of  the  777,  the  faa  and 
Boeing  worked  together  more  closely 
than  usual:  As  part  of  its  strategy  for 
getting  the  777  up  and  flying  in  record 
time,  Boeing  and  the  faa  agreed  to  a 
cooperative  certification  process  from 
the  start.  Boeing  kept  the  agency  in- 
formed of  the  plane's  design  at  every 
step,  allowing  problems  to  be  worked 
out  as  they  arose. 

The  debate  over  safety  stems  from 
concerns  about  the  size  and  weight  of 
the  fan  blades  in  the  777's  unusually 
large  jet  engines.  Because  the  777  was 
designed  with  two  engines,  rather  than 
the  four  common  in  pi'evious  long-haul 
models  such  as  the  747,  its  fan  blades  ai-e 
bigger  and  far  heavier.  In  their  largest 
configiu-ation,  for  example,  the  777  fan 
blades  built  by  Pratt  &  Whitney  each 
weigh  4:3  poimds — more  than  three  times 
the  weight  of  those  built  for  the  747. 

Therein  lies  the  problem:  Numerous 
FAA  engineers  and  inspectors  fear  that  if 
one  of  those  giant  blades  were  to  bi'eak 
in  flight,  tremendous  vibrations  could 


occur  that  might  severely  destabilize 
the  plane.  Such  breaks  are  not  un- 
known: 24  other  jet  airliners  have  re- 
ported fan-blade  breaks  since  1990.  Al- 
though no  crashes  have  resulted,  faa 
safety  experts  fear  that  the  gi-eater  size 
and  weight  of  the  777's  blades  would 
make  such  a  break  far  more  destabiliz- 
ing. They  warn  that  the  777  cockpit 
might  shake  so  badly  that  pilots  could 
not  read  the  flight  instruments,  in- 
creasing the  risk  of  a  crash.  And  the 
effect  on  passengers,  they  say,  I'emains 
unclear.  Indeed,  continued  concerns 
have  led  the  faa  to  consider  new  reg- 
ulations in  consultation  with  the  avia- 
tion industry. 

Despite  the  worries,  faa  soiu'ces  say 
Boeing  appears  to  have  done  only  lim- 
ited testing  to  see  how  the  777  would 
react  if  a  blade  broke.  And  with  no  reg- 
ulations on  its  books  specifically  requir- 
ing such  data,  the  faa  appears  to  have 
backed  down — days  before  certifica- 
tion— fi'om  a  yearlong  bid  to  get  Boeing 
to  do  more  thorough  tests.  "Boeing  did 
not  go  beyond  the  bare  minimum  re- 
quirements," says  one  faa  engineer. 
BIGGEST  EVER.  Top  FAA  officials  vehe- 
mently deny  that  view.  They  insist  then- 
testing  of  the  777  was  sufficient.  Mc- 
Sweeney  says  the  plane  would  bear  no 
increased  risk  of  destabilizing  vibrations 
if  a  blade  were  to  break.  While  the  de- 
sign of  the  777  "makes  the  engine-im- 
balance issue  a  little  more  important  to 
deal  with,"  he  maintains  it  does  not  in- 
crease the  chances  of  pilots'  losing  con- 
trol. Instead,  he  argues  that  vibrations 
would  be  no  worse  than  those  on  a  747. 
And  he  adds  that  pilots  would  be  able 
to  maintain  control  simply  by  lowering 
the  altitude — although  faa  sources  say 
that  solution  is  imder  dispute.  The  three 
makers  of  engines  for  the  777 — Pratt 
&  Wliitney,  General  Electric,  and  Rolls- 
Royce — also  deny  any  problems.  "We're 
confident  this  is  a  completely  reliable 
and  dependable  aircraft-engine  combi- 
nation," says  a  Pratt  &  Whitney 
spokesman. 

For  now,  Boeing  is  the  only  manu- 
facturer to  face  such  questions  because 
the  777  engine  is  the  largest  engine 
ever  put  on  a  commercial  aircraft.  But 
the  industry  trend  is  moving  toward 
bigger  engines,  and  rivals  won't  escape 
the  debate.  "This  is  not  just  a  Boeing 
problem,"  says  Thomas  Boudreau,  an 
FAA  engineei'  who  worked  closely  on 
777  certification. 

The  new  777  series  is  central  to  Boe- 
ing's effort  to  maintain  its  lead  in  the 
global  market.  With  350  to  400  seats, 
the  777  competes  with  the  A-340  and 
A-330  jumbos  produced  by  the  Euro- 
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pean  consortium  Airbus  Industrie  and 
with  the  MD-11  from  St.  Louis'  Mc- 
Donnell Douglas  Corp.  With  world  de- 
mand estimated  at  more  than  3,000  for 
such  jumbos  over  the  next  two  decades, 
Boeing  counts  on  the  777  to  fuel  gTOwth 
for  years.  It  "will  be  Boeing's  most  im- 
portant product,"  says  Edmund  S. 
Greenslet,  publisher  of  Airline  Monitor 
in  Ponte-Vedra  Beach,  Fla.  By  2000,  he 
estimates  the  777  will  account  for  $12 
billion  in  annual  sales — 40%  of  Boeing's 
projected  new-aircraft  revenues. 

The  777  promises  a  bonanza  for  the 
airlines,  too.  Analyst  William  B.  Whit- 
low Jr.  of  Poilland  (Ore.)  bi'okerage  Pa- 
cific Crest  Secunties  estimates  the  two- 
engine  plane  could  cut  fuel  costs  20% 
below  the  747,  even  as  it  carries  more 
cargo  and  passengers.  That  has  won 
plenty  of  customers.  United  Airlines 
Inc.  ordered  34  and  took  delivery  of 
the  first  of  them  in  May.  Boeing  has 
sold  245  of  the  planes  to  British  Air- 
ways, Japan  Airlines,  Continental  Air- 
lines, and  others.  Although  aware  of 
the  questions  about  engine  imbalance, 
"we're  pleased  with  the  performance  of 
the  airplane  and  of  the  engine,"  says 
Gordon  A.  McKinzie,  United's  777  pro- 
gram manager. 

The  f"AA  debate  crystallized  in  No- 
vember, 1993,  when  a  747  of  Cathay  Pa- 
cific Ail-ways  Ltd.  blew  a  fan  blade  over 
the  Pacific  Ocean. 
The  break  produced 
such  severe  vibrations 
that  the  pilots  considered 
ditching  the  plane  in  the 
sea.  Although  the  aircraft 
eventually  landed 
safely,  the  incident 
alarmed  faa  engineers  then  re- 
viewing the  777.  In  May,  1994,  Dairell 
M.  Pederson,  manager  of  the  kaa's 
transport-airplane  directorate,  ordered 
Boeing  to  pi'ove  that  a  similar  fan-blade 
loss  would  not  "je(t{)ardize  the  continued 
safe  flight  and  landing  of  the  777."  Ped- 
erson was  not  pennitted  by  the  faa  to 
comment,  but  McSweeney  now  down- 
plays such  feai-s.  The  Cathay  Pacific  in- 
cident was  made  out  to  be  "far'  more  se- 
rious" than  it  was,  he  says. 
EXCUSES,  EXCUSES.  Nevertheless,  over 
the  following  year  the  FAA  sent  a 
stream  of  lettei-s  to  Boeing  asking  for 
such  proof.  FAA  officials  complained 
about  Boeing's  lack  of  response:  Don- 
ald E.  Gonder,  manager  of  the  airframe 
bi'anch  of  the  faa's  airci'aft-certification 
office  in  Seattle,  wi'ote  in  one  internal 
document  that  Boeing  always  had  "one 
excuse  or  another"  for  not  providing 
the  data.  Finally,  in  a  letter  dated  Jan. 
2.5,  1995,  Donald  L.  Riggin,  manager  of 


the  faa's  Seattle  office,  warned  Boeing 
that  if  it  wanted  to  win  777  certification 
on  Apr.  19,  it  was  "imperative"  to  pro- 
vide answers  by  Jan.  31.  Neither 
Gonder  nor  Riggin  would  comment. 

Boeing's  i-esponse  came  on  Feb.  7.  In 
a  letter  to  Riggin,  Timothy  E.  Hickcox, 
Boeing's  777  certification  manager,  ac- 
knowledged that  Boeing  was  also  con- 
cerned about  the  effects  of  an  unbal- 
anced engine.  But  he  argued  that 
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Boeing  had  looked  into  the  issue  and 
considered  the  plane  safe,  although  it 
was  "without  documentation"  to  demon- 
strate its  claim — since  it  was  under  no 
"regulatory  recjuirement"  to  provide  it. 

LInder  continued  pressure  from  FAA 
engineers,  however,  Boeing  partially  re- 
lented. On  Feb.  16,  Boeing  gave  the 
agency  information  that  it  claimed 
showed  the  level  of  vibrations  a  777 
would  suffer  if  a  fan  blade  did  break.  In 
a  letter,  Hickcox  argued  that  the  ex- 
pected vibrations  would  be  "reason- 
able"— so  minor  that  passengers  and 
lots  would  remain  safe. 

But  the  letter  did  httle  to  molhfy  faa 
engineers.  In  numerous  documents,  the 
faa  argued  that  Boeing  had  simply  as- 
serted its  findings  without  providing 
data  to  back  them  up.  In  one  briefing 
paper,  faa  engineer  Jeffrey  E.  Duven 
complained  that  Boeing's  findings  were 
"incomplete"  and  unlikely  to  provide 
"credible  validation"  of  its  claims.  And  in 


a  Mar  4,  1995,  letter,  the  faa  warned 
that  Boeing's  analysis  was  "inconclu- 
sive" and  that  it  "[does]  not  adequately 
prove  that  the  equipment  as  installed  in 
the  777  will  siu-vive"  the  vibration  levels 
•Boeing  projected. 

A  month  later,  faa  engineers  were 
still  waiting.  According  to  an  internal 
memo  dated  Apr.  10 — ^just  nine  days 
before  certification — the  faa  warned 
Boeing  that  the  plane  could  not  be  ap- 
proved without  such  data.  But  Boeing 
again  dismissed  the  demands.  "The 
analysis  and  data  provided  more  than 
substantiate  compliance,"  Boeing  re- 
sponded. "Therefore,  there  is  no  need 
for  additional  testing,  and  Boeing  has  no 
intention  of  doing  any  further  testing." 
"HARSH  RHETORIC."  McSweeney  de 
scribes  such  discussions  as  common.  "It's 
the  give-and-take  in  the  certification 
process  that  leads  to  the  safety  we  have 
today,"  he  says.  But  other  faa  officials 
argue  that  such  a  late,  heated  exchange 
is  unusual.  "There's  always  a  certain 
amount  of  disagreement,"  says  Jack  A. 
Sain,  who  retired  in  1993  as  the  man 
ager  of  the  faa's  North  East  propeller 
and  engine  dii'ectorate,  the  primary  unit 
responsible  for  engine  certifications.  "But 
generally,  a  certification  doesn't  degen- 
erate into  such  harsh  rhetoric." 

In  a  meeting  on  Apr.  12,  faa  engi- 
neers specified  several 
*♦  ^.  tests  Boeing  still  need- 
ed to  do  to  allay  its  con- 
cerns: The  faa  asked  for  a 
•plane  test"  in  the  air  to 
show  that  the  plane  could  continue  to 
function.  The  FAA  also  asked  Boeing  to 
do  a  flight-deck  simulation  using  the  ex 
pected  level  of  vibrations  over  an  ex- 
tended time  period,  to  show  that  pilots 
would  be  able  to  read  their  instraments 
And  they  asked  about  potential  for  in- 
juries to  passengers. 

Finally,  on  Apr.  13  and  14,  Boeing  sub- 
mitted additional  documentation.  In  re- 
sponse to  demands  for  a  full  plane  test, 
McSweeney  says  that  no  live  flight  test 
was  then  done.  Instead,  Boeing  submitted 
data  culled  from  1,000  previous  flight 
tests;  altogether,  Boeing  argued,  pilots 
had  flown  an  hour  under  heavy  vibra- 
tions with  no  difficulties.  However,  the 
accumulated  hoiu-  was  made  up  of  rough- 
ly 100  sepai'ate  incidents,  each  lasting  no 
more  than  30  seconds. 

As  for  a  flight-deck-simulator  test 
showing  that  pilots  and  other  crew 
members  would  be  able  to  perform, 
Boeing  cited  engineering  studies  that 
it  claimed  showed  that  the  vibrations 
would  be  similar  to  those  experienced 
on  a  747.  Boeing  also  submitted  a  re- 
port from  one  of  its  own  representa- 


58  BUSINESS  WEEK  /  JANUARY  29,  1996 


DEATH- Taxes.  Power  Problems. 

Manage  two  of  these  inevitable  facts  of  life  with  one  easy  investment 
Buy  an  APC  UPS  '  before  March  30th  and  get  TurboTax  FREE  \ 


'g      America-.  <0  Ba.t-S«llin9  Tax  Software 

^  MoTax 


c 


feck-UPS 
Pro 


APC 


If  you're  using  a  computer,  few 
things  are  more  certain  than  power 
problems.  If  you  haven't  lost  a  few 
hours  of  work  due  to  a  sudden 
blackout,  crashed  a  hard  drive  in  a 
brownout,  or  had  a  surge  toast  your 


modem,  you  will.  It's  almost  a  statistical  certainty. 


If  you're  breathing,  few  things  are  more  certain 
than  taxes.  Each  April  the  ultimate  deadline  looms, 
and  trying  to  explain  to  your 
friendly  IRS  agent  that  a 
power  sag  ate  your  tax 
return  could  produce  some 
dastardly  dividends. 


The  Easiest  Way 
to  Do  Your  Taxes 


Sized  for  a  typical  486/Penliiirti  system,  a  400 
Volt-Amp  unit  provides  msUnt  battery  back- 
up to  protect  against  dtila  loss  or  bard  drive 
damage  for  approximately  I  i  minutes. 
For  longer  runtime  opt  for  a  WOVA  mt}del. 
htber  way  you  can't  make  a  bad  cboice  with 
tin-  company  tbat  protects  more  PCs  tban  all 
otber  hramh  comhmed:  APC. 


$25,000  lifetime  proteLt 
protected  equipment. 


Best  of  all,  from  now  until  March  30,  you  can 
get  a  FREE  copy  of  Intuit's  award-winning 
TurboTax  when  you  purchase  an  APC  UPS 
400  Volt-Anips  or  higher. 

TurboTax  won  every  ma|or  award  given  to  tax 
preparation    software    in     1495.  TurboTax 


"Don't  take  chances.  Get  the 
ultimate  protect/on...froa1  apc." 
PC  World 


Now  you  can  provide 
the  world's  best  protection 
against  the  inevitable  blackout, 
brownout,  or  power  surge 
with  an  award-winning 
Uninterruptible  Power  Supply 
(UPS)  from  APC.  With  more  awards  than  all  other 
brands  combined,  APC  provides  the  most  reliable 
protection  you  can  buy.  Units  such  as  our  exciting 
new  Back-UPS  PRO  provide  complete  protection 
against  any  problem  your  computer  is  likely  to 
face — including  surges  on  your  modem  line — and 
are  backed  by  a  2-year  warranty  and  up  to  a 

Participating  locations: 


"...Should  be  standard 
equipment  on  every  desktop... 
effective,  affordable,  designed 
TO  LAST"  PC  Computing 


reviews  your  return  thoroughly 
double-checks  for  errors,  points 
out  missed  deductions,  and 
alerts  you  to  possible  audit 
flags.  Print  your  IRS  approved 
forms  right  from  your  printer, 
sign,  drop  in  the  mail,  and 
you're  done. 

Bn'lfii  This  tax  season  APC  and  Intuit 

give  you  unmatched  piece  of 
mind,  whether  you're  more 

concerned  about  Mother  Nature  or  Uncle  Sam. 

No  wonder  leading  vendors  and  discriminating 

users  demand  ProtectME!  with  APC. 

Ask  for  APC  today  and  take  the  anxiety  out  of  two 
of  life's  inescapable  certainties.  As  l^^or  the  thud 
inevitable.. .we're  still  working  on  a  solution. 


coMPm^  OfficeMax 


Office 

DEPOT.  Inc. 


STAPLES 


^Pkke 
Costco 


FREE* 

TurboTax 

en  you  purchase  an  APC 
UPS  product  of  400  Volt-Amps  or 
above  from  one  of  the  participating  locations 
listed  below  between  January  I  5  and  March 
30,  1996,  we'll  send  you  a  FREE  copy  of 
TurboTax*,  a  $39.'''  value. 

Just  fill  out  the  information  below  and  mail  along  with 
your  original  receipt  (original  coupons  only).  Include  a 
check  or  money  order  for  $6.95  (shipping  and  handling), 
payable  to  "Intuit". 

Mail  to:        TurboTax.  Dept.  S00449 
2650  East  Elvira  Road 
Suite  100 

Tucson,  AZ  85706-7180 


City   

Country  ^ 
E-Mail  _ 


State 

Phone 

Fax 


Zip 


This  is  my  first  contact  with  APC;     J  Yes 

I  am  an  End-User:     □  Home     □  Small  Office 

How  many  computers  at  your  location?  

Where  did  you  purchase  this  APC  product?   


□  No 

lJ  Corporate 


Please  check  one:   U  DOS      □  Windows       □  Mai 


AMERICAN  POWER  CONVERSION 

1-800-800-4APC 

NASDAQ:APCC 


Finance 


lives.  The  Boeing  rep  traveled  to  sev- 
eral flight  simulation  facilities  and  un- 
derwent vibration  tests  at  levels  that 
Boeing  claimed  "were  representative  of 
blade-out  windmilling  vibrations."  Af- 
ter its  own  rep  reported  that  he  had  no 
trouble  reading,  writing,  or  speaking 
during  the  vibrations,  Boeing  argued 
that  there  was  no  need  for  fuither  test- 
ing. As  for  passengers,  Boeing  again 
concluded  that,  under  the  worst  vibra- 
tion levels  it  estimated,  such  levels 
"would  not  cause  injuiy  to  passengers." 

Apparently,  that  was  enough  to  sat- 
isfy top  FAA  officials.  On  Apr.  18,  Ped- 
erson  agi'eed  that  Boeing  had  provided 
adequate  data.  The  next  day,  the  plane 
won  ceilification  on  schedule. 
NEW  RULES?  But  critics  within  the 
agency  say  the  tests  Boeing  submitted 
remained  far  below  the  standard  they 
had  demanded  for  more  than  a  year — 
and  did  little  to  allay  their  fears.  One 
FAA  inspector  closely  involved  in  the 
777  certification  dismisses  the  747  com- 
parison as  "apples  to  oranges."  He  and 
others  also  say  that  such  tests  do  not 
recreate  the  vibration  levels  pilots  would 
experience  over  a  lengthy  time  period. 
"Unless  you  put  a  dummy  in  a  seat  and 
shake  it  for  an  extended  period  of  time 
at  expected  levels,  you  haven't  proved  a 
thing,"  says  the  inspector 

McSweeney  defends  the  decision  to 
move  ahead  with  the  certification.  "[En- 
gine imbalance]  is  a  fau'ly  new  issue,"  he 
says.  "We're  all  learning  all  the  time." 
Indeed,  the  subject  has  become  one  of 
the  main  agenda  items  of  the  Aviation 
Rulemaking  Advisory  Committee 
(arac),  a  quasi-official  advisory  gi-oup 
of  aviation-industry  and  FAA  officials 
that  develops  new  airline  regulations. 
The  group  is  studying  possible  changes 
in  FAA  rules  needed  to  deal  with  the 
dangers  of  imbalance  typified  by  larger 
engines.  Numerous  arac  gi'oup  mem- 
bers acknowledge  that  cuiTent  I'egaila- 
tions — developed  in  the  1950s,  when  fan 
blades  were  far  smallei- — do  not  i-equu'e 
adequate  testing  for  large  engines.  "Im- 
balance is  more  of  an  issue  than  it  was 
in  the  past,"  says  LaiTy  Hanson,  man- 
ager of  loads  and  dynamics  for  (kilf- 
stream  Aerospace  Corp.  in  Savannah, 
Ga.  "We're  still  reviewing  what  the  re- 
quirements ought  to  be." 

The  faa's  McSweeney  agi'ees  there  is 
a  need  for  more  study.  "We  stalled  this 
debate;  we  wanted  this  debate,"  he  says. 
One  remedy  being  considered,  alongside  a 
ch'op  in  the  plane's  altitude:  requiring  ex- 
plosive bolts  to  be  installed,  so  that  in  an 
emergency  the  affected  engine  would  be 
blown  off  the  wing.  Until  these  safety 
issues  are  more  clearly  resolved,  that 
may  be  the  best  the  faa  has  to  offer. 

Bij  Christina  Del  Valle  and  Michael 
Schroeder  in  Washington 


INITIAL  PUBLIC  OFFERINGS 


MORE  INTERNET  IPOs 
ANYBODY? 

A  second  wave  is  coming,  but  investors  are  more  chary 


Behind  Howard  S.  Jonas'  scuffed 
metal  desk  is  a  poster  for  the 
movie  Field  of  Dreams — about  a 
man  who  builds  a  ball  field  in  the 
middle  of  nowhere  in  the  belief  that  "if 
you  build  it,  they  will  come."  Jonas  is 
chief  executive  of  idt  C0173.,  an  Internet 
company  in  Hackensack,  N.J.  Instead  of 
a  ballpai-k,  Jonas  is  pinning  liis  hopes  on 
the  vastnesses  of  the  Internet — and  an 
inch-tliick  document  on  his  desk.  It  is  an 
initial  public  offering  prospectus. 

Jonas  is  betting  investors  will  flock  to 
his  stock  offering — and  he's  not  alone. 
Yep,  they're  back.  Internet  IPOS,  the 
fuel  that  stoked  the  fii'ed-up  stock  mar- 
ket of  1995,  are  about  to  make  another 
charge  thi-ough  Wall  Street,  despite  the 
recent  poor  perfoiTnance  of  Net  stocks. 
The  Interactive  WrfA--American  Stock 
Exchange  Internet  index,  which  gained 
some  180%  in  1995,  has  declined  10% 
since  its  peak  in  early  December  as  in- 
vestors began  to  focus  on  superliigh  val- 
uations— and  mounting  competition — 
among  such  hot  Net  stocks  as  Netscape 
Communications,  Netcom  Online  Com- 
munication Services,  and  psiNet. 

But  even  as  share  prices  soften,  the 
dealmaking  continues  to  be  intense — 
and  the  effect  will  be  seen  on  the  Street 
in  coming  weeks  and 
months.  The  new  crop  of 
stock  issuers  include  Jonas' 
IDT,  an  Internet  services 
provider  and  discount  tele- 
phone company;  CyberCash 
Inc.,  which  provides  seciuity 
for  online  transactions;  Rap- 
tor Systems,  a  maker  of 
antihacker  software;  and 
VocalTec  Ltd.,  an  Israeli 
company  that  is  jMoneering 
in  the  potentially  explosive 
field  of  voice  commimications 
over  the  Net. 

All  have  registered  ipos 
with  the  Securities  &  Ex- 
change Commission  in  re- 
cent weeks,  and  others  are 
expected  to  join  them  soon. 
The  fate  of  these  IPOs,  how- 


ever, is  far  from  certain.  They  stand  a 
good  chance  of  being  rejected  by  an  in 
creasingiy  chary  market  that  is  unlikely 
to  produce  another  Netscape — which 
went  public  at  28  in  August  and  hit  171 
in  early  December  before  falhng  to  140 
or  so.  Even  worse  declines  were  suf- 
fered by  Netcom,  uunet,  and  other  In- 
ternet service  providers — companiesL 
that  hook  people  up  to  the  Net 
HUMMING.  The  seivice 
providers  are  easily 
the  most  competitive 
sector  of  the  Internet 
business,  with  hun- 
dreds going  head-to- 
head  nationwide.  But 
that  has  hardly  dis- 
couraged investment 
bankers  such  as 
Cowen  &  Co.,  which  is 
bringing  IDT  public, 
Hambrecht  &  Quist, 
Montgomery  Securities, 
and  Morgan  Stanley,  all 
of  which  are  actively 
comling  Net  companies. 
Yahoo!  Corp., 
which  publishes 
an  online  guide  to 
Web  sites,  is  one 


The  action-and 
competition-is 
hottest  among 
Internet  service 
providers,  which 
are  in  need 
of  big  bucks  for 
expansion 
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the  companies  that  is  be- 
jved  to  be  heading  toward  a 
ock  offering,  and  so  is  Lycos 
ic,  a  Web-page  search  service 
id  subsidiaiy  of  cmv,  Infomna- 
on  Services.  "Everybody 
ants  to  give  you  money,"  says 
ill  Pendley,  chief  financial  offi- 
!r  of  Digital  Express  Group,  a 
-ivately  held  internet  provider 

Beltsville,  Md. 


ANOTHER  NETSCAPE?  PROBABLY  NOT.  BUT. 


g  up  despite  the  malaise 
nong  Net  stocks?  Some  of  it 
,  of  course,  old-fashioned  transaction 
inger  among  investment  bankers.  The 
itemet  ipos  were  among  the  most  suc- 
issful  stock  offerings  in  recent  histoiy, 
terms  of  both  commissions  and  af- 
■rmarket  performance.  And  there  is  a 
)rresponding  hunger  for  capital  among 
et  service  providers,  which  are  gi-ow- 
g  at  an  astounding  rate.  According  to 
"organ  Stanley  &  Co.,  the  number  of 
istomers  of  the  Internet-only  services 
IS  grown  nearh  sixfold — from  92,000 


COMPANY 

UNDERWRITER 

DESCRIPTION 

C/NET  INC. 

N.  A. 

Easiest  way  to  get  shareware  over  the  Net 

CYBERCASH 

Hambrecht  &  Quist 

Pioneer  in  making  the  Net  a  global  shopping  mall 

IDT  CORP. 

Cowen  &  Co. 

Telephone  upstart  turned  Internet  provider 

RAPTOR  SYSTEMS 

Montgomery  Securities 

Designs  software  to  make  the  Net  more  secure 

VOCALTEC  LTD. 

Hambrecht  &  Quist 

Pioneering  voice  communication  over  the  Net 

YAHOO!  CORP 

N.  A. 

The  Internet's  best-known  indexing  service 
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to  523,000 — in  just  the  past  year  or  so. 
Most  Net  providers  have  raised  capital 
mainly  through  bank  borrowing  and 
ventui'e  capital.  Digital  Express,  for  ex- 
ample, has  gotten  funding  from  Ven- 
rock  Enterprises — the  Rockefeller  fam- 
ily's venture-capital  outfit — while  idt 
drew  the  interest,  and  cash,  of  money 
manager  Mario  Gabelli. 

A  good  example  of  the  evolution  of 
these  companies  is  provided  by  idt, 
which  plans  to  sell  4.6  million  shares 
and  raise  $40  million  or  so  in-  its  IPO.  idt 
is  a  comparative  old-timer  in  a  business 
where  companies  often  have  a  year  or 
less  of  operating  history,  idt,  which 
stands  for  International  Discount 
Telecommunications,  began  life  five 
years  ago  in  a  fonner  funeral  home  in 
the  East  Bronx,  offering  discount  trans- 
Atlantic  tele- 
phone ser- 
vice. Jonas 
moved  to 
Hackensack 
in  1992  and 
was  one  of 
the  first  In- 
ternet-only 
service  pro- 
viders. The  39-year-old,  sneaker- 
clad  Jonas  claims  some  50,000 
customers  nationwide — which 
would  make  his  company 
about  as  big  as  PSINet  and 
about  a  fifth  the  size  of 
Netcom. 

IDT  still  gets  about 
two-thirds  of  its  $40  mil- 
lion   annual  revenues 
ft'om  its  phone  business, 
but  it  is  the  Internet  that 
is  the  biggest  source  of 
potential  gTowth — and  ex- 
pense. Expansion  is  the 
strategy  of  aggi'essive 
Net   operators  like 
Jonas,  and  it  is  ex- 
pensive. Each  ac- 
count   brings  in 
about  $30  a  month, 
and  it  can  vanish  like 
the     wind — Internet 
customers  are  noto- 
riously fickle. 


Jonas  notes  that  it  costs  him  some  $150 
to  take  on  a  new  account — half  in  mar- 
keting expenses,  half  in  new  equipment. 
For  example,  a  lugh-gTade  modem,  cost- 
ing upwards  of  $400,  must  be  bought 
for  eveiy  15  new  clients.  So  if  idt  were 
to  expand  by,  say,  20,000  new  clients,  it 
would  recjuire  some  $3  million — and  that 
would  have  to  come  from  somewhere. 
"In  a  way,  Wall  Street  determines  who 
will  be  the  big  players,"  Jonas  says. 
SEARCH  AND  DEPLOY.  One  Internet 
company  itching  to  become  a  big  player 
is  San  Francisco-based  c/net  Inc.  That's 
c  as  in  "content" — which  is  what  dis- 
tinguishes it  from  other  Internet  ven- 
tures that  have  gone  pubhc.  The  three- 
year-old  company's  game  plan  is  to 
provide  a  Web  page  that  people  even- 
tually will  pay  for — either  as  subscribers 
or  advertisers,  c/net  is  headed  by  two 
former  college  roommates,  ceo  Halsey 
Minor  and  cfo  Shelby  Bonnie,  who  was 
managing  director  of  the  Lynx  Part- 
ners venture  capital  fimd  at  Tiger  Man- 
agement Corp.,  headed  by  famed  in- 
vestor Julian  H.  Robertson  Jr.  c/net 
hosts  a  show  about  the  Inteniet  on  the 
USA  cable  network,  and  its  seven-month- 
old  Web  site  provides,  among  other 
things,  an  easy  method  of  searching  foi- 
and  downloading  thousands  of  share- 
ware files — free  or  low-cost  software — 
scattered  ai'ountl  the  world  but  accessi- 
ble via  the  Internet.  A  c/net  official  says 
talks  have  been  held  with  Morgan  Stan- 
ley, though  Bonnie  says  there  are  "no 
current  plans  to  go  public." 

If  c/net  stays  private,  and  some  other 
IPO  plans  fall  tlu'ough,  it  will  be  good  for 
the  sm'vivors.  "If  you  get  too  many  of 
these  Internet  IPGs,  you  could  saturate 
the  industry,"  observes  Atthur  Bonnel, 
portfolio  manager  of  the  Bonnel  Gi-owi;h 
Fund.  That  would  add  to  the  downward 
pressure  on  Internet  stocks. 

Jonas  has  another  poster  behind  his 
desk:  Mcui  of  La  Mancha.  Is  Jonas  tilt- 
ing at  windmills — or  will  investors  flock 
to  IDT  as  they  did  to  Netscape  and  Net- 
com? Investors  have  short  memories — 
and  for  the  ones  who  bought  Internet 
stocks  at  their  dizzying  highs,  they  are 
crummy  memories  indeed. 

Bij  Gary  Weiss  in  New  York 
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INVESTMENT  FUNDS  

A  HIGH-WIRE  ACT 
IN  HIGH  TEGH 

Amerindo's  bet  in  cutting-edge  companies  is  paying  off  big 

When  a  blizzai'd  of  selling  in  tech- 
nology stocks  led  the  market 
shai-])ly  downwai'd  in  early  Janu- 
ary, Alberto  W.  Vilar,  president  of  San 
Francisco-based  Amerindo  Investment 
Advisors  Inc.,  barely  flinched. 

"It's  no  fun  to  see  your  stocks  get 
clobbered,"  says  Vilar,  whose  fo-m,  with 
about  $2.5  billion  in  assets  under  man- 
agement, is  one  of  a  few  major  U.  S. 
money-management  eoncenis  that  invests 
exclusively  in  specialized  emerging-tech- 
nology issues.  But  Vilar,  55,  had  seen  it 
all  before.  As  Fidelity  Investments  and 
other  institutional  investors  were  paring 
their  high-tech  holdings,  Amerindo  went 
shopping — as  it  has  done  fi-equently  since 
its  founding  in  1980.  "Con-ections  ai'e  a 
way  of  life,"  Vilar  says.  "We  were  out 
there  with  our  basket  when  these  tilings 
were  being  tossed  out." 
EARLY  TRACKING.  This  aggi-essive  strat- 
egy is  not  for  the  faint  of  heart.  But  for- 
Amerindo,  it  has  paid  off  handsomely: 
With  a  return  of  91.2%  for  1995,  based 
on  holdings  at  the  end  of  the  thii-d  quar- 
ter, Amerindo  ranked  fii-st  among  818 
U.S.  money  managers,  according  to 
Thomson  Investment  Software,  a  port- 
folio-performance information  service. 


RELIGIOUS  ZEAL:  Vilar  love.s 

It  also  ranked  seventh  out  of  563  man- 
agers for  the  last  three  yeai's  with  an 
annualized  return  of  42%.  "These  guys 
have  been  outstanding  in  their  re- 
search," says  Marty  B.  Tolep,  a  senior 
vice-president  of  Smith  Affiliated  Capi- 
tal Corp.,  a  fi.xed-income  management 
ftrm,  and  fomier  pension-fund  manager 
at  Woolworth  Corp.,  an  Amerindo  client. 


Amerindo's  faith  in  technology  gen- 
erally and  the  long-term  potential  oi 
the  Internet  in  particular  is  almost  reli- 
gious. Most  of  Amerindo's  portfolio  is 
invested  in  biotech,  telecommunications 
■and  software  issues,  many  of  them  mak- 
ers of  networking  and  Internet  soft- 
ware. He  is  the  biggest  public  share- 
holder of  Netscape  Communications 
Corp.  and  holds  large  stakes  in  Ciscc 
Systems,  Ascend  Communications,  Fort 
Systems,  PsiNet,  Premisys  Communi- 
cations, and  America  Online. 

Amerindo  starts  tracking  hot  tech 
nology  companies  years  before  they  gc 
pubhc.  The  firm's  seven  analysts,  most 
of  whom  have  advanced  degi'ees  in  en- 
gineering and  science,  focus  on  compa- 
nies financed  by  top  venture-capita 
fiiTOS  such  as  Institutional  Venture  Part- 
ners, Mayfield  Fund,  and  Sequoia  Capi 
tal.  He  also  tends  to  buy  initial  publi( 
offerings  undei-wTitten  by  a  select  fi'a 
ternity  of  investment  banks,  notablj 
Morgan  Stanley,  Hambrecht  &  Quist 
and  Robertson  Stephens.  In  years  o: 
buying  newly  public  companies,  he  hat 
found  that  if  Wall  Street's  earnings  es- 
timates before  a  company  goes  public 
exceed  its  performance  in  its  fii-st  few 
public  quarters,  chances  are  its  shar* 
price  won't  rise  any  ftulher 

Vilar  isn't  worried  about  technologj 
issues  plateauing  soon.  One  indicator  h( 
watches  is  the  price-earnings  ratio  o 
the  benchmark  T.  Rowe  Price  New  En 
Fund  compared  with  the  p-e  of  the  s&i 
500  index.  When  it  hits  2.0,  technolog;\ 
stocks  tend  to  be  ftilly  valued,  VUar  saysj 
At  the  cuiTent  1.5  level,  he  says,  there '^ 
still  a  lot  more  money  to  be  made. 

By  Phillip  L.  Zweig  in  New  Yori 


MUTUAL  FUNDS 

IS  MIKE  PRICE 
GASHING  OUT? 

The  buzz:  He  wants  to  go  from 
funds  to  direct  investments 

Superstar  Michael  F.  Price  may  be 
looking  to  exit  the  mutual-fund 
business.  Investment  banking 
sources  say  Price  has  hired  Goldman, 
Sachs  &  Co.  to  find  a  buyer  for  his  finri, 
Heine  Securities  Corp.,  parent  of  the 
$13  billion  Mutual  Series  Funds.  Price 
declined  to  comment,  as  did  Goldman. 

But  several  bankers  who  work  with 
financial  companies  say  Heine  Securi- 
ties is  on  the  block.  The  word  is  that 


Price,  44,  wants  his  money  out  so  he 
can  personally  make  investments  that 
rattle  stodgy  companies.  His  most  re- 
cent success:  Chase  Manhattan  Corp. 
Last  spring.  Price's  funds  acquired  a 
6.1%  stake  in  Chase  and  prodded  the 
company  into  a  merger  with  Chemical 
Banking  Corp.  So  far,  his  funds  have 
earned  more  than  $300  million  on  Chase 
alone.  Such  investing  has  logged  supe- 
rioi'  results.  For  the  5-  and  10-year  pe- 
riods ending  Dec.  31,  Price's  returns  are 
in  the  top  10%  of  all  funds. 

Heine's  revenues  come 
mainly  from  fund  advisory 
fees,  which  could  run  as  high 
as  $80  million  this  year.  A. 
Michael  Lipper  of  Lipper  An- 
alytical Services  Inc.  says  that 
based  on  revenues,  Price's 
price  could  be  well  in  excess  of 
$100  million — perhaps  moi  i 
than  $200  million  if  the  pay- 


PRICE:  Logging  in 
top  retu-Dfs 
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ment  is  stretched  out  over  a  numbei 
of  years,  tied  to  performance  incentives 
and  revenue  growth.  Several  invest 
ment  bankers  think  Heine  could  fetcl 
50%  to  100%  more. 

Price  may  have  a  hard  time  getting 
out  the  door.  His  eclectic  investmen 
style,  which  includes  investing  in  bank 
ruptcies  and  mergers,  is  hard  to  dupli 
cate.  Price  has  a  strong  research  tean 
in  his  Short  Hills  (N.J.)  headquarters 
but  it  isn't  certain  if  the  results  wouk 

  be  the  same  without  him 

Worse  yet,  shai'eholders  inigh 
bolt  if  Price  leaves.  Says  om 
banker:  "I'm  not  sure  yo\ 
could  get  top  dollar  for  thi 
fimds  unless  Mike  Price  signec 
a  very  long  contract  to  man 
age  the  funds." 

By  Jeffrey  M.  Laderman 
with  Kelley  Holland,  in  Nei 
York 
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rian  Allen  just  received 


message  and  returned  it 


i  g  h t  f  ro  m  h  i  s  S  kyTe  I  2 -  Way 


ager,  all  before  it  was  his  turn  to  putt. 


Introducing  Sky  Tel  2-Way  Paging. 

The  only  paging  system  with  Guaranteed  Delivery  "  so 
you're  always  sure  that  your  messages  arrive.  It  also 
lets  you  reply  to  messages  directly 
from  your  pager  If  your  pager  can't 
do  that,  call  us  at 
800-798-6927  Sl<KTel2W 


How  The  World  Slays  In  Touch" 


1800  798  6927 
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INTEREST  RATES 


THIS  SURE  THING  ISN'T  SO 
SURE  ANYMORE 

A  yield  play  may  come  undone 


Ci 


lould  Wall  Street's  hedge  funds 
.spoil  the  party  in  the  U.S. 
bond  market?  A  growing 
number  of  experts  fear  it's  pos- 
sible. The  trigger:  a  wildly  pop- 
ular* arbitrage  trading  strategy' 
involving  Japanese  and  U.  S. 
securities. 

The  risky  play  was  inspired 
last  Septembei",  when  the  Bank 
of  Japan  halved  short-term 
interest  rates  to  just  0.5%  to 
boost  the  country's  economy 
and  its  crippled  banks.  Officials 
hoped  bankers  would  invest 
their  low-interest  loans  in  U.  S 
Ti-easuries  yielding  5%  to  6% 
The  iinplicit  understanding:  Tlie 
central  bank  would  minimize 
cuiTency  svrings  that  could  low- 
er the  return. 

Japan's  banks  remained 
skeptical.  Wliile  they  profited 
fi'om  the  wider  yield  spread  at 

home  between  short-term  bills  51  j?  i 

and  long-term  bonds,  they  Way,  says  ORe  lunQ  manager 

largely  have  shunned  U.  S. 


DELICATE  BALANCE 


"If  the  budget 
negotiations  collapse,  get  out  of  the 


Tr-easuries.  But  hedge  fund  managers 
just  loved  the  play.  Such  leading  money- 
men  as  George  Soros,  Julian  Robert- 
son, Paul  Tudor  Jones,  and  John  M. 
Meriwether  are  th(jught  to  have  plowed 
their  yen  borrowings  into  U.  S.  Ti'eas- 
uiies,  primarily  2-  to  10-year  bonds  then 
yielding  from  ".5.6%  to  5.95%. 
SEVEN-YEAR  HITCH.  The  strategy  is 
woi'king  beautifully  so  far.  The  U.  S. 
bond  mai-ket  has  rallied,  increasing  the 
value  of  the  hedge  fimds'  holdings.  Also, 
the  dollar  is  fliiting  with  106  yen,  up 
fi"om  101  in  Septembei'.  And  the  yield 
spread  is  still  around  four  percentage 
points.  By  leveraging  as  much  as  100% 
of  the  trade  and  not  hedging  against 
cuiTency  risk,  the  fimds  are  believed  to 
be  reaping  30%<  to  60%  annualized  re- 
turns. "This  trade  is  a  good  dfal  as  long 
as  you  beheve  Japan  is  not  going  to 
tighten  [credit]  anytime  soon,"  says  one 
fund  manager. 

But  their  gamble  could  backfii-e.  For 
one  thing,  a  critical  assumption  behind 
the  strategy — that  Congress  and  the 
Wliite  House  vrill  agree  to  balance  the 


budget  in  seven  years — now  looks  di- 
cey. Some  cun-ency  traders  worry  that 
if  the  budget  talks  collapse,  the  dollar 
might  fall  as  much  as  10%  against  the 
yen.  At  that  jjoint,  the  highly  leveraged 
fimds  would  have  to  repay  the  yen  they 
boi-rowed  to  buy  Treasuries  with.  The 
result  could  be  a  nish  for  the  exits  as 
traders  dump  Ti'easuries  to  meet  their 
margin  requii'ements.  "If  the  budget  ne- 
gotiations collapse,  get  out  of  the  way," 
wai'ns  Daniel  J.  Fuss,  ^n^^^^^ 
head  of  fixed  income 
at  Boston-based  Loo- 
mis,  Sayles  &  Co. 
Some  funds  are  al- 
ready rumored  to  be 
frantically  trying  to 
unwind  theii"  Ti"easuiy 
holdings. 

The  U.  S.  budget  is 
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THE  BET 

•  Investors  borrow  in  the  Japanese 
money  market,  at  interest  rates  less 
than  0.5%.  They  then  buy  U.  S.  Trea- 
suries, yielding  near  6%. 

•They  heighten  their  gains  by 

leveraging  their  accounts — 

^  ^,       ,         ^          buying  Treasuries  on  margin.  ,       ,    , , 

not  the  only  gi-eat  un-   _   abniptly,  the  gamblers 

•They  don't  hedge  against 
currency  risk. 

•As  long  as  rates  and  currencies 
remain  stable,  the  spread  gives 
investors  up  to  60%  returns. 

DATA:  BUSINESS  WEEK 


to.  If  a  proposed  bailout  plan  for  the 
troubled  housing-loan  companies  un 
ravels,  says  Soros,  "you  would  be  back 
to  a  crisis  situation  in  Japan."  The  long- 
awaited  economic  recovery  could  be 
choked  off  for  lack  of  credit.  That 
would  stifle  imports,  diive  Japan's  trade 
surplus  back  up,  and  push  the  yen 
higher  again. 

Alternatively,  Japan's  cheap-money 
strategy  could  revive  the  economy 
sooner  than  the  hedge  funds  expect, 
In  that  case,  the  Bank  of  Japar 
^  would  have  to  raise  rates  to  pre- 
vent a  surge  in  speculative  ac- 
tivity. It  wouldn't  be  the  first 
time  fund  m_anagers  got 
burned  by  a  monetary  about- 
face.  In  "1992-93.  when  the 
Federal  Reserve  kept  rates 
on  overnight  loans  at  3% 
hedge  fluids  made  bilhons  bor- 
rowing short-term  and  invest 
ing  in  long-term  bonds.  But 
in  early  1994,  the  Fed  began 
raising  short-tenn  rates,  tight- 
ening all  year  until  they  hit 
6%.  Many  hedge  funds,  caught 
off  guard  by  the  Fed  move 
absorbed  huge  losses  and  had 
to  dump  Ti'easuries  to  make 
themselves  whole.  The  result: 
a  bond-market  tailspin  unseen 
since  the  1920s,  as  funds  sold 
off  Ti-easuries  in  droves. 

How  much  is  riding  on  the 
dollar-yen  bet?  Exact  figures 
are  hard  to  come  by  because 
many  hedge  funds  bought 
swap  and  repiu'chase  agreements,  which 
don't  show  up  in  government  capital 
flow  reports,  rather  than  the  underlying 
securities.  But  market  pros  estimate 
that  the  combined  exposure  could  top 
$70  bilhon.  Ronald  Bevacqua,  economist 
at  Merrill  Lynch  &  Co.  in  Tokyo,  say 
that  yen-denominated  borrovring  froir 
abroad  jumped  by  more  than  30%  froir 
the  thii-d  quarter  of  1994  to  the  third 
quarter  of  1995,  when  Japanese  short 
term  rates  fell. 

For  now,  the  yen- 
dollar  arbitrage  looks 
like  a  sure  thing.  But 
that's  often  a  sigr 
that  the  easy  money 
has  been  made.  If  ei- 
ther the  U.  S.  govern- 
ment or  Bank  of  Ja 
pan  changes  course 


known.  Japan's  bank- 
ing crisis  is  now  the 
problem  of  newly  ap- 
pointed Prime  Minis- 
ter Ryutaro  Hashimo- 


may  have  to  fold  theii 
cards. 

By  Dean  Foust  ir, 
Washington,  with  Bri 
an  Bremner  in  Tokyo 


GET  PENTIUM 


Satellite  Pro 


Pentium"  Power: 

The  su|X'r-qiiii:k  Pentium  pnicessoris 
designed  specirically  tor  niitebnoks  and  is  engineered  to 
pertorm  91%  taster  than  75MHz  hitel  DX4 '  prcKessors. 


GET  CD-ROM. 


CD-ROM  to  Go: 

The  power  ot  multimedia  is  all  packed  up  and 
ready  to  go.  Tlie  Satellite  Pro  400Cr)T  comes  with  an 
integrated,  modular  Quad-Speed  CD-ROM  dri\'e  that  you 
Gin  swap  with  the  floppy  dnve  in  secondst  Or  plug  in  the 
floppy  dri\  e  externally  and  use  both. 


GET  GOING. 


In  Touch  with  Tomorrow 

TOSHIBA 

Toshiba.  The  World's  Best  Selling  Portable  Computers. 


The  New 
Satellite  Pro 
with  Modular 

CD-ROM. 


Lithium  Ion  Battery: 

Tosliiki's  luns-lite  Lithium 
Icin  IxiiUiv  pii        many  liuurs 
i4  pii«\  r  u'hiii-  ymi  travel. 


Enhanced  Port  Replicator: 

Ni  'u  \i  ai  niilv  net\l  one 
a  iiiipiitrr.  The  new,  i  iptiniial 

Enli,iiin.J  I'orr  Rcplk.irnr 
pniMiifv  r\\,iT\|\  111  P( '  Card 
^l  )t^.  .iikI  ali<  •«  ~  I  Mic-^icp 
II  aiiu-Lti.  Ill  r.  I  \  i  II  ir 


Buiit-in  Power  Supply: 

,A  hnilt-in  ptnivr  ^iipplv  means 

\i  111  ill  ai'r  li.i'  I  ii  1 1  ,irrv  .1  hulkv 
I  Meinal  At  .ulaprer. 
Tills  .slim  pi  iwer  curd  is  all  ynu  need. 

FEATURES; 
400CDT: 

•  10.4"  Jia.  color  .letlvc  matnx  display 

•  IntesrareJ  moeiular  QuaJ-SpecJ  C[)-ROM 

•  Modular  3.5"  FDD  included 

400CS*: 

•  10.4"  dia.  color  dual-scan  di.splay 

•  Inrei^rated  modular  3.5"  FDD 

•  Opni.n  il  niMjiiljrQu,id-Speed CD-ROM 

BOTH  MODELS: 

•  75MH:I\  n.nini  pn  m  ssi  ir  (Z.Qv) 

•  Supports  24  t  II  rnii  ^I'liir 
(16.7  million  colors) 

•  810  Milium  Bvtes  (=772MB)  HDD 

•  8MR  EPt^  RAM  ex-p  .ndahle  to  40MB 
.  \  |  I 

.  T,  :  .rs 

(r«.i  I'.ii  I   I,|-ielll) 

•  Plu'„'  and  Play  connectivity 

•  Sound  Blaster  Pro  compatible, 
.WAV  and  MUM  .sound  .support 

•  AccuPoint  "  integrated 
pomrin^  de\'ice 

•  Toll-free  Technical  Suppt>rt  — 
7  days  a  week, 

24  hours  a  day 


.MCROSOfT. 

WINtXWS. 


Pentium* 

Ipbocessor 


Call  1-800-457-7777 
for  more  information  or  a 
dealer  near  you. 


All  specifications  and  availability  are  subject  to  change  tAOOCS  comes  with  the  modulai  FDD  only  A  Quad-Speed  CD-ROM  is  available  as  an  optional  upgrade  *The  400CS  is  sold  at  selected  retailers  as  the  405CS  vwlh  additional 
I  pre-installed  software  ®  1995  Toshiba  America  Information  Systems,  Inc  All  products  indicated  by  trademark  symbols  are  trademarked  and/or  legistered  by  their  respective  companies  The  Intel  Inside  logo  is  a  trademark  of  Intel  Corporatioi 


Finance 


INVESTING 


WE  ONLY  TAKE  MONEY 

WITH  BRAINS  ATTACHED  TO  IT' 

Broker  Steven  Abernathy  gets  ideas  from  MDs,  not  MBAs 

When  Steven  H. 
Abei-nathy  talk^ 
about  interac- 
tive investing,  those 
who  knew  him  in  his 
forinei"  career  might 
flinch.  But  the  boxer- 
ttu-ned-broker"s  idea  of 
a  useful  contact  has 
changed  dramatically 
since  the  early  19M)s. 

Rather  than  relish- 
ing a  good  right  jab, 
the  contact  he  now 
values  is  bouncing 
ideas  off  the  health- 
care and  technology 
professionals  that  in- 
vest in  the  Steven 
Abernathy  Group,  a 
private  client  gToup  at 
Manhattan-based  in- 
vestment ftrm  Cowi  ■ 
&  Co.  He  credits  hi- 
stable  of  doctors  and  abernathy  &  leeT:  Their  five-year  return  is  more  than 
technology'  execs  with  double  that  oj\lirersified  health  and  tech  mutual  funds 
providing  an  infonna- 
tion  edge  that  helped  his  aggressive  ac- 
counts rack  up  a  45^f-plus  return  in 
1995  and  an  annual  compound  return  of 
about  6r)'"c  over  the  past  five  years. 
SOUNDING  BOARDS.  But  while  most 
money  managers  consider  themselves 
the  pros  and  care  little  about  the  ex- 
pertise of  their  clients,  Abernathy  and 
his  colleague.  Gaiy  Leet,  take  a  differ- 
ent approach.  They  say  they  will  not 
manage  someone's  money  unless  that 
per-son  can  he  helpful  in,  say,  evaluating 
medical  devices  or  new  software  being 
developed  by  companies  that  are  not 
hea\Tly  followed  by  the  Street.  "We  only 
take  money  with  brains  attached  to  it." 
says  Leet.  Clients  act  as  sounding 
boards,  he  says,  providing  information 
on  trends  and  products  that  ma\'  lead  to 
investments.  The  group  manages  S90 
million  for  110  accounts. 

With  annual  total  returns  ranging 
from  l-il:29c  in  1993  to  -^.S^i-  in  1994, 
and  holdings  of  just  8  to  12  stocks, 
Abernathy 's  gi'owlh  style  is  risky.  He 
doesn't  believe  divei-sification  is  the  best 
\va\'  to  lower  risk.  "The  most  effective 


way  to  reduce  risk  is  to  increase  infor- 
mation." he  says.  And  he  feels  he  has 
the  best  infoiTnation  available.  Whether 
it's  because  of  superior  infoirnation  or 
some  other  factor,  his  five-year  record 
even  outshines  the  28A'^c  average  five- 
year  i-etm-n  for  the  diversified  technolo- 
gy fimds  tracked  by  Momingstar  Inc. 

AbeiTiathy  says  he  is  a  long-temi  in- 
vestor, but  he  had  some  good  short- 

AN  Rx  FOR  RETURNS 


1.000 


GROWTH  IN  VALUE  OF 
STEVEN  ABERNATHY  GROUP'S 
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term  wins  last  year:  managed  health- 
care company  Pacificare  Health  Sys 
terns,  which  he  bought  as  it  rose  fi'on 
53  to  62  and  then  sold  fotu'  months  lat 
er  at  prices  ranging  from  79  to  85 
Respu-onics,  a  maker  of  medical  de\ices 
which  he  purchased  at  prices  fi-om  9  t( 
13  and  which  closed  1995  at  21;  and  Ge- 
netics Institute,  bought  ai'ound  38  anc 
sold  two  months  later  at  about  50. 

Abernathy  and  Leet  say  infoiTnatior 
fi'om  then-  clients  sometimes  helps  then 
avoid  losing  money.  Abemathy  thought ; 
laparoscopic  sm-gery  device  that  U.  S 
Surgical  Corp.  made  could  be  a  wirmer 
But  after  speaking  to  clients  such  a; 
siu'geon  John  Reeder  he  discovered  thai 
U.  S.  Surgical's  pricing  was  being  un 
dercut.  Instead  of  then-  competitor  cut 
ting  the  price  of  a  similai"  device,  how 
ever,  it  was  discoimting  items  that  wen 
bundled  with  the  de\ice  and  sold  to  hos 
pitals.  That  made  the  competitor's  in 
roads  harder  to  spot.  "That  infoirnatioi 
stopped  us  from  making  a  terribly  cost 
ly  error,"  says  Abernathy. 
BONING  UP.  More  recently,  an  orthopedi( 
surgeon  gave  Abemathy  an  idea.  Th( 
stu-geon  was  talking  about  osteoporosis 
and  mentioned  a  new  ch'ug  that  adds 
density  to  bones.  He  added  that  there 
are  ways  to  test  bone  density,  but  that  - 
the  testing  has  not  been  widely  used 
since  there  was  no  real  way  to  treat 
the  disease.  With  the  new  dmg  coming 
out.  "we  thought — what  companies  are 
the  best  at  testing  bone  density'?,"  says 
Abemathy.  "There  are  some  vei'y  good 
yoimg  companies  that  could  make  a  ton 
of  money."  Abemathy  will  not  divulge 
company  names  because  he  has  not  yet 
decided  where  to  invest. 

His  clients  didn't  help  him  avoid  a  dis- 
mal retiUTi  in  MU.  That  yeta-.  he  shorted 
semiconductor  stocks.  But  instead  of 
stock  prices  falling,  prices  rose  and 
played  a  big  role  in  the  yeai*'s  6.3%  loss 

Now.  Abemathy  is  again  looking  at 
semiconductors — betting  that  stock 
prices  will  iTse.  But  here  he  is  relying  on 
the  reseai'ch  of  his  fiiTn.  Cowen  &  Co. 
not  on  chents.  "Applied  Materials  Inc.  is 
being  wrongly  slammed."  he  says,  having 
fallen  almost  40"^  in  six  months.  He 
thinks  semiconductor  demand  will  be 
stronger  than  expected.  Another  pick: 
Abbott  Laboratories,  which  Abemathy 
says  is  a  good  value  at  38  <i.  He  still 
likes  Respii-onics — despite  its  big  gain 

Abemathy  has  an  impressive  record, 
but  the  bull  market  must  get  a  lot  of 
the  credit.  And  with  tech  stocks  stalling 
1996  on  a  sour  note,  Abernathy  will 
have  to  make  all  the  light  moves  in  or- 
der to  avoid  the  market's  blows. 

By  Suzanne  Woolley  in  Xew  York 
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lOHN  BL'CKLhY  AND  LARRY  CANCIU)  FRdM  IHt  BOSLOX  RID  „,;;,  RICH  Rt)Pl  R  hROM  ARAMARK 


^THANKS     TO     ARAMARK     OUR      FANS      CAN      NOW  HAVE 

A  NICE  BOWL  OF 

NEW     ENGLAND     CLAM     CHOWDER     WITH  THEIR 

GREEN  MONSTER. 


"We  wanted  the  whole  experienee  to  be  like  the  park  itself.  It's  been  ealled  a  shrine  to  the  ^anie  oj  baseball. 
\nd  it  IS  absolutely  New  England,"  lohn  Buekley  of  the  Boston  Red  Sox  reealled.  john  added.  "The  food  had  to 
'nhanee  the  experienee.  That's  all  we  said.  'That  was  our  direetion.  And  they  took  off  from  there.  Before  we  knew 
t,  we  were  all  talking  one-on-oiie  with  loyal  Red  Sox  fans.  A  ton  of  ideas  followed.  Mew  ways  of  doing  things. 
We  were  grilling  eliieken  and  selling  it  all.  'The  ehowder  was  reeeiving  rave  reviews.  And  all  of  it  -  every  idea  they 
had  -  fit  perfeetly  at  Tenway."  At  ARAMARK,  we  believe  pre-paekaged  solutions  would  be  fine  if  there  were  sueh 
!  thing  as  pre-paekaged  problems.  Instead,  we  learn  our  partners'  business.  And  we  help  them  pursue  their 
ireains  and  goals  with  an  attitude  absent  of  limits.  It's  moved  john  to  also  say,  "Last  year  lliey  helped  us  inerease 
sales  by  17%.  Seeond  in  the  league.  But  all  ihey  ean  say  is,  'Wait  'til  next  year.'"  JJ^^^ AR/^l^^AJ^l^ 

OF  COURSE  THERES  MORE  TO  TELL  ABOLT  LNLIMILED  PARTNERSHIP  PLEASE  CALL  1 -800- A  R  AM  A  R  K.  Managed  Services,  Managed  Bell  er. 


Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

BRIGHT  VISTAS  AT 
GREY  ADVERTISING 


You  might  think  a  stock  neiuing  200  a 
share  was  a  hot  Internet  IPO.  This 
one  isn't.  Grey  Advertising  (grey)  is  a 
big-time  agency,  with  global  billings  of 
$5  billion  a  year  But  that  lofty  price 
isn't  due  to  Wall  Street  fans.  The 
Street  is,  at  best,  indifferent:  No  majoi- 
firm  bothers  to  follow  Grey. 

So  why  are  some  pros  accumulating 
shares?  They  say  Street  indifference 
is  one  reason  they're  high  on  Grey, 
which  closed  at  194  on  Jan.  16.  This 

A  HIGH  PRICE  SCARES  BUYERS 


fkGREY  ADVERTISING 

n    STOCK  PRICE 

1  1    WEEKLY  CLOS^* 

EARNINGS 
PER  SHARE 

;     1997  Est  i 
1996  Est  i 

$20 

1995  Est  ! 

$16  I 

1994  i 

-$17.51* 

1993  i 
$13^6^: 

AUG,  1, '95  IAN  16. '96  " 

▲  DOLLARS  'INCLUDES  NONCASH  GOODWILL  WRIEEOFF 

DATA:  BLOOMBERG  FINANCIAL  MARKETS.  FAHNESTOCK  &  CO, 

suggests  that  not  much  is  known  about 
Grey's  gi'owth  potential,  explains  one 
investor.  "In  spite  of  its  high  price. 
Grey  is  stiU  imdiscovered  and  undei"val- 
ued,"  asserts  Jerome  Ballan,  portfolio 
manager  at  Fahnestock,  a  New  York 
seciuities  ivrm.  He  believes  that,  based 
on  its  "huge  earnings-growth  poten- 
tial. Grey  is  worth  300  a  share." 

This  healthy  company  "with  a  lot  of 
excess  cash  and  veiy  little  debt  sells  at 
a  big  discount  to  its  true  value  partly 
because  of  the  stock's  high  price — and 
the  thin  float  available  to  the  public," 
explains  Ballan.  Nearly  half  the  1.2 
million  shai-es  are  controlled  by  68- 
year-old  Chaii-rnan  Edward  Meyer. 

One  money  manager  expects  a  2- 
for-1  or  3-for-!  .-;!ock  split  soon — to 
raise  the  numbei  'i!'  shares  outstanding 
and  make  the  issu  ■  more  widely  held. 
He  thinks  the  age  ;cy  "will  take  one 
of  two  paths:  split  he  stock  or  buy 
back  shares  using  ex  ?ss  cash,  to  set 
the  stage  for  taking  L  •  company  pri- 
vate." Grey  ah-eady  opei  fes  somewhat 
like  a  private  concern:  It.  )ut  of  touch 
with  the  Street  and  reticei  with  infor- 
mation about  itself. 


But  this  pro  also  thinks  that,  at 
Meyer's  age,  his  goal  may  be  a  merger 
or  alliance  with  a  larger  agency  to  give 
Grey  a  stronger  industry  presence. 
Grey  declined  comment. 

A  portfolio  manager  at  Tweedy 
Browne,  a  New  York  investment  firm 
that  owns  nearly  5%  of  the  stock,  says 
Grey  is  "the  cheapest  ad  agency  we 
know  of — and  yet  it's  a  cash-generating 
business  that  has  achieved  pretty 
steady  growth  over  the  years." 

The  stock  is  a  timely  bet  for  1996, 
says  Ballan,  with  inci'eased  ad  spending 
sui"e  to  flow  from  the  Presidential  elec- 
tions and  the  Olympics.  He  notes  that 
Grey  has  been  successful  in  winning 
clients  lately.  In  mid-1995,  it  snared 
the  largest  single  chunk  of  business  in 
its  history:  Candymaker  Mars  consoli- 
dated $250  million  in  billings  at  Grey. 

Grey's  stable  includes  Procter  & 
Gamble,  Seagram,  General  Foods, 
Britain's  Smithlvline  Beecham  and  bat 
Industries,  and  Japan's  Mitsubishi. 

THEY'RE  HOLDING 
THIS  BIOTECH  BABY 

Here's  the  familiar  pattern  for  hot 
new  offerings:  Ti'ading  starts,  and 
the  stock  shoots  up.  The  undei^wi'lter 
issues  a  "booster-shot"  research  report. 
As  the  stock  continues  to  fly,  the  ven- 
ture capitalists  (vcs)  bail  out.  By  that 
yai'dstick.  Creative  Biomolecules  (cbmi) 
is  unusual:  It  went  public  at  7  a  shai'e 
in  1993  and  climbed  to  11,  but  big  vc 
groups  stayed  put — and  bought  more 
in  the  post-iPo  period.  When  the  stock 
reversed  course  and  fell  to  3  in  mid- 
1994  in  the  Street's  retreat  from  bio- 
techs,  vcs  upped  their  buying.  It  has 
since  rallied,  closing  at  8%  on  Jan.  16. 

What's  going  on?  "We  assume  that 
Creative  must  be  on  to  something  if  an 
astute  vc  gi'oup  is  increasing  its  expo- 
sm-e  instead  of  bailing  out,"  says  Mai'c 
Strausberg,  editor  of  The  Livermore  Re- 
port in  Wilton,  Conn.,  wliich  usually  fo- 
cuses on  vcs'  negative  influence  on  iPOs. 

A  big  vc  investor  in  Creative  is 
Alan  Patricof,  who  has  cashed  in  on 
such  winners  as  SunGlass  Hut  and 
America  Online.  He  holds  a  28%  stake 
in  Creative,  which  is  trying  to  develop 
breakthi'ough  protein  therapies  for  tis- 
sue regeneration  and  i-estoration.  The 
company's  lead  compound,  OP-1,  is  a 
protein  capable  of  stimulating  bone 
growth  for  repair  or  replacement  of 
weakened  bone  and  joint  tissue. 
The  importance  of  OP-1,  says  Straus- 


berg, is  reflected  in  the  $75  million  that 
its  pai-tner  in  the  program,  Stryker,  a 
maker  of  surgical  and  medical  gear,  has 
poured  in.  Analysts  expect  positive  re- 
sults fi-om  the  European  pilot  trial  by 
■yeai-end.  They  expect  Creative  to  file 
for  FDA  approval  of  OP-1  in  1997. 

One  money  manager  figures  the 
stock  is  worth  15  a  share. 

ROBERTS  CAN 
PLAY  HARD-TO-GET 

Shares  of  Roberts  Pharmaceutical 
(rpcx)  are  showing  some  life,  after 
languishing  in  the  16-to-18  range  from 
mid-November  to  late-December.  They 
closed  on  Jan.  16  at  22!^.  One  reason: 
Analysts  think  the  fda  is  close  to  ap- 
proving Pro-Amatine,  Roberts'  remedy 
for  low  blood  pressure.  But  to  some 
money  managers  who  have  snapped 
up  shares  in  recent  weeks,  there's  a 
better  reason  to  buy:  fda  go-ahead 
may  clear  the  way  for  a  takeover. 

Speculation  among  some  pros  is  that 
a  European  pharmaceutical  house  vdth 
world  operations  has  inforrnally  offered 
30  a  share  for  Roberts.  Whispers  are 
that  Roberts  top  brass  nixed  the  bid, 
holding  out  for  35. 

One  money  manager  familiar  with  the 
situation  says  Roberts  expects  the  offer 
will  be  sweetened  to  at  least  35  once 
Pi'o-Amatine  gets  the  fda's  green  light. 
Analysts  see  Pi'o-Amatine  as  a  big  earn- 
ings booster.  A  spokesman  says  Roberts 
is  "cautiously  op- 
timistic" that  it      READY  FOR  AN 
will  get  FDA  ap     FDA  GREEN  LIGHT 
proval  faii'ly  soon. 
But  he  declined  to 
comment  on  the 
speculation  of  a 
takeover. 

From  other 
makers,  Roberts 
acquires  drugs 
that  are  in  their 
final  development 
phase.  It  also  ac- 
quires prescrip- 
tion and  OTC 
drugs  already  on 
the  market.  Its 
portfolio  includes  28  products  concen- 
trated in  six  fields,  including  oncologj^, 
gynecology-endocrinology,  and  cardio- 
vascular. Roberts'  nimored  suitor  de- 
velops, makes,  and  sells  phannaceutical, 
diagnostic,  and  medical-nutritional  prod- 
ucts. And  it  has  facilities  in  the  U.S., 
Europe,  and  Asia. 


ROBERTS 
,  PHARMACEUTICAL 
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COMPUTING. 

The  McGraw-Hill  Companies 
Salute  The  top  lOO  Women  Who've  Made  Computing 
A  Little  Better  For  All  Of  Us. 


Karen  Adams  Sheri  Anderson  Ann  Arner  Patricia  Arrigan  JoAnn  Ashman  Jeanne  Baccash  Janet  Baker  Cathy  Basch  Kothleen  Chapman  Bernard  Flory  Bramnicic  Pat  Brizendine 
Hillary  Buckman  Clarice  Marie  Burch  Shahia  Butler  Mary  Cirillo  Cecelia  Ciaudio  Christine  Comaford  Dorothy  Cooney  Barbra  Cooper  Mary  Lou  Corrigan  Chris  Coumoyer  Mary  Doun 
Rebecca  Dawley  Claire  De  Fazio  Anne  Delligatta  Dorothy  J.  Deron  Diane  Duggon  Carol  Eastin  Undo  Elliot  Rosalind  L.  Eisher  Mary  M.  Eonder  Mary  Ann  Furniss  Martha  Gallo 
Beverly  Glasser  Pamela  Gray  Laura  Gregory  Nancy  Griffeth  Lori  Groves  Tobi  Gruszecki  Pom  Hatch  Paulo  How/thorn  Arlene  Honbo  Judith  Hurwitz  Kathryn  Ingerley 
Nellie  Jefferson  Saj  Nicole  Joni  Cheryl  Kane  Leslie  KimeHing  Karen  Kotowski  Jacqueline  Kouri  Carolyn  Leighton  Barbara  Liskov  Karen  Lobitz  Elizabeth  Loker  Jonice  Moloszenko 
Nancy  Markle  Kay  Mason  Carolyn  McHole  Edith  Mok  Polly  Moore  Alicia  Cannon  Mullen  Sherry  Nord  Cathleen  O'Connor  Tama  Olver  Laurie  Orlov  Judy  Page  Jone  Smith  Patterson 
Valerie  Pedow/itz  Helen  Polatojko  Borboro  Prutzman  Virginia  Rogo  Carol  Reolini  Yllona  Richardson  Heidi  Roizen  Jean  Ross  Elaine  Rubin  Ame  Sanders  Linda  Sanford  Lib  Schamber 
Lisa  Schreiber  Jon  Scites  Ann  Senn  Judith  Shapiro  Susan  Shows  Jeanne  Simla  Patricio  Skorulis  Suzanne  Smed  Linda  Svehlok  Linda  Taylor  Carol  Teasley  Carolyn  Ticknor 
Donna  Van  Fleet  Linda  Vonde  Ven  Rhoda  Verner  Joanne  Volcker  Pam  Walter  Caroline  Watteeuw  Solly  Wellinger  Deborah  Willinghom  Nancy  Wong  Joyce  Wrenn 
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LOTUS  IS  LEARNING 
TO  LIVE  WITH  THE  NET 

Defying  recent  forecasts,  Notes  may  prosper  on  the  Web 


Notes  is  dead.  Long  live  the  Inter- 
net. No  sooner  had  ib.m  .shelled 
out  .S3..5  billion  in  .July  for  Lotus 
Development  Corp.  to  get  the 
company's  Notes  software  business  than 
the  buzz  began:  With  the  Internet's 
World  Wide  Web  spreading  everyw^here 
and  taking  on  new  powers,  the  costly, 
complex  Lotus  "groupware"  program 
was  history — and  ib.m  would  not  get  the 
boost  in  network  computing  it  seeks, 
or  a  payback. 

By  fall,  the  Notes-is-dead  story  had 
legs.  Compaq  Computer  Corp.,  one  of 
the  highest-profile  Notes  customers, 
chose  an  industry  conference  to  let  the 
world  know  it  planned  to  dump  Notes 
in  favor  of  the  Web  for  a  system  to 
share  information  with  suppliers  and 
distributon;.  "The  Internet  will  probably 
offer  big  cost  advantages,"  declared 
Compaq  (  KO  Eckhard  Pfeiffer. 

"That  didn't  heljj,"  grumbles  Michael 
D.  Zisman,  Locus'  new  CEO.  Nor  did 
the  exodus  of  Lotus  management.  With- 
in six  months  of  the  ib.m  acquisition,  all 
of  Lotus'  top  execs  were  gone — includ- 
ing Jim  P.  Manzi,  who  quit  after  clash- 
ing vdth  IBM  Chairman  Louis  V.  Gerst- 
ner.Jr.  over  ibm  software  strategy. 
Now,  it  has  fallen  to  Zisman,  47,  to 


convince  the  world  that  not  only  is 
Notes  not  a  victim  of  the  Web  but  may 
prosper  because  of  it.  A  onetime  busi- 
ness school  professor,  Zisman  joined  Lo- 
tus when  it  bought  his  E-mail  company, 
Soft*Switch,  in  1994.  Zisman  acknowl- 
edges the  tough  job  ahead.  "You  can 
compete  with  a  company,  but  you  can't 
compete  with  the  Web,"  he  says.  "It's 
like  shadow  boxing." 
LOST  IN  HYPE?  Zisman  finds  himself 
surrounded  by  Internet  upstarts — in- 
cluding Netscape  Communications 
Corp. — all  saving  their  software  will  do 
what  Notes  does:  let  organizations  pub- 
lish and  share  information  for  groups 
of  workers  across  a  network.  And,  be- 
cause they'll  do  it  on  the  Web,  they 
promise  to  do  it  for  a  fraction  of  the 
cost  of  Notes — until  recently  about 
$3,000  per  worker.  Corporations  are 
surely  interested.  Forrester  Research 
Inc.  estimates  that  two-thirds  of  the 
world's  largest  companies  are  building 
internal  networks  based  on  the  Web — 
so-called  intranets. 

But,  lost  in  all  the  hype,  Zisman  in- 
sists, are  some  important  facts.  Notes 
"seats"  (PCS  using  Notes)  have  doubled 
in  the  past  six  months,  to  4.5  million, 
and  are  expected  to  hit  20  million  in 


1998  (chart).  And  Notes  retains  impor- 
tant advantages  over  the  Net  chal- 
lengers, including  better  security  and 
the  ability  to  sj-Tichronize  multiple  copies 
of  databases. 

Interest  in  the  Web  has  actually  made 
Lotus'  job  easier  in  some  ways,  says 
Ray  Ozzie,  the  creator  of  Notes,  who 
says  he's  committed  to  staying  through 
the  next  product  upgrade.  "All  the  hype 
over  the  past  six  months  has  done  us  a 
tremendous  service  by  espousing  the 
benefits  of  collaboration,"  he  asserts. 

Still,  Zisman  understands  that  the:] 
Web  isn't  going  away.  Instead  of  resist-j 
ing  it — as  Manzi  initiaDy  did — he's  em-ii 
bracing  it.  On  Dec.  13,  Lotus  rejiggered^ 
its  pricing  to  be  more  hke  Web  soft-| 
ware — an  inexpensive  "browser"  that! 
runs  on  pes  and  a  costly  program  forg 
server  computers.  The  Notes  desktop! 
software  went  from  .$1.5.5  to  .$69 — notf 
as  deep  a  cut  as 
some  analysts  pre- 
dicted but  "in  brows- 
er country,"  says  Zis- 
man. The  basic 
server  program,  for 
up  to  100  desktops, 
went  from  .$275  to 
$495.  A  package  for 
1,000  desktops  is 
$2,295.  "This  puts 
Lotus  back  in  the 
game,"  says  Eric 
Brown  of  Forrester. 

At  the  same  time, 
the  company  is  com- 
ing out  with  products 
that  make  smooth 
connections  between 
Notes  and  the  Inter- 
net. InterNotes  Web 
Publisher,  released 
last  spring,  lets  users 
convert  Notes  docu- 
ments into  Web  for- 
mat. And  Version  4 
of  Notes,  released  on 


ZISMAN:  Instead  of 
resisting  the  Web, 
as  Manzi  did,  he  is 
embracing  it 
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'an.  10,  includes  a  browser  so  Notes 
isers  can  roam  the  Web.  Lotus  devel- 
)pers  are  scrambling  to  complete  a  new 
version  of  the  Notes  server  software 
hat  will  use  key  Web  standards  and 
5un  Microsystems  Inc.'s  Java.  That  way, 
>Iotes  can  act  as  a  Web  server,  and 
vork  with  any  Web  browser. 

More  of  the  Web  plan  will  be  re- 
pealed at  the  company's  annual  Lotus- 
;phere  conference,  starting  Jan.  22  in 
jrlando.  Zisman,  who  is  articulate  but 
ometimes  bland,  will  try  his  hand  at 
heerleading — to  convince  9,000  cus- 
omers,  analysts,  and  partners  that 
"Jotes  is  more  relevant  than  ever.  Gerst- 
ler  will  make  an  appearance,  too.  "They 
nust  make  sure  they  don't  lose  the 
learts  and  minds  of  the  marketplace," 
•ays  a  former  top  executive. 

In  Orlando,  the  company  will  also  lay 
lut  plans  for  relaunching  its  flagging 
lesktop  software  business.  SmartSuite, 
I  bundle  of  office  programs  including 
he  Lotus  1-2-3  spreadsheet,  is  in  de- 
cline, with  just  5%  of  the  market  vs. 
»Iicrosoft  Corp.'s  85%.  Now,  Lotus  sees 
resh  opportunity  in  "applets" — scaled- 
lown  versions  of  SmartSuite  programs 
hat  will  be  delivered  electronically  over 
letworks — starting  midyear.  By  getting 
nto  this  new  style  of  software  early, 
jotus  hopes  to  leapfrog  Microsoft. 

Does  Lotus  have  a  chance?  Few 
>Jotes  customers  seem  prepai'ed  to  place 
ill  their  bets  on  the  Net  yet.  Many 
lave  invested  millions  in  Notes  appHca- 
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tions  and  training  and 
say  they  can't  yet  du- 
plicate everything 
Notes  does  on  the 
Web.  So  most  are 
sticking  with  Notes — 
but  experimenting 
with  the  Web.  "I  don't 
consider  it  either 
Notes  or  the  Web," 
says  Jeff  Held,  a  part- 
ner in  the  technology 
consulting  practice  of 
Ernst  &  Young. 

The  orders  from 
IBM  are  to  grab  as 
many  corporate  cus- 
tomers as  possible — 
before  the  Web  grabs  them.  "Lou  Gerst- 
ner's  directive  to  me  is:  Get  seats,"  says 
ZLsman.  Lotus  and  ibm  have  set  a  target 
of  20  million  Notes  users  by  the  end  of 
1997,  a  fivefold  increase.  "When  the 
number  of  Notes  users  breaks  20  mil- 
lion, then  IBM's  investment  will  have 
paid  off,"  says  John  Jones,  an  analyst  at 
Salomon  Brothers  Inc.  Then,  he  figures, 
Lotus'  annual  revenue  will  hit  .$2.5  bil- 
lion, generating  $500  million  in  profits. 
Notes  will  also  help  ibm  sell  network 
hardware,  software,  and  sei-vices  to  20 
million  Notes  users.  "Clearly,  the  po- 
tential is  there  for  IBM  to  get  its  in- 
vestment back  and  then  some,"  he  says. 

To  get  there,  Zisman  is  devising  a 
sort  of  Notes  Lite  strategy.  The  idea 
is  to  start  customers  out  with  the  Notes 


WEB  WORRIES?  THE  OUTLOOK 
FOR  NOTES  IS  STILL  STRONG 


E-mail  program  and 
then  move  them  up  to 
groupware  technology. 
The  first  step:  per- 
suading companies  us- 
ing Lotus'  cc:Mail 
(about  9  million  work- 
ers) and  IBM  Office  Vi- 
sion (about  7  miUion) 
to  try  Notes  for  their 
E-mail.  Zisman  had 
pushed  hard  for  this 
pre-lBM,  but  Manzi 
viewed  it  as  a  water- 
ing-down of  Notes. 
The  issue  flared  into 
several  shouting 
matches  between  Zis- 
man and  Manzi  and  other  senior  execs, 
according  to  foiTner  Lotus  managers. 

Now  that  he  sits  in  the  comer  of- 
fice, Zisman  is  pushing  the  E-mail  plan. 
The  new  $55  Notes  Mail  client  has  the 
same  'look"  as  Lotus'  successful  cc:Mail. 
Customers  will  need  to  buy  the  Notes 
server  software  to  manage  the  mail  sys- 
tem, giving  Lotus  a  foot  in  the  door. 

On  paper,  it  looks  good.  "It's  market- 
ing simplicity,"  says  Scott  McCready,  an 
analyst  with  International  Data  Ciorp. 
Before,  Notes  was  a  very  complicated 
sell,  often  part  of  a  consulting  firm's 
"reengineering"  plan.  That  made  the 
price  of  entry  enormous  and  scared 
away  potential  customers. 
NEW  BATTLE.  There  is  risk  to  the  new 
approach,  however.  It  pits  Lotus  more 
directly  against  Microsoft.  Microsoft  Ex- 
change, which  was  originally  intended  to 
be  a  groupware  program,  has  already 
been  repositioned  as  a  sort  of  souped-up 
E-mail  setup.  Even  though  Exchange 
won't  ship  until  later  this  quarter,  Mi- 
crosoft has  been  selling  the  concept  hard 
to  customers.  Says  Zisman:  "It  will  be  a 
slug-it-out  war." 

At  the  same  time,  Microsoft  is  wag- 
ing its  own  battle  for  the  Web.  On  Jan. 
16,  it  announced  plans  to  buy  Vermeer 
Technologies  Inc.,  a  maker  of  programs 
for  creating  Web  content.  Vermeer  will 
be  added  to  the  Microsoft  Office  suite. 

Lotus  faces  other  potential  hitches. 
The  parade  of  departing  employees 
could  resume  this  month  when  "reten- 
tion bonus"  checks  for  those  who  stayed 
through  December  are  distributed.  And 
many  Lotus  employees  are  unhappy 
that  Lotus'  generous  stock  option  plan  is 
being  swapped  for  an  ibm  cash-bonus 
program  based  on  revenue,  profit,  and 
market-share  goals.  "For  people  who 
had  options  before,  and  could  get  them 
elsewhere,  it's  a  very  big  deal,"  says 
one  former  Lotus  executive.  On  the  oth- 
er hand,  if  Lotus  makes  IBM  a  success  in 
the  networked-computing  era,  it  would 
be  a  veiy  big  deal  indeed. 

By  Paul  C.  Judge  in  Boston 
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A  VIRTUAL  REPAIR 
SHOP  FOR  ENGINES 

IMAGINE  DISCOVERING 

that  a  new  jet  engine  has 
to  be  disassembled  just  to 
make  eveiyday  repairs — 
and  al!  because  some  crit- 
ical part  turns  out  to  be 
inaccessible.  To  avoid  that 
awful  turn  of  events,  en- 
gineers at  General  Elec- 
tric Co.  used  to  build 
mock-ups  of  engines  in 
the  design  stage.  But  a 
mock-up  can  cost  millions 
of  dollars,  and  it's  difficult 
for  model  makers  to  keep 


up-to-date  with  the  latest 
design  revision. 

Software  can  provide 
the  answer.  Researchers 
from  General  Electric's 
research  and  development 
centei-  and  Aircraft  En- 
gines unit  developed  Pro- 
ject Vision,  a  program 
that  checks  designs  for 
ease  of  repair.  Based  in 
part  on  collaborative 
work  with  Stanford  Uni- 
versity, ge's  program 
shows  3-D  images  of  the 
volume  of  air  that  a  part 
would  sweep  through  as 
it  is  wiggled  out  (yellow 
area).  Anything  jutting 
into  that  "keep-out  zone" 
would  have  to  be  re- 
moved first. 

Now,  GE  engineers  are 
working  to  show  the  vol- 
ume swept  by  tools  that 
are  brought  in  to  make 
repairs.  Earlier  versions 
of  the  software  helped  de- 
sign the  GE90  engine  for 
Boeing's  new  777  jumbo, 
among  other  engines. 


IS  THERE  A  DYNAMO  IN  YOUR  DRIVEWAY? 

BLIZZARDS,  HURRICANES,  AND  OTHER  DISASTERS  CAN  BRING 

down  power  lines  and  plunge  your  house  into  darkness. 
Wouldn't  it  be  nice,  mused  engineers  at  Aura  Systems  Inc.,  if 
your  home  could  then  draw  electrical  power  ft'om  your  car? 

Tiu'ning  a  car's  engine  into  an  auxiliary  generator  would 
take  only  minor  revisions,  they  decided.  So  technicians  at 
the  fonner  defense  contractor  in  El  Segimdo,  Calif.,  rolled  up 
their  sleeves.  They  tore  out  the  mechanical  starter  motor 
and  alternator,  replacing  them  with  a  combined  electrical 
system.  Then  they  added  electrical  coils  to  the  flywheel,  the 
heavy  metal  disk  that  spins  to  dampen  engine  vibration,  so  it 
could  double  as  an  electromagnetic  rotor  for  power  generation. 

Result:  an  engine  that  can  easily  power  an  entire  household 
when  idling — producing  7,000  watts,  says  Aura  Cliief  Execu- 
tive Zvi  "Hany"  Kiulzman.  Aiu'a  has  applied  for  a  patent  and 
will  unveil  its  engine-generator  at  the  Society  of  Automotive 
Engineers  show,  scheduled  for  late  Febmary  in  Detroit.  The 
redesign  also  makes  sense  for  tomorrow's  cars,  which  may 
need  a  new  source  of  power  if  auto  makers  keep  adding 
more  electronic  gizmos.  Cars  already  on  the  road,  Kurtzman 
reckons,  could  be  ecjuipped  with  power  outlets  for  a  few 
hundred  dollars. 


INNOVATIONS 


■  Each  year,  150,000  U.  S. 
women  have  hysterectomies 
to  stop  excessive  menstrual 
bleeding.  They  may  soon 
have  another  option:  a  10- 
minute  treatment  that  can  be 
done  in  a  doctor's  office  un- 
der local  anesthesia.  A  bal- 
loon is  inserted  and  filled 
with  liquid,  which  is  briefly 
heated  to  190F.  The  heat  re- 
moves the  lining  of  the  uter- 
us, the  main  source  of  bleed- 
ing. Developed  by  Gynecare 
Inc.  in  Menlo  Park,  Cahf.,  the 
procediu'e  is  cheaper  and  saf- 
er than  surgery — but  it  still 
causes  sterility.  Clinical  tri- 
als at  13  hospitals  start  on 
Jan.  23. 

a  U.  S.  truckers  complain 
they  are  being  undercut  by 
"sweat-cab"  rivals  in  Mexi- 
co, whose  diivers  flout  safety 
rules  when  they  cross  the 
border  and  operate  in  the 
U.  S.  To  help  make  sure  that 
Mexican  drivers  are  obeying 
speed  limits  and  rest-time 
rules.  Diversified  Auto  Tech- 
nology in  Santa  Barbara, 
Calif.,  has  developed  a  "black 
box"  recorder.  It  could  be 
checked  at  the  border  and 
weigh  stations  if  its  use 
were  mandated  by  law — like 
the  black-box  recorders  in 
airplanes. 


MEMO  TO  U.S.  INVENTORS:  FILE  EARLY 


FOR  BASEMENT  TINKERERS 

and  corporate  researchers 
ahke,  the  New  Year  has 
brought  new  competition: 
From  now  on,  overseas  in- 
ventors will  get  equal  treat- 
ment from  the  U.  S.  Patent 
&  Ti'ademark  Office,  ending 
decades  of  favoritism.  The 
change  was  mandated  by 
the  General  Agreement  on 
Tariffs  &  Trade  and  took  ef- 
fect on  Jan.  1. 

Before  that,  American 
patent  law  stipulated  that 
any  research  efforts  under- 


taken outside  the  U.  S. 
could  not  be  used  to  prove 
when  an  invention  was  con- 
ceived. So  if  an  American 
could  document  that  work 
on  some  idea  had  begun  be- 
fore the  date  that  a  foreign 
researcher  applied  for  a 
U.  S.  patent  on  the  same 
concept,  then  the  American 
would  win — even  if  the  off- 
shore work  had  stalled 
first.  (In  other  countries, 
there  would  be  no  dispute: 
Patents  go  to  the  fii'st  party 
to  file,  not  the  first  to  in- 


vent.) For  the  same  reason, 
overseas  inventors  never 
bother  to  challenge  U.  S. 
patents  that  infringe  on 
their  prior  work. 

The  new  gi'ound  rules 
mean  that  research  labora- 
tories must  be  extra  dili- 
gent in  documenting  their 
activities,  cautions  JeiTy  D. 
Voight,  a  paitner  at  Finne- 
gan,  Henderson,  Farabow, 
Garrett  &  Dunner,  a  patent- 
law  firm  in  Washington.  The 
ownership  of  many  patents 
that  earned  millions,  he 
notes,  was  ultimately  decid- 
ed in  the  courtroom. 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwjan@businessweek.com 
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Science  &  Technology 


TELECOMMUNICATIONS 


THE  BIG  DADDY 
OF  DATA  HAULERS? 

The  cable  modems  on  the  horizon  will  easily  outspeed  ISDN 


S 


tand  back  when  Bill  Manuel  of 
Horseheads,  N.  Y.,  uses  his  link 
jto  the  Information  Highway:  It's 
a  fire  hose.  His  computer  is 
hooked  not  to  his  phone  line  but  to  his 
coaxial  television  cable,  in  a  technology 
trial  by  the  local  unit  of  Time  Warner 
Cable.  Now,  the  few  times  he  uses  his 
regular  phone  modem  feel  like  visits  to 
the  Stone  Age.  Says  Manuel,  the 
computing  technology  director 
at  Corning  Community  College: 
"Some  downloads  take  hours 
that  might  take  two  minutes  at 
most  on  the  cable.  It's  amazing 
to  start  a  download  with 
the  old  modem,  go  eat  din- 
ner, read  a  newspaper,  go 
back  upstairs — and  it's  still 
not  finished." 

Cable  modems  are  still  exoti- 
ca. Only  a  few  thousand  people 
are  using  them  today  in  trials 
by  cable  operators  in  the  U.  S., 
Canada,  Japan,  and  Europe.  The 
nonstandard,  first-generation 
boxes  are  generally  leased,  not 
sold.  Aside  fi'om  that,  perhaps 
90%  of  U.  S.  cable  customers  are 
served  by  networks  that  can't 
yet  handle  two-way  data  com- 
munications. It  will  be  1997  be- 
fore a  new  generation  of  inter- 
nationally standardized  cable 
modems  will  go  on  sale.  And  ca- 
ble operators  still  must  spend 
billions  of  dollars  to  upgrade 
their  networks.  The  result:  For-  P^ii 
rester  Research  Inc.  predicts 
about  6.8  million  U.  S.  homes 
will  have  cable  modems  by  2000. 
VIDEO-RICH  SERVICES.  Th(  mere 
advent  of  the  cable  modem  is  spuiring 
dramatic  improvements  in  hmv  people 
tap  into  the  Inteinet  and  telecummute 
(table).  The  phone  companies'  isi  x  dig- 
ital-phone-line service  is  much  slower 
than  Manuel's  cable  link,  which  haiidies 
4  megabits  of  data  a  second.  But  isdn', 
the  integi'ated  services  digital  network, 
has  a  headstart  and  is  growing  at 
healthy  rates  after  a  decade  of  being 


stuck  in  neutral  (box),  adsl,  or  asym- 
metric digital  subscriber  line,  can 
squeeze  still  more  speed  than  isdn  out 
of  conventional  phone  wires  over  short 
distances.  Some  well-heeled  Net  folk 
are  even  spending  $350  and  up  montlily 
for  so-called  Tl  phone  fines  that  handle 
1..5  megabits  per  second.  (Manuel  pays 
$25  a  month,  and  an  isdn  line  might 


World  Wide  Web,  whose  pages  are  kep 
fairly  simple  now  to  limit  downloat 
times,  will  be  capable  of  carrying  fai 
more  sound,  pictures,  and  video.  Th( 
video-rich  online  service  planned  by  Mi 
crosoft  Corp.  and  nbc  Inc.,  for  instance 
would  be  inconceivable  without  th( 
prospect  of  a  big  jump  in  data  rates  t( 
the  home.  No.  1  cable  operator  Tele 
Communications  Inc.  is  counting  on  ca 
ble  modems  as  on-ramps  for  @Home,  i 
joint-venture  network  under  develop 
ment  with  venture-capital  fii"m  Kleine: 
Perkins  Caufield  &  Byers. 

Faster  transmission  speeds  to  th( 
home  could  trigger  an  avalanche  o 
spending  on  new  computer  hardware 
That's  why  Intel  Corp.  is  one  of  th( 
biggest  supporters  of  cable  modems  anc 
the  fike.  Once  the  pathway  to  the  hom( 
is  widened,  other  bottlenecks  will  be 
come  more  conspicuous,  and  pressun 
for  upgrades  will  gi'ow.  For  example 


Reaching  Out 
To  Plug  In 
The  Home 


METHOD  CI 

TIME  TO  DOWNLOAD 
10-MEGABYTE  VIDEO  CLIP 

AVAIUBILITY 

!  ! 
COMMENTS 

PHONE 
MODEMS 

14.4  kilobit-93  minutes 
28.8  kilobit-46  minutes 

Everywhere 

Slow  but  cheap — and 
the  most  common  option 

ISDN 

10  minutes 

80%  of  U.S. 
phone  customers 

Still  complex  to  install 
and  not  especially  fast 

DIRECPC 

10  minutes 

Everywhere 

The  satellite  system  is 
only  for  downloads 

Tl  TELEPHONE 
CIRCUIT 

52  seconds 

Everywhere, 
at  a  price 

Efficient  for  companies, 
costly  for  homes 

CABLE-TV 
MODEM 

20  seconds 

10%  of  U.S.  cable 
customers 

Should  be  used  in 

6  million  homes  by  2000 

DATA;  BUSINESS  WEEK,  NORTHERN  BUSINESS  INFORMATION 


run  $50.)  Also  competing  to  rain  data 
down  on  homes  are  satellite  operators 
such  as  Hughes  Network  Systems  Inc., 
whose  DirecPC  service  sends  informa- 
tion to  two-foot-wide  dishes  at  ISDN-Iike 
speeds. 

Breaking  the  data  bottleneck  wiU  help 
the  entire  computer  industiy.  For  one 
thing,  it  vdll  boost  providers  of  online 
information  and  entertainment.  The 


power  surfers  will  liit  Web  sites  ever' 
more  often  than  they  do  now,  forcing 
the  installation  of  more  Internet  routers 
and  servers  to  relieve  the  inevitable- 
congestion. 

Of  all  the  new  high-speed  technolo- 
gies, the  cable  modem  has  become  the' 
most  likely  to  succeed.  Cable  operators 
have  slowed  down  their  ambitious  plans' 
to  provide  interactive  TV,  telephone  ser- 
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rr,  and  videoconferencing.  Instead, 
e.\''i-e  focusing  on  the  technologically 
npler  task  of  providing  fat  data 
pclines.  These  don't  require  any  cost- 
telephone  switches — just  routers  that 
at  the  addresses  on  packets  of  data 
id  send  them  off  in  the  right  direc- 
m.  Plus,  there's  none  of  the  regulatoi-y 
fficulty  associated  with  phone  service. 
As  for  the  customei-'s  side  of  the  net- 
ork,  a  cable  modem  is  fimdamentally  no 
ore  complex  than  today's  28.8  kilobit- 
;r-second  modems.  Although  cable 
odems  cost  about  $400  now  in  limited 
lantities,  they  should  come  down  to 
)0ut  $150,  says  Mario  P.  Vecchi,  senior 
ce-president  and  chief  technology  officer 
I '  Excalibur  Group,  a  Time  Warner- 
vned  company  that  develops  and  de- 
oys  high-speed  services.  Cable  opera- 
irs  already  have  placed  big  orders  vrith 
ich  manufacturers  as  Motorola,  Toshiba, 
■  ewlett-Packard,  and  Intel. 
I  SLORIOUS  SCENARIO."  To  offer  cable- 
lodem  service,  operators  must  fortify 
leir  networks  with  lots  of  optical  fiber, 
hile  equipping  the  coaxial  cable  por- 
on  with  new  amplifiers  that  work  in 
oth  directions,  upstream  and  down- 
:ream.  But  the  operators  are  making 
lat  investment  anyway  by  spending 
3Ughly  $1.5  biUion  a  year  to  increase 
liannel  capacity  and  signal  quahty,  and 
3t  the  stage  for  interactive  TV.  Robert 
L.  Luff,  chief  technical  officer  for  broad- 
and  at  equipment  supplier  Scientific- 
itlanta  Inc.,  estimates  that  networks 
apable  of  handling  two-way  cable 
lodems  could  pass  40%  or  more  of 
J.  S.  homes  by  1998  and  more  than 
0%  by  2000.  First  to  be  wired,  of 
ourse,  will  be  the  upscale  neighbor- 
loods  that  are  most  hkely  to  sign  up 
or  high-speed  data  connections. 

Rivals  to  the  cable  operators  are  tak- 
ng  advantage  of  the  lull  before  cable 
nodems  hit  big.  Hughes's  DirecPC  seivice 
ays  it  has  orders  for  thousands  of  dish- 
)S,  which  can't  double  as  satellite-TV  re- 
vivers. Its  best  hunting  gi'ounds:  rural 
ireas  with  poor  cable  and  phone  service. 

Meanwhile,  phone  companies  are  sell- 
ng  the  heck  out  of  isdn,  which  con- 
certs standard  analog  phone  lines  into 
'aster  digital  ones.  Pacific  Telesis  Group 
iays  ISDN  is  its  primary  approach  to 
providing  high-bandwidth  connections 
:o  the  home  for  the  near  term.  And 
Nynex  Corp.  recently  predicted  it 
ivould  install  1  million  isdn  lines  in  its 
:erritory  by  2000.  In  addition  to  reach- 
ing the  market  ahead  of  cable  modems, 
[SDN  can  handle  phone  calls  and  two- 
way  videoconferencing,  which  cable 
modems  are  ill-equipped  for.  And  as 
for  data,  the  hope  is  that  "they're  going 
to  see  pretty  good  performance  ft-om 
ISDN,  and  they  may  not  see  as  much  of 
a  need  to  upgrade,"  says  Raymond 


FOR  NET  SURFERS 
WHO  WANT  TO  POWER  UP  NOW 

Crawling  around  the  World  Wide  Motorola  Inc.  and  U.  S.  Robotics 

Web  with  a  14.4-kilobit-per-sec-  Corp.,  as  well  as  a  black  box  that 

ond  modem  can  seem  like  cruis-  connects  to  the  phone  company 

ing  the  freeway  on  a  tricycle.  You  called  an  NTl,  or  network  termina- 

can  check  out  nifty  sites  and  tion  device. 

sounds,  all  right,  provided  you  Moreover,  you  typically  will  have 

haven't  died  of  boredom  first.  Grad-  to  fork  over  a  one-time  installation 

uating  to  a  state-of-the-art — and  at  fee  to  your  phone  company,  and  cus- 

$200,  affordable — 28.8-kbps  modem  tomers  who  five  far  away  from  the 

surely  helps,  but  you  still  may  get  central  office  switch  may  pay  more, 
the  feeling  that  the  U  S  West  Inc. 

Internet  is  passing  UfUAT  VflllM  I  MCCn        charges  $110  if  you 

you  by.  cnp  QDCCIl  ^^'^^^ 

Luckily,  help  is  on  rUn  orCCU  feet  of  the  central  of- 

the  way  for  those  Topical  ISDN  setup  fice  and  an  additional 

with  a  need  for  $100  if  you  Uve  far- 

speed.  Cable  LINE  INSTALLATION         ther  out.  Southwest- 

modems  will  start  to  $135  to  $200  ^™        Corp.  nor- 

tum  up  in  a  few    mally  charges  from 

markets  this  year,  MONTHLY  FEE  $400  to  $485  to  in- 

and  manufacturers  *ai  j.    (^nn  stall  ISDN  but  will 

are  revving  up   waive  the  fee  for 

speeds  on  conven-  CONNECTION  GEAR         anyone  who  agi'ees 

tional  modems  to  <l>onA4-<tccA  keep  the  sei"vice 

33.6  kbps.  But  for        _        'P'jOU  tO  ^obi)  ^  at  least  two  years. 

Web  surfers  who  oata'y"ankee""groupinc"  Monthly  rates 

crave  swift  and  im-  vary  widely  and  may 

mediate  access  to  the  Internet,  the       involve  a  per-minute  charge.  In  Mis- 
best  bet  may  be  via  isdn,  or  inte-        souri.  Southwestern  Bell  has  a  plan 
grated  services  digital  network.  Data    through  which  ISDN  customers  pay 
can  be  zipped  thi'ough  these  digital      $45.50  per  month  for  10  hours  of 
lines  at  speeds  of  up  to  128,000  bits      usage,  plus  4(Z  per  minute  there- 
per  second — provided  you  have  gear    after.  A  different  Southwestern 
that  can  "bond"  two  separate  chan-      package  costs  $63.50  per  month  and 
nels  of  64,000  bps — or  roughly  foui'      includes  80  hours  of  usage,  after 
times  faster  than  a  28.8-kbps  modem,   which  it's  2(Z  per  minute.  Costs  vary 
While  ISDN  has  existed  for  well        by  state:  Both  U  S  West  and  Pacific 
over  a  decade,  only  recently  have  the   Bell  took  some  heat  recently  over 
Baby  Bells  pushed  the  service  in  a       proposed  rate  hikes  in  certain  mar- 
big  way.  According  to  Fon-ester  kets.  Pacific  Bell  wants  to  charge 
Research  Inc.,  there  will  be  1.5  mil-     residential  subscribers  who  have 
Hon  residential  isdn  fines  used  for        been  paying  for  unmetered  isdn 
onfine  access  in  1996,  up  from  evening  service  an  hourly  rate  dur- 
250,000  last  year.  ing  the  weekend — to  prevent  them 
HOOKUP  HEADACHES.  But  ISDN  could     from  dialing  up  an  ISDN  fine  on  Fri- 
cause  you  installation  migraines.  day  night  and  staying  connected  un- 
There  are  several  ways  to  implement   til  Monday  morning. 
ISDN,  so  you  will  have  to  install  hard-       Beyond  cost  womes,  if  you  can't 
ware  that  meshes  with  the  type  of      get  isdn  to  work  properly,  you  might 
service  offered  by  your  phone  com-      not  know  where  to  tm-n.  Your  phone 
pany.  The  Bells  and  equipment  mak-     company  may  blame  the  modem 
ers  have  recently  agreed  to  market      maker,  who  in  turn  may  blame  the 
four  standard  isdn  configurations.        Internet  access  provider  (though  not 
But  "ISDN  is  not  quite  plug-and-play     all  Net  providers  or  online  sei-vices 
yet,"  says  Vem  Mackall,  a  senior  an-    can  handle  isdn).  To  smooth  the  way, 
alyst  at  Northern  Business  Informa-     many  phone  companies  have  formed 
tion,  a  unit  of  business  week's  par-      alhances  with  equipment  partners, 
ent,  The  McGraw-Hill  Companies.        Yet  despite  the  hassles,  once  you've 
For  starters,  you  will  need  a  compat-   cruised  cyberspace  in  the  fast  lane, 
ible  modem-like  device  known  as  a       there  may  be  no  slowing  down, 
terminal  adapter,  sold  by  the  likes  of         By  Edward  C.  Baig  in  New  York 
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Social  Issues 


F.  Albers,  Bell  Atlantic  Corp.'s  vice- 
president  for  technology  planning. 

But  if  "pretty  good"  isn't  good  enough, 
cable  modems  look  like  a  better  answer. 
Even  if  ISDN's  two  64-kilobit  channels 
ar-e  bonded  together,  their  combined  i-ate 
is  less  than  one-tenth  the  speed  of  a  4- 
megabit  cable  modem.  And  that's  the 
floor  for  cable  modems:  Canada's  Rogers 
Cablesystems  Ltd.  is  seeking  suppliere  of 
models  rated  at  a  screaming  27  megabits 
per  second.  Zenith  Electronics  Coip.  is 
talking  about  a  40-megabit  version. 

ISDN  advocates  like  to  say  that  cable 
modems  can't  actually  deliver  those 
speeds  because  the  bandwidth  is  shared 
by  500  or  more  homes.  Well,  yes.  If 
enough  homes  send  or  receive  data  at 
the  same  time,  the  netwoi'k  would  slow 
down.  But  cable  executives  say  it  then 
would  be  financially  worthwhile  to  add 
fiber  to  cut  down  the  number  of  homes 
sharing  a  network  segment.  Says  Time 
Warner's  Vecchi:  "That  would  be  the 
most  glorious  scenario  that  we  could 
think  of:  All  those  people  out  there 
clamoring  for  more  bandwidth." 
SCARY  OPTION.  The  cable  industry  could 
still  screw  things  up.  One  hurdle  comes 
on  Apr  15,  the  industiy's  self-imposed 
deadline  for  coming  up  with  the  radi- 
ments  of  a  standard  so  any  manufac- 
turer's modem  can  be  used  on  any  op- 
erator's system.  If  negotiators  come  to 
be  at  loggerheads,  they  could  stall  the 
gTowth  of  cable  modems  the  way  isdn 
was  stalled  for  a  decade  by  equipment 
incompatibilities.  Wliat's  more,  the  cable 
industiy  must  offer  reliable  service,  es- 
pecially for  telecommuters  whose  jobs 
depend  on  their  computer  hookups. 
Asks  Tom  Bayless,  director  of  isdn  for 
Pacific  Bell:  "Are  you  going  to  bank 
your  business  on  a  cable  company?" 

Cable  operators  insist  this  opportuni- 
ty is  just  too  good  to  blow.  At  Decem- 
ber's Western  Cable  Show,  Comcast 
Coip.  President  Brian  L.  Roberts  called 
cable  modems  "one  of  the  most  signifi- 
cant developments  in  the  histoiy  of  our 
industry."  Indeed,  cable  executives  wor-- 
ly  that  phone  companies  will  dr-aw  the 
same  conclusion  and  start  building  coax- 
ial cable  into  their-  own  networks  to  of- 
fer- speedier  ser-vices.  That,  rather  than 
ISDN,  may  be  the  phone-company  op- 
tion that  most  scares  the  cable  industry. 
Pacific  Bell  is  planning  a  small  tr'ial  of 
cable  modems  in  the  San  Francisco  Bay 
area.  Admits  Pac  Bell's  Bayless:  "If  all 
you  car-e  about  is  fast  Inter-net  access, 
it's  pr-obably  not  a  bad  deal." 

Whoever  ends  up  building  the  Info 
Highway  to  your-  home  p(;,  the  days  of 
waiting  inter-minably  for  keystr-oke  com- 
mands to  be  answered  ar-e  coming  to  an 
end.  And  beware:  Instant  gi-atification 
will  make  the  Net  even  more  addictive. 

By  Peter  Coy  in  New  York 


EDUCATION 


HARD  LESSONS  AT 
FOR-PROFIT  SCHOOLS 

First,  go  only  where  invited,  and  then  don't  overpromise 


After  foiu-  stor-my 
years,  the  ran- 
cor-ous  end  was 
almost  predictable. 
With  city  police 
shielding  them  ft-om 
angry  parents  in  a 
packed  gr-ade-school 
auditorium,  Balti- 
mor-e's  Board  of 
School  Commission- 
er's decided  on  Nov. 
30  to  cancel  the  re- 
maining year  of  a 
contract  for  Educa- 
tion Alternatives 
Inc.  to  manage  or 
administer  12  of  the 
city's  schools. 

Small  wonder 
that  the  boai-d 
pulled  the  plug  mi 
one  of  the  most  am- 
bitious experiments 
in  private  manage- 
ment of  public  edu- 
cation. Having  prom- 
ised big  cost  savings 
and  rapid  improve- 
ment in  students' 
test  scor-es,  eai,  op- 
ponents char-ged,  de- 
liver-ed  little  of  ei- 
ther-. Instead,  its 
perfor-mance  dealt  a 
"serious  blow  [to] 
the  entire  for-profit 
education  industry," 
cr-owed  Heidi  Stef- 
fens,  senior  policy 
analyst  at  the  Na- 
tional Education  Assn.,  a  leading  teach- 
ers' union  that  opposes  turTiing  schools 
over  to  outsider-s. 

Can  public  schools  and  the  profit  mo- 
tive coexist?  Certainly,  EAi's  r-eport  card 
isn't  glowing:  Tire  nation's  biggest  school- 
management  company  lost  the  fight  to 
renew  its  contract  at  a  Florida  school  in 
June  and  still  is  battling  Har-tfor-d  over 
its  performance-based  compensation. 
EAi's  stock  now  trades  below  6,  down 


STAYING  POWER 

School  Hpend  one 


Students  at  Bust  on  Ri  iiuissance  (  hm, 
-third  longer  in  classes  thari  peers 


from  a  peak  of  neariy  49  two  years  age! 

Yet  Americans  remain  frustrated  wit; 
educational  per-for-mance  that  has  faile'j.'' 
to  keep  pace  with  steady  spending  ir: 
cr-eases  and  gr-eater-  demand  for-  skills  i:| 
the  wor-kplace.  Many  r-emain  willing  t; 
entrust  outsiders  with  reform.  "W 
ought  to  have  the  courage  to  look  fur 
ther  afield  for  help,"  says  Louise  h 
Sundin,  president  of  the  MinneapoH  • 
Federation  of  Teachers.  In  Minneapcii 
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"We  should  expect  7%  to  12%  [pretax]  margins.  Beyond 
that  we  run  into  political  resistance." 


s,  Boston,  Mesa,  Ariz.,  and  other  cities, 
rivate  managers  are  scoring  modest 
accesses  in  public  schools.  A  handful  of 
ompanies  now  oversee  some  77,000  stu- 
ents  and  are  quietly  picking  up  new 
lanagement  contracts  (table). 

I'Tiey're  not  making  much  money  yet. 
tut  they  are  learning,  slowly,  what  will 
y.  While  eai  attempted  in  Baltimore 
nd  Haitford  to  take  over  large  chunks 
f  the  systems,  competitors  hope  to 
et  belter  results  by  managing  in- 
ividual  schools.  Where  eai  clashed 
ead-on  with  unions  and  board  offi- 
ials,  other  companies  are  inviting 
hose  key  players  into  the  process — 
T  else  avoiding  conflict  altogether 
ly  entering  schools  only  where  sup- 
lort  is  strong. 

'ATCHY  RESULTS.  The  biggest  les- 
on:  EAI  overpromised  on  results. 
<Iow  rivals  know  they  have  a  better 
hance  at  effecting  reform  if  con- 
tituents  don't  expect  improvements 
ivemight.  "It  is  romantic  to  think 
'ou  can  hit  tough  goals  quickly," 
;ays  Peter  Hutchinson,  whose  Pub- 
ic Strategies  Group  Inc.,  a  St.  Paul 
;onsultancy,  took  over  the  Min- 
leapolis  system  in  1993.  psg  has 
lelped  redesign  a  curriculum,  re- 
luced  disciplinary  problems,  made 
)eace  with  teachers,  and  righted 
he  system's  finances.  But  overall 
icademic  results  have  been  patchy: 
Reading  and  math  goals  haven't 
3een  met,  and  the  gap  between 
^ades  of  white  students  and  those 
)f  minorities  continues  to  widen. 

More  modest  measures  are  also 
:he  byword  of  the  Edison  Project. 
Onetime  media  magnate  Christo- 
pher Whittle  originally  envisioned 
Edison  as  a  network  of  1,000  new 
private  schools.  But  when  his  Whit- 
tle Communications  collapsed  in 
1994,  financing  for  Edison  evaporat- 
ed. Whittle  lowered  his  aims  and 
now  runs  just  four  schools,  with 
contracts  in  hand  to  manage  two  more 
next  year  in  Dade  Coimty,  Fla.,  and  one 
in  Colorado  Springs. 

Edison's  strategy  is  still  ambitious — 
nothing  less  than  to  redesign  the  public 
school  cmriculum.  But  Whittle  says  he's 
learned  to  pick  his  spots.  "We  don't  go 
where  we  aren't  invited,"  he  says.  Will- 
ing school  districts  get  a  progi'am  heavy 
on  teacher  training,  technology,  and  fam- 
ily involvement.  At  Edison's  Boston  Re- 
naissance Charter  School,  housed  in  a 
13-story  downtown  building,  students 
spend  a  third  longer  in  class  than  peers 


at  other  city  schools.  A  new  pay  plan 
under  development  likely  will  give 
teachers  raises  based  on  merit  rather 
than  seniority.  And  red  tape  is  circum- 
vented. Teacher  Esterjuana  Gliwinski 
is  overjoyed  by  the  changes:  "Anything 
you  need,  within  reason,  you  can  order 
There's  no  need  to  go  through  the  bu- 
reaucracy." This  yeai;  2,100  students  ap- 
phed  for  630  spots. 

ROOM  FOR  IMPROVEMENT 

The  leading  companies  in  for-profit 
public  school  management 


Chris  Whittle's  brainchild  nearly  perished  in 
Whittle  Communications'  1994  collapse.  What's 
left  runs  schools,  using  its  own  curriculum,  in 
four  cities.  Its  aim:  to  more  than  double  the  num 

ber  of  schools  under  management  next  year. 


The  biggest  (  (jmpany  lost  contracts  in  Baltimore 
and  Dade  County,  Fla.  Now  it's  abandoning  big- 
city  systems,  focusing  instead  on  small  suburban 
and  rural  districts. 


OMBUDSmftN  EDUCATIONAL  SERVICES 


A  niche  operator,  it  has  contracts  with  150  dis- 
tricts in  nine  states  to  provide  three  hours  a  day  of 
instruction  at  storefront  sites  for  kids  vwth  severe 
disciplinary  or  academic  problems. 


The  private  St.  Paul  consulting  company  is  m 
its  third  and  final  year  managing  the  82-school 
Minneapolis  district.  A  several-year  contract 
extension  is  expected. 


SYLVAN  LEARNING  SYSTEMS 


It  made  its  name  in  testing  and  instructional  ser- 
vices for  companies  and  fee-paying  students.  Now 
it  has  contracts  to  provide  reading  and  math 
tutoring  at  57  public  schools. 


Other  companies  are  seeking  out 
niche  opportunities.  Sylvan  Learning 
Systems  Inc.,  which  long  has  provided 
education  services  to  corporations  and 
thi'ough  its  fee-based  storefront  centers, 
now  runs  intensive  tutorial  sessions  for 
lagging  students  in  57  public  schools, 
mainly  in  Maryland  and  Illinois.  Kids 
get  chits  for  toys  and  other  awards 
when  they  do  well;  system  administra- 
tors get  Sylvan's  guarantee  that  stu- 
dents will  pull  in  better  gi-ades. 

Ombudsman  Educational  Services 
Ltd.,  meanwhile,  specializes  in  dropouts 


and  discipline  problems,  putting  kids 
thi'ough  thi-ee  hours  of  computer-based 
teaching  a  day  in  spartan  off-site  class- 
rooms. "These  kids  have  the  opportunity 
to  get  out  of  the  mainstream  and  catch 
their  breath,"  says  Frederic  W.  Skoglund, 
an  assistant  supeiintendent  in  the  70,000- 
student  Mesa  district,  one  of  150  sys- 
tems that  pay  Ombudsman  $15  to  $18  a 
day  for  each  student.  "The  vast  majority 
are  able  to  come  back  [to  school]." 
VAST  POTENTIAL.  Although  modest, 
such  successes  likely  will  help  break 
down  resistance  to  for-profit  school 
management.  As  that  happens,  cap- 
ital could  flood  into  an  industry 
whose  potential  vastness  ah"eady  has 
captivated  Wall  Street.  Lehman 
Brothers  Inc.  has  a  team  of  analysts 
and  investment  bankers  studying 
the  industry.  Donaldson  Lufkin  Jen- 
rette  Inc.'s  Sprout  Group  venture 
ann  raised  $12  million  for  Edison  in 
1994.  Now,  Sprout  Vice-President 
Patrick  J.  Boroian  thinks  the  busi- 
ness is  on  the  verge  of  exploding. 
"Tliis  reminded  us  of  the  health-cai'e 
industry  20  years  ago,"  he  says. 

Investors  are  counting  on  long- 
term  payback  fi"om  the  sheer  vol- 
ume of  schools  that  can  be  turned 
around,  but  they  won't  likely  see 
fat  margins.  Whittle  warns:  "we 
should  expect  7%  to  12%  [pretax] 
margins.  Beyond  that  we  nm  into 
political  resistance."  He  expects  Edi- 
son to  move  into  the  black  by  1998, 
after  losing  $6  milhon  this  year  on 
revenue  of  $12  miUion.  Meanwhile, 
ps(;  has  yet  to  make  money,  though 
it  has  earned  two-thirds  of  the  pay 
possible  under  its  performance- 
based  Minneapolis  contract. 

EAI,  which  lost  .$7.4  million  on 
$213.6  million  in  sales  for  the  fiscal 
year  ended  last  June,  has  a  new  les- 
son plan.  "Perhaps  we  sold  om-selves 
to  the  wrong  prospective  users — 
large,  highly  political,  and  heavily 
unionized  districts,"  says  Chainnan  John 
T.  Golle.  Now  he  is  pursuing  schools  in 
Washington,  D.  C,  but  he  also  wants  con- 
tracts in  subui-bs  or  nu-al  areas  such  as 
Wappingers  Falls,  N.  Y.,  and  Hillsboro, 
N.  H.  He  Ukely  won't  find  any  less  con- 
tention there,  though.  Wherever  there 
are  parents,  teachere,  and  politicians,  pas- 
sions run  high — and  progress,  even  for 
the  profit-motivated,  is  bound  to  be  slow. 

By  Ricfiard  A.  Melcher  in  Min- 
neapolis, with  Mark  Maremont  in 
Boston,  Roy  Furcligott  in  Baltimore, 
and  bureau  reports 
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Personal  Business 


EDITED  BY  AMY  DUNKIN 


'TIS  THE  SEASON 

TO  SHED  SOME  POUNDS 


Resolutions  to  lose 
weight  are  as  much  a 
New  Year's  tradition 
as  popping  corks  and  flying 
confetti.  And  this  year,  be- 
cause of  stricter  weight 
guidelines  for  adults  released 
on  Jan.  1  by  the  Agriculture 
Dept.  and  Health  &  Human 
Services  Dept.,  more  people 
than  ever  may  realize  they 
need  to  shed  pounds. 

Unfortunately  for  baby 
boomers,  the  new  chart  no 
longer  allows  a  person  to  put 
on  15  lb.  to  20  lb.  dming  mid- 
dle age:  The  change  reflects 
growing  evidence  indicating 
that  adding  a  pound  or  two  a 
yeai-  after  18 — as  most  people 
do — increases  the  risk  of  pr-e- 
mature  death  fi'om  heart  dis- 
ease, diabetes,  and  certain 
cancers.  "It's  not  0.  K.  to  gain 
weight  as  you  get  oldei-  any- 
more," says  Dr.  George 
Blackburn,  chief  of  the  Cen- 
ter for  the  Study  of  Nutri- 
tion Medicine  at  New  Eng- 
land Deaconess  Hospital  in 
Boston. 

FRUIT  AND  VEGGIE.  Whether 
you  ai'e  trying  to  fall  in  line 
with  the  revised  guidelines 
or  keep  a  New  Year's  resolu- 
tinii,  the  best  wav  t(i  start  a 

The  New  Weight 
GuideUnes 

Height    Weight'    Height  Weight* 

5'0"  97-128  5'9"  129-169 

5'1"  101-132  5'10"132-174 

5'2"  104-137  5'11"136-179 

5'3"  107-141  6'0"  140-184 

5'4"  111-146  6'1"  144-189 

5"5"  114-150  6'2"  148-195 

5'6"  1 18-155  *  The  range  covers 
  women  and  men 

5'7"  121-160 

  DATA:  U.S. 

5'a"  125-164        AGRICULTURE  DEPT 


weight-loss  progi'am  is  to  set 
reasonable  goals.  Nutrition 
experts  agi'ee  that  when  peo- 
ple establish  small,  attainable 
objectives — to 
reduce  by  five 
pounds  in  a 
month,  for  example — they  are 
more  likely  to  achieve  them 
and  set  new  ones.  Larger 
amounts  may  seem  insur- 
mountable and  lead  to  a  "to- 
hell-with-it"  attitude,  Black- 
burn says. 

Also,  it's  helpful  to  view 
losing  weight  as  a  move  to- 
ward good  health  rather  than 
good  looks,  according  to 
Di-.  Louis  Ai-onne,  di- 
rector of  the  Com- 
prehensive Weight 
Control  Center  at 
New  York  Hospi- 
tal and  the  author 
of  Weigh  Less, 
Live  Longer 
($22.95,  John  Wiley 
&  Sons).  "Progress 
can  be  measured  by  just 
feeling  better  or  lowering 
your  blood-pressure  and 
blood-sugar  levels," 
says. 

The  best  diets  are 
those  that  feature 
plant  foods — with 
animal  protein  and 
fat  making  occa- 
sional guest  appear- 
ances. This  means 
gToceiy  shopping  mainly 
in  the  produce  department 
and  in  the  bakery  aisle — for 
whole-grain  breads.  Meats 
and  dairy  products  should  be 
thought  of  as  condiments,  like 
relish,  and  should  be  eaten 
accordingly.  If  a  half-pound 
of  relish  is  too  much  to  sea- 
son a  meal,  then  so  is  a  half- 
pound  of  hamburger. 

Above  all,  eat  a  variety  of 
foods,  says  Adam  Di'ewnow- 
ski,  professor  and  director  of 
the  Human  Nutrition  Pro- 


HEALTH 


gram  at  the  University  of 
Michigan.  Variety  is  impor- 
tant because  it  exposes  the 
body  to  a  wider  range 
of  macro  nu- 
trients (pro- 
tein, carbohy- 
drates) and  micro  ones 
(vitamins,  minerals),  which 
the  body  needs  to  function 
at  its  best. 

BINGE-PRONE?  Also,  eating  the 
same  thing  all  the  time  is  not 
exactly  a  palate-pleasei-.  "Con- 
suming food  should  be  sat- 
isfying," says 


to  include  those  things  yoi 
like,  you  will  pay  a  psycho 
logical  price,"  Drewnowsk 
says. 

Of  coiu'se,  fatty  treats  sucl 
as  bm-gers  and  shakes  shoulc 
be  enjoyed  in  moderation 
Fat  has  the  highest  calori( 
count  per  unit  of  any  foo( 
component,  and  it  converts 
to  body  fat  most  easily.  Sine*' 
the  trick  to  losing  weight  i: 
to  burn  more  calories  thai 
you  consume,  cutting  the  fa 
helps.  Here  are  some  easA 
ways  to  eliminate  unneces 
sary  fat:  In  recipes  for  bakec 
goods  that  call  for  oil  oi 
shortening,  substitute  apple 
sauce  or  dried-fruit  purees 
steeped  in  orange  juice.  Usi 
defatted  chicken  broth  i 
place  of  butter  on  vegetables 
And  linse  cooked  gi'oimd  bee 
in  a  colander  before  throw- 
ing it  into  cassei'oles  oi 
spaghetti  sauce. 

Just  realize,  however,  tha 
"fat-free"    doesn't  meai 
calorie-free — especially 
when  it  comes  to  pack 


he 


Drewnowski.  "If  all  you  eat 
is  broccoli,  rice,  and  sliredded 
caiTots,  for  heaven's  sake,  go 
out  and  eat  a  hambiu-ger  and 
have  a  milk  shake."  Studies 
show  that  people  who  obsei-ve 
extremely  strict  diets  are 
pi-one  to  binge  eating  and  are 
more  likely  to  abuse  alcohol, 
drugs,  and  cigarettes.  "The 
message  is  that  if  yom-  diet 
doesn't  have  enough  variety 


4 


aged  foods.  "Most  fat-fVt 
and  I'educed-fat  products  an 
full  of  sugar  and  fillers  thai 
drive  the  calories  up  almost! 
as  high  as  they  would  be  iiil 
the  product  had  the  fat,''i\ 
warns  Deanna  Montgomery* 
assistant  professor  of  biologi-l 
cal  sciences  and  nutrition  atf 
the  University  of  Texa^ 
School  of  Public  Health  ini 
Houston.  Indeed,  Nabisco'si 
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at  Free  Fig  Newtons  and 
()\v  Fat  Honey  Maid  Gra- 
mi  Crackers,  Keebler's  Re- 
R'cd  Fat  Fudge  Stripes,  and 
other's  Fat  Free  Fig  Bars 
1  liave  more  sugar  and  total 
ii-hohydrates  than  their  fuU- 
t  counterparts.  Not  only 
u\-;  this  bring  their  calorie 
uip.t  up  to  within  10  to  30 
ildi'ies  of  full-fat  levels  but 
SI)  their  higher  carbohy- 
rate  content  may  increase  a 
arson's  appetite. 
'ATER  EVERYWHERE.  Dr. 
'enise  Bi-uner,  a  weight-loss 
3ecialist  practicing  in  Ar- 
ngton,  Va.,  explains  that  the 
ody  releases  insulin,  which  is 
1  known  appetite  stimulant," 
)  break  down  cai"bohydrates. 
hus,  the  higher  a  food's  car- 
ohych-ate  '?ount,  the  more  in- 
alin  rushes  into  the  blood- 
tream  and  the  hungrier  a 
erson  may  feel.  Bruner  says 
he  eats  only  protein  and 
ruit  for  breakfast  because 
carbohydrates  Uke  cereal  or 
bagel  will  make  me  hungiy 
gain  almost  before  I  can  get 
0  work."  So  she  recom- 
lends,  for  their  morning 
epast,  that  her  patients  eat 
Dw-fat  cheese,  yogurt,  or 


Finding  Substitutes  for  the  Fat 


HIGH-FAT  FOOD 

BAKING  CHOCOLATE 

BUnER  OR 
SHORTENING 

CREAM  CHEESE 


MAYONNAISE 

OIL-BASED 
DRESSINGS 
AND  MARINADES 


ALTERNATIVE 

Cocoa  or  carob  powder  mixed  with  light  oil. 

Nonfat  yogurt  or  sour  cream  blended  with 
light  oil  such  as  canola,  skimmed  chicken 
broth  (for  vegetables),  applesauce  (for  baking). 

Nonfat  yogurt  blended  with  part-skim 
ricotta  or  cottage  cheeses.  (Low-fat  butter- 
milk can  be  used  as  a  thinning  agent.) 

Nonfat  yogurt  and  sour  cream  whipped 
with  vinegar  and  egg  white. 

Mustard,  vinegar,  chili  sauce,  nonfat 
yogurt  or  whipped  cottage  cheese  and 
nonfat  buttermilk  with  herbs,  pureed 
pickled  vegetables. 

DATA:  BUSINESS  WEEK 


egg-white  omelets  along  with 
a  Uttle  fiaiit.  Such  high-pro- 
tein, low-carbohydrate  meals 
"don't  stimulate  the  produc- 
tion of  insuhn"  and  are  more 
likely  to  keep  appetites  in 
check  until  lunch. 

Blinking  water — before  or 
between  meals — can  also  re- 
duce hunger  pangs.  Downing 
eight  8-oz.  glasses  of  water  a 
day  makes  for  a  sense  of  full- 
ness and  flushes  out  bodily 
wastes,  including  the  byprod- 
ucts from  the  breakdown  of 
fat.  "If  those  by-products  are 
not  cleaned  out  of 
the  system,  the 
body  slows  down 


the  rate  at  which  it  burns 
fat,"  Bruner  says.  Without 
water  to  wash  it  away,  fat 
languishes  in  tummies  and 
thighs  longer. 

Behavioral  strategies  help 
dieters  as  well.  Nutrition  ex- 
perts say  it's  best  to  avoid 
eating  when  emotionally  out 
of  sorts.  New  York  Hospital's 
Ai'onne  says  extreme  stress, 
boredom,  happiness,  or  sad- 
ness can  prompt  overeating. 
He  tells  patients  to  "be 
aware  of  their  state  of  mind" 
and  to  try  not  to  eat  when 
feelings  could  cloud  their 
stomach's  satiety.  Other  be- 
havioral tactics  include 
putting  utensils  down 
between  bites  and 
placing  food  on  plates 
rather  than  eating  out 
of  pots,  pans,  or 
/  cartons. 

One  of  the  most 
effective  strategies 
is  to  make 
a  record 
of  every 
cnamb  eat- 
en over  the 
course  of 
the  day.  Says 
the  Universi- 
tv  of  Texas' 


Montgomery:  "People  who 
keep  records  are  genuinely 
amazed  at  how  much  they  eat 
and  usually  recognize  areas 
where  they  can  scale  back." 
Several  software  programs, 
such  as  Parson  Technology's 
Diet  Analyst  ($29)  and  Nutri- 
tion Expert  by  Fitness  Soft- 
ware Systems  ($60),  are  avail- 
able to  help  track  food 
consumption.  Most  computer- 
ized nutrition  packages  not 
only  chronicle  every  morsel 
swallowed  but  also  tally  and 
graphically  display  a  person's 
daily  intake  of  calories,  fat, 
cholesterol,  sodium,  and  amino 
acids,  along  with  vitamins  and 
minerals. 

GROCERY  LIST.  Introducing  a 
little  organization  into  meal 
preparation  never  hurt  a 
dieter,  either.  "People  plan 
just  about  every  other  aspect 
of  their  hves  but  don't  plan 
what  they  are  going  to  eat," 
Montgomery  says.  Meal  plan- 
ning ensures  that  healthy  in- 
gi'edients  are  on  hand  to  pre- 
pare that  low-fat,  high-fiber 
dinner  at  the  end  of  a  long 
day  when  a  bag  of  Oreos 
might  seem  easier  than  a  trip 
to  the  market. 

Finally — exercise,  exercise, 
exercise.  Physical  activity 
burns  calories,  which  is,  af- 
ter all,  the  name  of  the  game. 
But  exercising  does  not  have 
to  involve  donning  spandex, 
spastically  bouncing  in  fi-ont 
of  a  mirror,  or  nmning  mile 
after  tedious  mile  on  a  tread- 
mill. "Vacuuming  or  raking 
leaves  could  do  it,"  Aronne 
says.  Most  health-care  pro- 
fessionals recommend  a  mini- 
mum of  30  minutes  of  exer- 
cise three  days  a  week.  It 
can  be  30  minutes  at  a 
stretch  or  even  three  10- 
minute  bouts  spread  out  dur- 
ing the  day. 

Regardless  of  the  method 
you  choose,  a  happy,  healthy 
New  Year  doesn't  just  hap- 
pen overnight.  Losing  weight 
is  a  slow  process,  and  keep- 
ing it  off  usually  requires  a 
lifetime  commitment  to  im- 
proved habits  of  eating  and 
exercise.  But  with  time  and 
resolution,  weight  control  is  a 
piece  of  (low-fat,  low-calorie) 
cake.  Kate  Murphy 
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BORROWING  ON  MARGIN 
SURE  LOOKS  TEMPTING 


With  all  the  wealth 
accumulated  during 
the  prolonged  bull 
market,  margin  bor- 


margin 

rowing  takes  on  new  appeal 
It's  a  great  leveraging  strat- 
egy if  you  need 
quick  access  to 
cash  at  rates  considerably 
lower  than  those  on  personal 
loans  at  banks.  But  there  are 
obvious  dangers  inherent  in 
borrowing  money  based  on 
the  expected  performance  of 
your  portfolio. 

A  mai-gin  account  is  simply 
a  secured  loan  used  to  buy 
additional  secuiities  or  cover 
personal  expenses.  Broker- 
ages will  extend  credit  of  up 
to  50'7f  of  the  value  of  your 
stocks,  mutual  funds,  or  con- 
vertible bonds.  On  less- 
volatile  government  bonds, 
you  may  boiTow  up  to  957{  of 
the  value. 

DANGER  AHEAD.  At  8.25%  to 
8.75'/f  ,  margin-loan  rates  are 
relatively  low,  compai'ed  with 
the  15%  charged  by  many 
banks  for  unsecured  personal 
loans.  The  minimum  intei-est 
rate  allowed  on  a  mai-gin  loan 
is  half  a  point  above  the  "bro- 
ker loan  rate,"  or  what  banks 
charge  brokerages  to  boiTow 


SMART  MONEY 


money.  The  rate  now  is 
7.25%,  but  check  your  news- 
paper frequently  for  changes. 
If  the  loan  is  used  for  invest- 
ment purposes,  you  may 
deduct  only  interest  that 
would  offset  your  investment 
income.  There  is  no  deduc- 
tion, however, 
if  you  borrow 
to  buy  tax-exempt  secuiities. 
Consider  a  home-equity  loan 
fh'st,  since  the  interest  on  up 
to  $100,000  boiTOwed  is  fully 
tax-deductible.  The  average 
rate  is  8.86%. 

Using  a  margin  loan  " 
means  shouldering  some 
risk.  If  youi-  investments 
take  a  dive — as  happened 
lately  vdth  tech  stocks — 
and  the  equity  in  yom*  ac- 
count falls  below  80%.  of 
its  cuiTent  market  value, 
your  broker  will  issue  a 
margin  call  to  pay  off 
some  of  the  loan.  If  you 
can't  come  up  with  the 
cash  or  additional  securi- 
ties to  satisfy  the  call, 
your  broker  will  liquidate 
assets  in  your  portfolio — 
possibly  at  a  loss. 

Still,  margin  loans  can 
be  a  low-cost  way  to  fi- 
nance short-term  needs, 
says  Gregory  Sullivan, 
president  of  financial  plan- 


ning fii-m  Sullivan,  Bruyette, 
Speros  &  Blayney  in  McLean, 
Va.  Short-term  uses  include 
college  tuition  payments  or 
sudden  medical  costs.  One  of 
Sullivan's  clients,  for  exam- 
ple, knew  he  would  get  a 
bonus  in  three  months.  In 
the  meantime,  he  needed 
to  pay  his  child's  $20,000 
college  tuition.  "Instead  of 
disturbing  his  $200,000 

/portfolio,  we  took  a  mar- 
gin loan  on  10%  of  his 
account  and  paid  it  off 
when  he  got  the  bonus," 
says  Sullivan. 

Only  investors  with  the  re- 
sources to  absorb  serious 
losses  should  boiTow  on  mar- 
gin. "Anyone  who  has  a  small 
amount  of  assets  or  has  to 
fully  leverage  themselves 
shouldn't  use  a  margin  loan 
because  they  have  nothing  to 
fall  back  on,"  says  Richard 
Gemberling,  senior  vice-pres- 
ident at  Smith  Barney  in 
New  York.  And  margin  loans 
should  never  be  used  to  fi- 
nance existing  debt:  The 
slightest  drop  in  the  market 
will  push  you  deeper  into  the 
hole,  cautions  financial  advis- 
er Nancy  Dunnan,  author  of 
Djin  &  Bmdstreef  Guide  To 
Your  Investments  1996 
($18.95,  HarperCoUins). 

There  are  some  things  you 
can  do  to  minimize  the  risks 
inherent  in  margin  loans.  The 
first  rule  is  to  deal  with  a 
broker  you  know  and  tnist. 
"You    need    someone  who 

Managing 
the  Risk 

The  less  you  borrow,  the  more 
cushion  you  have  in  a  tumbling 
market.  Using  the  example 
of  100  shares  of  a  $60  stock, 
a  broker  can  issue  a  margin  call 
when  you  borrow: 

•  50%  and  the  share  price  drops 
to  42%,  a  29%  decline 

•  30%  and  the  price  falls  to 
25K,  a  57%  decline 


•  10%  and  the  price  slides  to  9, 
an  85%  decrease 

DATA:  MERRILL  LYNCH  &  CO. 


knows  your  whole  finanei 
picture  and  advises  you  ac 
cordingly,"    Dunnan  says^ 
When  you're  using  a  margi 
loan  to  buy  additional  securi 
ties,  keep  in  mind  that  brc 
kers  may  have  an  incentiv 
to  encourage  trading  to  ger 
erate  commissions.  { 
Second,  borrow  less  thai 
the  maximum  allowed.  Thf 
bigger  the  loan,  the  mor;- 
hkely  it  is  that  slight  markeij 
fluctuations  will  trigger  j; 
margin  call  (table).  Your  brcf' 
ker  should  inform  you  if  th( 
account  is  approaching  th' 
margin  call  level  but  Dunnai 
advises  monitoiing  the  price 
of  margined  stock  yourself  tjj 
avoid  surprises. 
LESS  RISK.  BoiTOwing  againsi; 
more  stable  assets  also  re5 
duces  the  chance  of  a  mar 
gin  call.  A  diversified  mutua 
fund  is  likely  to  be  les 
volatile  than  an  individua 
stock.  "You  get  the  sam^ 
benefits  of  leverage  as  bor 
roviing  against  common  stocl 
but  with  less  downside  risk, 
says  Tom  Taggart,  a  spokes 
man  for  Charles  Schwab  (S 
Co.  For  more  information 
write  to  the  New  York  Stocl 
Exchange,  Communication; 
Dept.,  11  Wall  St.,  12th  flooi 
New  York,  N.  Y.  10005,  for 
free  copy  of  The  Margit 
Tixiding  Guide. 

If  you  choose  to  borrov 
again.st  your  newfound  stocl 
riches,  bear  in  mind  that  tb 
37.5%.  average  returns  of  thi 
Standard  &  Poor's  500 
stock  index  in  1995  wer( 
an  aberration.  Historicallj 
the  stock  market  has  re 
turned  10%  to  12%  a  yeai 
So  Sullivan  cautions  hi; 
clients   not   to  financ( 
short-term  needs  based  or 
unrealistic  projections  o 
market  performance. 

"Managing  what  yoi 
owe  is  as  important  ai 
managing  what  you  own,' 
says  Hal  Minot,  directoi 
of  marketing  at  Merril 
Lynch  Credit  in  Jack- 
sonville, Fla.  It  is  espe- 
cially crucial  when  wha' 
you  owe  is  linked  to  ai 
asset  that  has  the  capa 
bility  to  plunge  in  valu( 
overnight.    Kerry  Capel 
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BusinessWeek  Index 


RODUCTION  AND  LEADING  INDEXES 


Change  from  last  week;  0.0% 
Change  from  last  year:  4.7% 


-'hange  from  last  week:  -0  : 
CliHnge  from  last  year:  4 


PRODUCTION  INDICATORS 


PRODUCTION  INDEX 

■Jan.  6=128,6 
1992=100 


LEADING  INDEX 

Jan  6=.?60,9  - 
1967:=  100 


15  ■ 


230 


Jan  May  Sept  Jan 

1995  1995  1995  1996 

Indexes  are  4-week  moving  averages 
The  production  index  was  unchanged  in  the  week  ended  Jan.  6.  Because  of 
revisions  to  the  seasonal  factors  in  the  last  two  weeks  of  1996,  the  mdex 
now  stands  at  128.6  for  Dec.  30.  and  128.3  for  Dec.  23.  Before  calculation 
of  the  four-week  moving  average,  the  index  stood  at  128.3  in  the  latest  week, 
from  128.7  in  the  week  of  Dec.  30  and  127.6  for  Dec.  23. 
The  leading  index  dropped  in  the  latest  week.  The  unaveraged  mdex  rose  to 
260,6,  from  259,7, 

BW  production  inde»  copyright  1996  by  Ttie  McGravir-Hill  Companies      BW  leading  index  copyright  1996  Dv  CIBCR 


STEEL  (1/13)  thous,  of  net  tons 

LATEST 
WEEK 

2,031 

WEEK 
AGO 

1,951# 

YEARLY 
%  CHG 

0.1 

AUTOS  (1/13)  units 

91,707 

78,893r# 

-29.8 

TRUCKS  (1/13)  units 

71,869 

81,322r# 

-30.2 

ELECTRIC  POWER  (1/13)  millions  of  kilowatt-hrs. 

67,271 

62,656# 

11,0 

CRUDE-OIL  REFINING  (1/13)  thous,  of  bbl,/day 

13,597 

13,981# 

-1,8 

COAL  (1/6)  thous.  of  net  tons 

17,777# 

14,785 

3,3 

PAPERBOARD  (1/6)  thous.  of  tons 

NA# 

NA 

NA 

PAPER  (1/6)  thous.  of  tons 

ISA# 

NA 

NA 

LUMBER  (1/6)  millions  of  ft. 

313. 1# 

213.8 

-14,1 

RAIL  FREIGHT  (l/6)  bilhons  of  ton-miles 

21. 1# 

18.4 

3,4 

Sources:  American  Iron  &  Steel  Institute,  Ward's  Automotive  Reports,  Edison  Electric 
Institute.  American  Petroleum  Institute,  Energy  Dept  ,  American  Forest  &  Paper 

Association,   WWPA',   SFPA'',  Association  of  AmeriCdn  Railroads 


tt^EADING  INDICATORS 


LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%  CHG 

STOCK  PRICES  (1/12)  s&p  500 

606,18 

619,12 

31,1 

CORPORATE  BOND  YIELD.  Aaa  (i/i2) 

6,86% 

6,75% 

-18,9 

INDUSTRIAL  MATERIALS  PRICES  (1/12) 

111,0 

111,6 

-2,8 

BUSINESS  FAILURES  1/5) 

NA 

603 

NA 

REAL  ESTATE  LOANS  (1/3)  biihons 

NA 

$500,7 

NA 

MONEY  SUPPLY,  M2  (1/1)  billions   $3,751.0  $3,748.7  4,7 


INITIAL  CLAIMS.  UNEMPLOYMENT  (12/30)  thous      na        na  na 

Sources:  Center  for  International  Business  Cycle  Research  (CIBCR),  Standard  & 
Poor's.  Moody's.  Journal  of  Commerce  (index:  1990=100),  Dun  &  Bradstreet  (failures 
of  large  companies),  Federal  Reserve,  Labor  Dept  CIBCR  seasonally  adjusts  data  on 
business  failures  and  real  estate  loans. 


INTEREST  RATES 


LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

FEDERAL  FUNDS  (1/I6) 

5,84% 

5.28% 

5,45% 

COMMERCIAL  PAPER  (1/17)  3  month 

5,41 

5.45 

6,17 

CERTIFICATES  OF  DEPOSIT  (1/17)  3  month 

5,39 

5,44 

6,22 

FIXED  MORTGAGE  (1/12)  30  year 

7,37 

7.30 

9,35 

ADJUSTABLE  MORTGAGE  (I/I2)  one  year 

5.50 

5.56 

6,88 

PRIME  (1/17) 

8.50 

8,50 

8,50 

Sources:   Federal  Reserve.  HSH  Associates.  Reuters  Holdings  PLC 


PRICES 


GOLD  (1/17)  $/troy  oz. 

LATEST 
WEEK 

397.700 

WEEK 
AGO 

400,000 

YEARLY 
%  CHG 

4.7 

STEEL  SCRAP  (I/I6)  #1  heavy,  $/ton 

144.50 

139,50 

-1,3 

COPPER  (1/13)  c/ib. 

121,3 

126,2 

-15.8 

ALUMINUM  (1/13)  e/ib 

77,0 

79  3 

-21,4 

COTTON  (1/13)  strict  low  middling  1-1/16  in 

,  e/lb.  81.16 

80,49 

-7,1 

OIL  (1/16)  $/bbl. 

18.14 

19,95 

-1,1 

Sources:  London  Wednesday  final  setting,  Chicag 
market,  NYMEX 

0  market,  MetaL 

Week,  rvlempttis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (1/17) 

LATEST 
WEEK 

105,42 

WEEK 
AGO 

105,21 

YEAR 
AGO 

99  28 

GERMAN  MARK  (1/17) 

1,46 

1,44 

1,51 

BRITISH  POUND  (1/17) 

1,53 

1,55 

1,59 

FRENCH  FRANC  (i  17) 

5,00 

4,93 

5,25 

ITALIAN  LIRA  (1/17) 

1582  3 

1572,0 

1595,0 

CANADIAN  DOLLAR  (1/17) 

1,37 

1,36 

1,42 

MEXICAN  PESO  1/1 7) 

7,505 

7,525 

5,475 

Sources:  Maior  New  York  banks  Currencies  expressed  in  units  per  U  S  dollar, 
e;(cept  for  British  pound  in  dollars 


#Raw  data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (ctiart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
equipment.   l-Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn,         3:=Free  market  value       NA=Not  available       r=revised       NM=Not  meanmgful 


THE  WEEK  AHEAD 


ERSONAL  INCOME 

uesday,  Jan.  23,  8:30  a.m.  ►  Personal 
icome  probably  rose  0.5%  m  October  and 
.3%  in  November.  That  was  ttie  median 
jrecast  of  economists  surveyed  by  mms 
iternational.  Income  rose  0.4%  in  Sep- 
;mber.  Consumer  spending  was  likely  flat 
1  October  and  up  0.6%  in  November, 
hat's  suggested  by  the  monthly  changes  in 
2tail  sales.  Spending  edged  up  0.2%  in 
eptember.  The  government  shutdov^/n 
elayed  release  of  the  income  report  for  two 
lonths.  In  addition,  the  monthly  report  will 
egin  to  state  inflation-adjusted  income 
nd  spending  on  a  chain-weighted  basis  to 
onform  with  data  in  the  gross  domestic 
roduct  release. 


WHOLESALE  TRADE 

Tuesday,  Jan.  23,  10  a.m.  ►Though  usual- 
ly a  second-tier  data  series,  this  report  on 
wholesale  inventories  and  sales  in  Novem- 
ber will  be  scrutinized  because  it  will  be 
one  of  the  first  looks  at  the  inventory 
adjustment  process  in  the  middle  of  the 
fourth  quarter.  Wholesale  inventories  rose  a 
large  0.7%  in  October,  while  sales  fell 
0.4%. 

INDUSTRIAL  PRODUCTION 

Wednesday,  Jan.  24,  9:15  a.m.  ►  Output 
at  the  nation's  factories,  mines,  and  utili- 
ties probably  rose  0.2%  in  December,  says 
the  MMS  report.  The  National  Association  of 
Purchasing  Management's  report  on  indus- 


trial activity  showed  that  output  fell  last 
month.  The  cold  weather  through  much  of 
the  country,  though,  may  have  sharply 
pushed  up  utility  output.  Production 
increased  0.2%  in  November.  Operating 
rates  probably  edged  up  to  83.2%,  from 
83.1%  in  November. 

NEW  HOME  SALES 

Wednesday,  Jan.  24.  10  a.m.  ►  New  sin- 
gle-family homes  likely  sold  at  an  annual 
rate  of  660,000  m  November,  down  from  a 
673,000  pace  in  October.  That's  suggested 
by  the  already  reported  1.7%  decline  in 
existing  homes  for  November  as  well  as  the 
recent  flat  trend  in  mortgage  applications  to 
buy  a  home. 
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The  23rd  Edition  of  the 
Multinational  Executive 
TRAVEL  COMPANION* 
Is  Now  Available 


Put  A  Travel  Agent 
In  Your  Pocket 

Often  called  the  'Rolls  Royce  of  Travel 
Books',  METC  packs  into  some  126 
countries  50,000  updated  facts.  ,750 
pages  of  expert,  researched,  accurate 
essentials  for  the  business  traveler. 

There's  nothing  like  this  authoritative 
handbook.  "It's  the  encyclopedia  of 
business  protocols  and  local  customs", 
write  reviewers  for  a  top  business 
publication.* 

Among  new  1995-96  features  are 
exclusive  analyses  describing  selected 
countries  now  entering  into  new 
marketing  phases  and  international 
relationships... uncounted  information 
to  make  your  business  or  social  trip 
more  rewarding  and  productive. 

Larger  and  more  readable.  Special 
discounts  on  quantity  orders.  Single 
copy  in  softcover...gold  foil  and  full 
color:  USD60.  Overseas  USD80. 
Includes  shipping  and  handling.  Ask 
about  corporate  identification  programs 
and  the  VIP  presentation  edition  in 
leather,  gold  stamped,  gilt  edged, 
ribboned,  cased,  at  USD100. 

Call  or  write: 
Strand  Publish  ng  Co.,  Inc. 
P.O.  Box  1293, 
207  Atlantic  Street 
Stamford,  CT  06901  USA 
ph: 1-203-324-3007 
fax: 1-203-967-8404 

'Source  on  request 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  namesi 
Companies  listed  only  in  tables  are  not  included. 


ABB  Henschel  48 
Abbott  Laboratories  (ABT)  66 
Aetna  Health  Plans  of  Ohio  38 
Airbus  Industrie  56 
America  Online  (AMER)  62, 68 
Amerindo  Investment  Advisors  62 
Anheuser-Busch  (BUD)  53 
Apple  Computer  (AAPL)  34 
Applied  Materials  (AMAT)  66 
Archer  Daniels  Midland  (ADM)  37 
Ascend  Communications 
(ASND)  62 
AT&T  fT)  8,  29, 40 
Aura  Systems  (AURA)  73 

B 


BaiajAuto  39 
Ball  Publishing  24 
BankAmenca  (BAG)  35 
Bank  Credit  Analyst  Group  20 
Bank  One (ONE)  29 
B  A  T  Industries  (BTI)  68 
Bausch  &  Lomb  (BOD  8 
Bayer  48 

Bell  Atlantic  (BEL)  40,  74 
BellSouth  (BLS)  4, 29 
Bloomberg  51 
Blue  Cross  &  Blue  Shield  of 
Ohio  38 
BMW  48 

Boeing  (BA)  40,  56, 73 
Brady  (WH)(BRGOA)  34 
British  Airways  56 


Canadian  Airiines 

International  53 
GamaudMetalbox  34 
Caterpillar  (CAT)  8 
Gathay  Pacific  56 
Ghantal  Pharmaceutical 

(CHTL)  40 

Charoen  Pokphand  Group  40 
Chase  Manhattan  (CMB)  62 
Chemical  Banking  (CHL)  62 
Chnstian  &  Timbers  4 
Chrysler  (C)  39 
Cisco  Systems  (CSCO)  62 
Citicorp  (CCD  36 

Clarion  Performance  Properties  52 
CMC  Information  Services  60 
c/net  60 

Coleman  &  Associates  6 
Columbia/HCA  Healthcare 
(COL)  38 

Comcast  (CMCSA)  74 
Compaq  Computer  (CPQ)  34,  70 
Continental  Airlines  (GALA)  53, 56 
Cowen  60,  66 

Creative  Biomolecules  (CBMI)  68 
Creative  Strategies  34 
CyberCash  60 


Daimler  Benz  (DAI)  39 
Daiwa  Bank  42 
Dallas  Cowboys  35 
Dean  Witter  (DWD)  20,24 
Dell  Computer  (DELL)  34 
Digital  Equipment  (DEC)  12 
Digital  Express  Group  60 
Diversified  Auto  Technology  73 


Donaldson  Lufkin  &  Jenrette  (DU) 
76 

Dow  Jones  (DJ)  51,84 
DRI/McGraw-Hill  (MHP)  39 
Dun  &  Bradstreet  80 
DVD  Software  6 


EAP  Systems  8 

Edison  Project  76 

Education  Alternatives  (EAIN)  76 

Ell  Lilly  (LLY)  38 

Ernsts  Young  70 

Excalibur  Group  74 


Fahnestock  (PAHNF)  68 
Fidelity  Investments  62 
Finnegan  Henderson  Farabow 
Garrett  &  Dunner  73 
Fitness  Software  Systems  78 
Fleet  Bank  (FLT)  53 
Fore  Systems  (FORE)  62 
Forrester  Research  70, 74, 75 
Fujitsu  16 

G 


General  Electric  (GE)  56, 73 
General  Foods  (MO)  68 
General  Motors  (GM)  4,  53 
Genetics  Institute  (GENIZ)  66 
Genome  Therapeutics  38 
Goldman  Sachs  48, 62, 68 
GTE  (GTE)  4 
Gulf  Investment  49 
Gulfstream  Aerospace  56 
Gynecare  73 

H 


Hambrecht  &  Ouist  60,62 
Hanwa  42 

Harnischfeger  Industries  (HPH)  24 
HCL  America  8 
Heme  Securities  62 
Hewlett-Packard  (HWP)  74 
Highndge  Partners  6 
Hitachi  (HIT)  16 
Hughes  Electronics  8 
Hughes  Networi(  Systems  74 
Humana  (HUM)  38 

I 


IBM  (IBM)  8,16.70 
IDT  60 

Institutional  Venture  Partners  62 
Intel  (INTO  74 
International  Data  70 


James  Capel  Pacific  42 
Japan  Airlines  56 
Johnson  &  Johnson  (JNJ)  40 
Johnson  Redbook  Service  21 


Keebler  78 

Keefe  Bruyette  &  Woods  36 
Kellogg  (K)  52 
Kleiner  Perkins  Caufield  & 
Byers  74 
Kmart  (KM)  4 
Koyo  Group  42 
Kuwait  Ain«ays  49 


LCI  International  24 
Lehman  Brothers  (LEH)  76 
Lipper  Analytical  Services  62 
Long  Term  Credit  Bank  42 
LoomisSayles  64 
Lotus  Development  70 
Lycos  60 

M 


Maior  League  Soccer  52 
Malaysia  Airlines  56 
Mars  68 
MayfieldFund  62 
McDonald's  (MCD)  40 
McDonnell  Douglas  (MD)  40,  56 
McGraw-Hill  (MHP)  75 
MCI  (MClC)  29, 53 
Mercer  Management  8 
Merck  (MRK)  38 

Merrill  Lynch  (MER)  36, 38, 64, 81 
Microsoft  (MSFT)  6, 24, 70, 74 
Mitsubishi  68 
Mitsubishi  Bank  21 
MMS  International  (MHP)  81 
Montgomery  Securities  60 
Morgan  (J.  P)  UPM)  49 
Morgan  Stanley  (MS)  60. 62 
Motorola  (MOT)  74, 75 
Mutual  Series  Funds  62 

N 


National  Semiconductor  (NSC)  34 
NationsBank  (NB)  29 
NBA  52, 53 
NBC  74 

NEC  Technologies  16 
Netcom  Online  Communication 
Services  60 

Netscape  Communications 
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rnings  ruled  the  U  S.  stock  mar- 
t  this  week.  The  broad  averages 
re  up  shghtly  for  the  week,  but 
Jividual  stocks  and  sectors  took 
sir  cues  from  earnings  an- 
uncements.  Semiconductors  took 
on  the  chin,  when  Intel  reported 
Jan.  16  that  fourth-quarter  prof- 
were  below  Street  expectations, 
•el  fell  5  points,  or  10%.  Wal- 
irt  also  reported  disappointing 
rnmgs,  and  its  stock  was  pum- 
3led,  falling  nearly  10%,  Bank 
ocks.  on  the  other  hand,  shone, 
Citicorp,  Chemical,  and  Chase 
anhattan  reported  nifty  profits. 
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Editorials 


GOP  ROOKIES:  TAKE  YES'  FOR  AN  ANSWER 


What's  with  the  gop  freshmen?  They  won't  take  "yes"  for 
an  answer.  Elected  as  conservatives,  pledged  to  enact 
the  Contract  With  America,  the  tight-knit  gi'oup  of  74  Repub- 
lican Irosh  can't  seem  to  close  the  deal.  Facing  reelection  in 
November,  the  rookies  have  yet  to  deliver  on  a  single  piece  of 
legislation  balancing  the  budget,  reforming  welfare,  cutting 
family  taxes,  giving  business  regulatoiy  relief,  or  even  refold- 
ing litigation.  Rather  than  compromise  even  slightly,  they 
have  closed  the  government,  threatened  the  U.S.  with  fiscal 
default,  and  plunged  in  pubUc  .standing. 

It's  a  sad  spectacle  because  the  gop  freshmen  have  actual- 
ly won  the  battle  of  the  paradigm.  They  have  succeeded  in 
changing  the  national  political  agenda.  Political  discourse  is 
now  held  in  terais  of  how  small  a  government  the  U.  S.  should 
have,  how  decentralized  it  should  be,  and  how  much  it  should 
cost.  The  freshmen  have  had  victories  in  terms  of  broad  policy 
as  well.  President  Clinton  succumbed  to  their  pressure  to 
agree  to  a  seven-year  budget-balancing  deal  with  economic 
projections  vetted  by  the  nonpaitisan  Congi-essional  Budget  Of- 
fice. Yet  when  key  differences  in  the  budget  negotiations  over 
Medicare,  Medicaid,  and  tax  cuts  naiTowed  sharply  between 
Clinton  and  House  Speaker  Gingiich  on  Dec.  19,  the  fi"eshmen 
yanked  Gingrich  back  from  closing  the  deal.  Accepting  nothing 
less  than  a  total  win,  they  branded  him  a  turncoat  and  insist- 
ed the  government  remain  closed.  This  allowed  Clinton  major 
demagoguery  of  his  own — claiming  that  Republicans  were  cut- 
ting Medicare,  not  simply  trimming  its  gTowth  rate. 

The  fi-eshmen's  imwillingness  to  compromise  with  either  the 
Democrats  or  their  own  Senate  moderates  has  led  to  a  total 
legislative  impasse.  Theii*  inflexibility,  combined  with  a  deter- 
mination to  gut  popular  environmental  protection  programs, 
has  led  the  gop  ft-eshmen  to  appear  to  be  champions  of  the 
fringe,  not  the  mainstj-eam.  Impractical  and  ari-ogant,  the 
gop  freshmen  are  on  a  self-destructive  course. 


The  result?  The  scorched-eaith  tactics  of  shutting  down  the 
government  twice  and  pushing  the  U.  S.  toward  default  on  its 
debt  have  turned  off  and  polarized  voters.  The  polls  show  thai 
congressional  Republicans  have  fallen  into  as  much  disfavoi 
with  the  electorate  as  the  Democrats.  Newt  Gingrich  (R- 
Ga.),  godfather  to  the  fi'eshmen  class  of  1994,  is  vddely  dis- 
liked, thanks,  in  part,  to  the  freshmen  tactics.  Even  some  cor- 
porate CEOS  are  beginning  to  wony  about  gop  extremism. 

The  gop  freshmen's  legislative  ineffectuality  may  turn  out 
to  be  less  of  a  liability  to  voters  in  the  November  congi-ession- 
al  elections  than  theii"  campaign-finance  hypocrisy.  Despite  tall< 
about  changing  business-as-usual  special-interest  politics  ir 
Washington,  no  other  freshman  class  has  porked  up  on  pac 
money  more  than  the  class  of  1994.  Wliile  Zach  Wamp  (R- 
Tenn.)  and  a  handful  of  other's  have  refused  pac  money,  virtu- 
ally everyone  else  is  feeding  at  the  trough. 

The  need  for  campaign  money  explains  some  of  the  posi- 
tions taken  by  gop  fi:'eshmen,  particularly  those  from  Westem 
states.  While  they  have  been  quick  to  cut  funding  for  welfare 
mother's  and  the  poor,  they  have  backed  government  spending 
for  logging,  mining,  gr-azing,  and  farming.  These  same  fi'esh- 
men have  been  in  the  forefi'ont  of  trying  to  defund  the  Clean 
Air  Act,  the  Environmental  Protection  Agency,  and  the  En- 
dangered Species  Act.  Special  interests  have  reciprocated 
by  pour-ing  millions  into  their  campaigns.  This  kind  of  politi- 
cal behavior  turned  off  voters  in  1994.  It  may  again  in  1996, 

The  gop  freshmen  have  a  small  window  of  opportunity  tc 
salvage  their  reputation.  They  can  start  by  striking  a  budget 
deal.  It  is  by  far  the  most  significant  piece  of  legislation  on  the 
table.  The  fi-eshmen  should  be  more  practical,  less  ideological. 
Ditto  for  welfare,  regulation,  and  litigation  r-eform.  This  will 
give  the  freshmen  a  track  r'ecord  of  success  to  run  on  and 
counter  their  current  reputation  for  inflexibihty,  extremism, 
and  an  unseemly  appetite  for  special-interest  money. 


CHINAS  ALARMING  LEAP  BACKWARD 


A big  chill  is  blowing  thr-ough  China.  With  ailing  refor'mer 
Deng  Xiaoping  out  of  the  pictur'e,  conser'vative  gr'oups 
are  reasserting  their  power  in  Beijing.  The  military,  allied 
wth  the  Communist  Party  and  bureaucracy,  is  reclaiming 
its  authority  over  supporters  of  open  markets  and  a  more  lib- 
eral political  society.  It  may  be  a  temporar-y  setback.  Or  it 
may  not.  Business  beware. 

The  latest  cr'ackdown  fi'om  the  State  Council  cited  nation- 
al secur-ity  reasons  in  ordei'ing  Renter,  Dow  Jones,  and  other 
financial-news  agencies  to  submit  to  control  by  the  state-i'un 
Xinhua  News  Agency.  The  goal  is  to  restrict  the  flow  of  infor'- 
mation  into  China,  and  perhaps  give  the  news  agency  a  piece 
of  the  growing  financial  information  services  pie. 

In  politics,  Beijing  has  cracked  down  on  religious  gr'oups  as 


well  as  human-rights  activists.  The  military  is  again  drilling 
students  in  the  virtues  of  the  Communist  Party  and  it  has  in- 
tensified its  saber  rattling  against  Taiwan.  Economically, 
Beijing  has  proposed  scrapping  preferential  tax  policies  for 
foreign  companies  and  killed  plans  to  reform  the  banking 
system.  Pir-acy  of  U.  S.  intellectual  pr'operty  continues. 

What  is  the  West  to  do?  It  is  clear  that  delinking  trade  and 
human  rights  is  not  turning  China  into  an  open  society.  But 
the  West  should  continue  to  support  the  forces  for  economic 
and  pohtical  change.  Cowed  by  the  military,  they  remain  a 
strong  and  gr'owing  constituency  inside  China.  They  are  also 
China's  only  hope  for  entry  into  the  World  Trade  Organization. 
The  ciu'rent  wave  of  heavy-handed  policies  emer'ging  ft'om 
Beijing  can  only  keep  China  from  joining  the  wro  at  this  time. 
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RANK  AND  FILE 


GEniNG  ORGANIZED  AT  THE  AFL-GIO 


JOHN  SWEENEY  SWEPT  INTO 

the  AFL-cio  presidency  in  Oc- 
tober, promising  to  revive  a 
near-moribund  labor  move- 
ment. On  Jan.  24,  he  gave 
the  federation's  executive 
council  plans  to  expand 
shrunken  union  rolls,  get 
much  more  involved  in  con- 
gressional elections,  and 
launch  a  media  campaign  on 
workers'  falling  wages. 

Historically,  the  afl-cio 
has  left  organizing  largely  to 
individual  unions.  Sweeney 


wants  to  spend  $20  million, 
a  fourfold  increase,  on  the 
task— with  nationwide  multi- 
union  membership  diives  and 
the  organizing  of  entire  re- 
gions or  industries.  The  fed- 
eration will  be  a  national 
clearinghouse,  dispensing  tac- 
tics to  the  field.  Sweeney  also 
will  create  a  department  to 
help  unions  mount  pressure 
campaigns  against  employers. 
Individual  unions  increasingly 
have  scored  gains  with  this 
approach,  making  use  of  ad 


TALK  SHOW  UThe  era  of  big  government  is  over.  But  we 
can't  go  back  to  the  era  offending  for  yourself  — President 
Bill  Clinton,  in  the  State  of  the  Union. 

44 President  Clinton  may  well  be  the  rear  guard  of  the  welfare 
state."  — Senator  Bob  Dole  (R-Kan.),  in  GOP  response 

Sweeney  has  mobi- 
lized 35  operatives 
in  Oregon  to  help 
pro-labor  Democrat 
Ron  Wyden  by  try- 
ing to  sway  union 
members,  many 
of  whom  vote  Re- 
publican. Sweeney 
hopes  to  replicate 
the  effort  in  75  key 
congressional  races 
-  this  fall. 

media  campaign  on 
TV,  radio, 


SWEENEY:  New  gambits  to  revive  labor 


blitzes,  stockholder  actions, 
and  safety-related  lawsuits. 

The  AFL-CIO  has  never  be- 
fore tried  to  implement  a  na- 
tionally coordinated  pohtical 
campaign.  For  the  Jan.  30 
Senate  special  election  to  fill 
the  Bob  Packwood  vacancy, 


The 

declining  wages- 
print — will  feature  American 
families  coping  with  faUing 
living  standards.  Sweeney's 
goal:  to  change  the  nation's 
negative  attitude  toward 
unions.       Aaron  Bernstein 


lACOCCA: 

Hello,  L.A 


HONCHOS 

IF  YOU  CAN  FIND  A 
BEnER  VENUE... 

WHERE    DOES  LEE 

lacocca  live,  any- 
way— California  or 
Michigan?  That's  a 
recurring  question 
in  court  suits. 

When  lacocca 
was  getting  divorced 
last  spring,  he  got 
the  case  heard  in 
Michigan — not  Cali- 
fornia, where  his 
wife  wanted  it.  In 
Cahfomia,  where  Dairien  la- 
cocca claimed  the  couple  had 
hved  since  1992,  the  divorce 
law  calls  for  a  50-50  asset 
split.  But  the  ex-Chrysler 
chairman  successfully  argued 
that  he  really  lived  in  a 
Bloomfield  Hills  (Mich.)  condo. 
The  divoi'ce  was  later  settled 
for  undisclosed  terms  in 
Michigan,  whei-e  there's  no 
hard-and-fast  divorce  law  on 
property  division. 

Now,  lacocca  says  he  lives 
in  Los  Angeles.  And  that's 
where  he  wants  his  suit 
against  Auburn  Hills  (Mich.)- 
based  Chrysler  heard,  seek- 
ing to  recoup  $42  million  in 
stock  options  it  voided  because 
of  liis  ties  to  Kirk  Kerkorian. 
lacocca  court  filings  say  Cali- 


fornia case  law  is  tough  on 
employers  who  revoke  com- 
pensation. Also,  lacocca  says  a 
Michigan  case  is  inconvenient, 
since  it  would  distract  from 
his  California  business  and 
civic  activities.  An  L.  A.  judge 
has  tossed  out  his  move  to 
hear-  the  suit  there,  but  lacoc- 
ca has  a  Feb.  28  hearing  in 
suburban  Detroit  to  shift 
venue  west.  Bill  Vlasic 


WILD  BLUE  YONDER 


PILOTS  TO  DELTA:  WE  MAY  WALK 


DELTA  AIR  LINES  FACES  ITS 

fii"st-ever  pilots'  strike  unless 
negotiations  turn  around 
fast.  Leaders  of  Delta's  Air 
Line  Pilots  Assn.  met  in  Dal- 
las Jan.  24  to  discuss  maihng 
strike  ballots  to  the  No.  3 
U.S.  carrier's  8,500  pilots. 


THE  LIST  PAVED  WITH  GOLD 


New  York  shop- 
ping districts 
are  now  even 
more  donninant 
on  the  roster  of 
the  world's 
costhest  areas 
to  rent  retail 

space.  In   

1994,  Fifth  Avenue  dis- 
lodged Tokyo's  Ginza,  trou 


PRIME:  Fifth  and  57th 


woes,  and  kept 
the  No. 1  honor 
in  1995.  Right 
behind  Fifth 
(Tiffany,  Cartier) 
is  intersecting 
East  57th 
Street,  home  to 
showy  outlets 
for  goods  that  appeal  more 
to  the  masses:  Levi  Strauss 


bled  by  Japan's  economic        and  Warner  Bros. 

WORLD'S  MOST  EXPENSIVE  STREETS 


STREET 

(1990 
RANK) 

1995  AVERAGE 
CITY            YEARLY  RETAIL 

1 

FIRH  AVENUE  (49TH  TO  57TH  ST.) 

(4) 

NEW  YORK  $500 

2 

EAST  57TH  STREET  (FIFTH  TO  MADISON) 

(3) 

NEW  YORK  440 

3 

THE  GINZA 

(1) 

TOKYO  350 

4 

MADISON  AVENUE  (57TH  TO  69TH  SI) 

(5) 

NEW  YORK  300 

4 

POST  STREET,  STOCKTON  STREET 

(NR) 

SAN  FRANCISCO  300 

6 

CHAMPS  ELYSEES 

(NR) 

PARIS  280 

'Rent  per  square  foot,  adjusted  for  currency  swings  NR:  Not  ranked 
DATA:  HIRSCHFEID  GROUP  INC. 


IN  THE  BLACK 

but  worried 


In  December,  things  looked 
much  better.  Delta  had  seem- 
ingly charted  a  strike-free 
route  to  its  targeted  $340 
million  in  pOot  cost  cuts,  win- 
ning tentative  union  agree- 
ment to  fly  new  short-haul 
routes  at  low- 
er pay.  But 
the  union 
isn't  backing 
off  demands 
for  stock  and 
a  board  seat. 
And  it  has 
countered  a 

Delta  demand  for  7%  wage 
cuts  with  a  proposed  5%  hike 
based  on  earnings,  which  only 
returned  to  the  black  in 
1995's  second  quarter.  Delta's 
chief  negotiator.  Hairy  Alger, 
calls  the  proposal  "a  retreat 
from  reality." 

Adding  to  the  pilots'  ire: 
Company  negotiators  are 
vowing  to  employ  nonunion 
pilots  to  protect  Delta's  flank 
in  Florida  if  a  contract  is 
not  nailed  down  by  mid-Feb- 
ruary. "We  are  looking  at  a 
time-critical  face-off,"  warns 
union  spokesman  Cam  Foster 
The  last  major  pilot  strike: 
against  now-defimct  Eastern 
in  1989.         David  Greising 
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How  are  you  planning  to  support 
yourself  after  you  retire? 


POSITION  SOUGHT 

RECENT  RETIREE  sks  work.  40  yrs  exp. 
Educated,  honest,  handy.  Can  mn  your  sue 
cessful  business,  read  bedtime  stories,  or 
hang  pictures  level.  Gd  w/dogs.  cats.  Green 
thumb.  Will  watch  vacation  slides  w/enlhusi- 
asm.  Rate  neg.  f/t  or  p/t. 


"Retired"  means  "not  working  for  a  living." 

Tliat  takes  money.  So  liow  mucii  will  you 
need?  Hundreds  of  thousands?  A  million? 

How  are  you  supposed  to  figure  that  out? 
And  where  will  you  get  that  kind  of  money? 


Janus  can  help.  Get  the  Janus 
IRA  Planning  Kit  [it's  free]. 

With  the  worksheet  inside, 
you  can  figure  out  how  much 
you'll  need  to  save  to  enjoy  the 
retirement  you  deserve. 

Not  hard.  Not  complicated. 
Once  that's  settled,  you'll  have 
some  choices.  Invest  that  money  in  no-load 
Janus  funds  that  match  your  objectives.  Get 
aggressive,  stay  conservative,  go  for  dividends: 
Janus  covers  all  your  options. 

Get  to  work  now.  So  you  won't  be  looking 
for  work  later 


One  or  more  of  these  funds  could  be  a  good  place  to  invest  your  IRA  money. 


Average  annual  total  returns  for  the  period  ended  12/31/95 

lYear 

3  Year 

5  Year 

10  Year 

Life  of  Fund 

Janus  Mercury  Fund 

33.010/0 

25.8596 

IS/93) 

Janus  Fund 

29.4396 

12.3996 

16.7296 

15.5796 

16.5796 

(2'/0) 

Janus  Growth  and  Income  Fund 

36.3590 

11.4496 

16.1696 

(5/91) 

Janus  Flexible  Income  Fund 

21.1596 

10.8196 

13.9096 

9.6096 

(7/87) 

Start.  To  think  big. 


Gall  1-800-525-8983  ext.  625 


Call  or  send  for  a  prospectus  containing  more  complete  information,  including 
expenses.  Aggressive  growth  objectives  may  lead  to  greater  price  volatility. 
Please  read  all  the  materials  carefully  before  you  invest  or  send  money.  Write 
to  Janus  Funds,  RO.  Box  173375,  Denver,  CO  80217-3375.  Or  visit  our 
Web  site  at  http://networth.galt.com/janus. 

Past  performance  does  not  guarantee  future  results.  Your  return  and  principal 
value  will  vary,  and  shares  may  be  worth  more  or  less  at  redemption  than 
at  purchase.  Funds  distributed  by  Janus  Distributors,  Inc.  Member  NASD. 


BW  625 


H)  JANUS 
^  FUNDS 

[  $24  billion  in  assets  ] 


Up  Front 


CHURCH  AND  STATE 


LEAD  US  NOT  INTO  TAXATION 


THESE  TELEVANGELISTS  DON  T 

want  to  render  unto  Caesar. 
Paul  and  Jan  Crouch  are 
fighting  local  authorities'  move 
to  tax  their  lucrative  TV  op- 
eration,  saying   it  should 


THE  CROUCHES; 


Gold  J  rum  (ju.sjjel 


be  exempt  because  the 
Hendersonville  (Tenn.)  prop- 
erty is  a  place  of  worship.  On 
the  Crouches'  Trinity  Broad- 
casting Network,  the  most 
widely  received  religious 
channel  in  the  U.  S.,  they  per- 
sonally host  the  nightly 
Praise  the  Lord  variety  pro- 
gram featuring  music,  talk- 
show  chat,  and  "testimony" — 
audience  members'  recoimting 


of  their  religious  experiences. 

Sumner  County  and  Hen- 
dersonville, near  Nashville, 
want  the  Crouches  to  pay 
$64,759  in  annual  property 
taxes  for  the  1,600-seat  stu- 
dio, arguing  that 
it's  a  business  en- 
terprise. While  the 
Crouches  are  ap- 
pealing that  deci- 
sion to  the  state, 
they  have  agreed 
to  pay  $G4,707  per 
year  on  the  sur- 
rounding Ti'inity 
Music  City  usA,  a 
30-acre  religious 
theme  park. 
No  doubt  the  TV  center  is 
a  moneymaker.  Public  filings 
show  Ti'inity  raked  in  .$77 
million  in  1994,  mostly  from 
the  phone  number  it  flashes 
on  the  screen.  But  there's 
precedent  for  sparing  it  fi-om 
taxes:  In  the  1980s,  South 
Carolina  officials  exempted 
Jim  and  Tammy  Faye 
Bakker's  Heritage  USA  studio 
from  taxes.  Bill  Carey 


BANK  NOTES 

GENTRIFYING 
THE  MONEY  ORDER 

MONEY  ORDERS, 

long  used  by  pooi- 
people  without 
checking  accounts, 
are  gaining  popu- 
larity and  moving 
up  the  economic 
scale.  Once  sold 
only  in  urban 
check-cashing  out- 
lets and  post  of- 
fices, they  are 
increasingly  in  su- 
permarkets  (a&p)  and  even 
department  stores  (DillardJ, 
dispensed  via  sleek  machines. 

Says  Argia  DeLutiis,  who 
oversees  money-order  vend- 
ing for  Jewel  Food  Stores: 
"It's  siuprising  how  many  we 
now  sell  outside  low-income 
areas." 


DEAL:  SdIiI  hi  stores 


Like  a  certified  check, 
which  costs  around  $7,  a 
money  order  (7.5^  to  $1)  is  a 
guaranteed  form  of  payment. 
Nearly  half  of  the  $90" billion 
in  money  orders 
last  year  went  to 
pay  utility  bills. 

Demand  is  ris- 
ing for  money  or- 
ders (5%  a  year), 
analysts  say, 
largely  because 
banks  are  cutting 
back  on  customer 
sei-vice  and  charg- 
ing higher  rates 
for  certified 
checks.  "We're  glad  banks  ai'e 
turning  people  away,"  says 
John  Teets,  chief  of  conglom- 
erate Dial,  which  owns  Tj-av- 
elers  Express,  the  leading 
money-order'  outfit.  You  can 
buy  a  bank  money  order,  of 
course,  but  often  at  double 
Travelei-s'  rate.  □ 


DRAWN  &  QUARTERED 


PRODUCT  PEEK 

HOW  TO  MAKE  STEEL 
WITHOUT  SWEAT 

EVER  WANT  TO  RUN  A  STEEL 

mill?  Well,  a  steel  company's 
computer  game  lets  you  do 
just  that,  much  like  the  Sim 
City  game  where  you  can 
build  a  city. 
Pi'ospective  Lukens 
customei-s  can  forge 
cyber-metal  when 
the  game  comes  out 
in  Febnaary. 

Lukens  hired  a 
software  company, 
Virtual  Creations,  to  Now  roll 
produce  a  game  yoiir  own 
based  on  the  compa- 
ny's  new  $86  million  mill  in 
Conshohocken,  Pa.  The  idea: 
spark  interest  in  the  mill  and 
increase  sales.  Lukens  is  giv- 
ing away  as  many  as  10,000 
of  the  $10  software  kits. 
While  music,  publishing,  and 
liquor  companies  have  long 


distributed  promotional  soft- 
ware, Lukens  is  among  the 
first  in  heavy  industry  to 
build  a  game  around  its  own 
manufacturing  process. 

In  Steelmaker,  a  hard-hat- 
ted steelworker  delivers  a 
custom  order  for  a  slab  of 
steel.  On  screen,  a  red-hot 
slab  rolls  down  a  conveyor 
belt.  The  player  must 
acid-clean  it,  press  it 


SOFTWARE 


into  a  thin  sheet,  trim  the 
edges,  coil  it,  and  load  it  onto 
a  truck — all  of  this  through 
computer  controls,  just  as 
steelworkers  do  in  today's 
plants.  Messing  up  is  easy. 
Losers  are  dubbed  "scrap- 
makers."        Stephen  Baker 


THE  BIG  PICTURE 


JOINING 

THE 

BOARD 


When  deciding  which  board  to  join, 
potential  directors  look  first  at  how 
much  influence  they'll  have.  A  survey 
of  300  directors  says  pay  and  retire- 
ment rank  last  as  deciding  factors. 


MOST  IMPORTANT  FACTORS 
THAT  YOU  CONSIDER  WHEN 
JOINING  A  BOARD 


FOOTNOTES  Generation  Xers  who  can't  imagine  retirement:  66%.  Those  who  say  leaving  an  inheritance  is  important:  81  % 
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Y)uve  earned  it.  ^ 
Now  enjoy  it.  Park  Avenue. 

You've  worked  hard.  Put  in  the  extra  hours.  Now  it's  time  to  take  a  little 
time  off  for  good  behavior.  Start  with  a  ride  in  the  Park.  Park  Avenue  - 
by  Buick.  It's  a  beautiful  place  to  be.  Powerful— with  a 
3800  Series  II  V6— yet  so  elegant,  so  luxurious.  Park  Avenue 
makes  driving  a  rewarding  experience.  For  more 
information,  call  1 -800-4 A-BUICK. 


The  New  Symbol  For  Qualit)f 
In  America. 


—  1  •  (sjlMf)  CM  Cor|>.  All  riHlits  reserved. 

GM  I'iiik  Avenue  is  a  reijistered  trademark  of  GM  Corp. 
— ^  I    Uutkle  u|j;  Ainerica! 


9^ 

Official  SpoQSor  of  tlie 
1996  U.S.  Olympic  Team 


The  Gateway  Solo  Portable  PC 


S8-180XLH  10.4"  SVGA  Active  Matrix 
Color  Display  ■  120MHz  Intel®  Pentium® 
Processor  ■  40MB  RAM  ■  1.2GB 
Removable  Hard  Drive  ■  Modular  CD-ROM 
and  3.5"  Floppy  Drives  ■  Integrated  16- 
Bit  Sound  with  Stereo  Speakers  ■  28.8 
PCMCIA  Fax/Modem  ■  EZ  Pad™  Pointing 
Device  ■  Microsoft®  Windows®  95  ■  MS 
Office  95,  Professional  Edition  ■  Li-ion 
Battery  BDeluxe  Leather  Case  ■  $5899 


^^j^  ■       You  only  get  24  hours  in  each  day.  Make  every  minute 
count.  ♦  Introducing  the  Gateway  Solo™  portable  PC 

TAr^AY2000^         Computers  for  all  facets  of  your  life.  Gateway  Solo 
portable  PCs  are  lightweight 
and  give  you  desktop  power 
that  you  can  take  anywhere. 
All  models  include  an  Intel 
Pentium  Processor.  acti\e 
matrix  color  display,  and 
they're  optimized  for  Micro- 
soft Windows  95.  ♦  Because 
we  understand  your  time  is  valuable.  Gateway  2000  makes  computer 
buying  easy.  We  ha\  e  been  bringing  PC  buyers  unbeatable  values 
through  the  direct  channel  for  10  years.  Just  pick  up  the  phone  and  give 
us  a  call.  No  crowds,  no  hassles.  A  custom-configured  Gateway  Solo  PC 
will  be  delivered  right  to  your  door.  Each  Gateway  2000®  system  comes 
with  a  30-day  money-back  guarantee.  If  you're  not  completely  satisfied,  no 
problem.  We'll  remm  your  money,  with  the  exception  of  shipping  charges 
to  and  from  our  customer  which  are  not  refundable.  ♦  Prices  start  at 
S3.299.  It's  time  you  had 
a  computer  that  lets  you 
get  the  most  out  of  life. 
Call  Gateway  2000  and 
order  yours  today! 
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ON  AL  DUNLAP  

It  is  disheartening  that  "The  Shred- 
der" (Cover  Story,  Jan.  15),  on  the  re- 
organization and  sale  of  Scott  Paper 
Co.  [to  Kimberly-Clark  Corp.],  concen- 
trates on  laid-off  workers — who  are  por- 
trayed as  unfortunate,  hopeless,  even 
crippled  victims  of  restructuring.  The 
thousands  of  shareholders  who  benefit- 
ed receive  httle  coverage.  They  include 
single  mothers,  widows,  students  saving 
for  college,  elderly  stroke  victims,  etc. 
That  these  shareholders  i^m^mh 
were  able  to  get  a  very  »«-,-.- 1..:.; 
good  return  on  their  in- 
vestment is  an  integral 
piece  of  the  story. 

Scott  L.  Barbee 
Philadelphia 


sized,  and  Pd¥'d  [reduced  in  force].  Now, 
we've  been  "Dunlapped."  From  the  per- 
spective of  one  of  those  remaining,  to  be 
"Dunlapped"  is  to  do  the  work  that  five 
other  friends  used  to  do,  to  extend  the 
workday  from  9-10  to  11-12  hours,  and 
to  receive  a  reduced  bonus. 

Richard  T.  Englund 
Asset  Engineer 
Kimberly-Clark  Corp. 

Chester,  Pa. 

We'll  be  using  the  business  week 
storv  in  our  classes  to  illustrate  what 


smnfiiii-". 
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THE 
SHREDDER 


Dunlap  appears  to  be 
the  embodiment  of  capital- 
ism run  amok — without 
heart,  soul,  or  conscience. 
I  am  especially  outraged  at 
his  assertion  that  stakeholders  are  "nib- 
bish."  These  are  the  same  stakeholders 
that  presumably  constitute  Scott  Pa- 
per's consumer  base.  Dunlap  eviscerated 
Scott  Paper  for  short-term  benefit  and 
misled  stakeholders  from  day  one  of  his 
reign  of  teiTor  about  his  intention  for 
the  company.  This  exercise  in  "value 
creation"  has  done  little  except  disiupt 
the  lives  of  thousands  of  hard-working 
people  and  cast  well-deserved  asper- 
sions on  the  system  of  free  enterprise. 

I  hope  Dunlap's  retirement  is  perma- 
nent. I  believe  his  tenure  at  Scott  will 
go  down  as  a  textbook  example  of  man- 
agement without  values,  management 
without  a  socially  useful  vision — bank- 
rupt of  new-product  ideas  and  driven 
by  gi'eed.  Wherever  possible,  I  will  use 
only  the  products  of  Scott's  competi- 
tors, and  I'm  sure  your  article  will 
prompt  many  others  to  do  the  same. 

E.  McDonnell 
Summit,  N.J. 

We  have  been  time-managed,  bench- 
marked,  reengineered,  downsized,  right- 


OUTRAGED 

"Dunlap  appears  to  be 
the  embodiment  of 
capitalism  run  amok- 
without  heart,  soul, 
or  conscience. ...  I  will 
use  only  the  products  of 
Scott's  competitors." 

can  go  wrong  with  corporate  gover- 
nance and  ethics. 

Joseph  E.  McCann 
Dean,  School  of  Business 
Pacific  Lutheran  University 
Tacoma,  Wash. 

I  have  no  respect  for  someone  who 
makes  money  by  destroying  companies 
for  profit,  especially  someone  who  does 
it  gleefully.  He  is  nothing  but  a  serial 
corporate  murderer. 

Paul  J.  Wetor 
Milwaukee 

While  Dunlap  has  certainly  "cut  the 
fat"  out  of  Scott  Paper,  he  has  also 
managed  to  slit  its  throat.  If  "Chain- 
saw  Al"  represents  the  ceo  of  tomor- 
row, God  help  us  all. 

Elizabeth  Hoff 
St.  Petersburg,  Fla. 

Dunlap  and  his  six-person  operating 
committee  were  absolutely  brilliant  as 
gi'eed's  Magnificent  Seven.  All  in  Amer- 
ican business  who  applaud — in  the  name 
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Of  course,  no  one  would  make  a  decision  lil<e  this 


for  an/thing  but  love.  But  once  you  do 
decide,  use  the  Citibank  AAdvantage"' 
card  and  you'll  earn  one  AAdvantage 
mile  on  American  Airlines*'  for 
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every  dollar  you  spend*  Which 
sure  could  take  the  edge  off  of 
having  to  pay  that  2  months  salary 
The  Citibank  AAdvantage 
card.  To  apply,  call  I-800TLY-4444. 


or  was  it  the  miles? 

•The  maximum  number  of  AAdvantage  miles  you  can  earn  wilh  the  Citibank  AAdvantage  card  is  60,000  miles  per  calendar  year.  American  Airlines  Advantage  Platinum^and  /{Advantage  Gold"  members  are  excluded  from  this  limrt.  American  Airlines, 
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of  investors — the  actions  of  this  uncon- 
scionable man  and  his  buddies  should 
enjoy  watching  ghouls  feast  on  coipses. 

Ray  Bedingfield 
President 

Woodmoor  Group  Executive  Search 
Monument,  Colo. 

WHY  COMMERCE  CAN'T 

FIX  ITS  CALCULATOR  

Your  editoiial  "How  not  to  measure 
the  U.S .  economy"  (Jan.  15)  begins  with 
some  understandable  concerns  but 
reaches  some  mistaken  conclusions. 

The  Commerce  Dept.  is  concei-ned, 
as  you  are,  about  the  problem  of  mea- 
suring the  changing  quality  of  output 
such  as  software,  health  care,  or  other 
innovative  sectors.  In  fact,  our  progi'am 
to  do  so  is  the  acknowledged  world 
leader  But  neither  we  nor  anybody  else 
has  the  answer.  Our  revision  will  allow 
analysts  to  make  their  own  judgments 
absent  definitive  answers. 

Wlien  we  have  numbers  that  are  as 
reliable  as  the  other  components  of 
gi"oss  domestic  product,  we'll  use  them. 
Your  proposal  essentially  argues  that 
we  [wait  to]  revise  gdp  data  when  it's 
convenient,  as  opposed  to  under  a  sys- 
tem of  objective  procedures.  Who  de- 
termines that?  Should  Wasliington  play- 
ers decide  wiien  it's  a  good  or  bad  time 
to  revise  the  economic  data?  It  sounds 
like  a  good  idea  in  theory  but  a  bad 
one  in  practice. 

Everett  M.  Ehrhch 
Under  Seci'etary  for 
Economic  Affairs 
Commerce  Dept. 
Washington 

THE  PRINTER 

OF  HIS  DISCONTENT  

As  a  shareholder  of  R.  R.  Donnelley 
&  Sons  Co.,  I  read  with  interest  youi- 
article  profiling  the  Chicago  printing 
house  and  its  CEO,  John  R.  Walter  ("The 
press  of  new  business,"  The  Corpora- 
tion, Jan.  15).  Your  readers  may  not  be 
aware  that  missing  from  this  report  on 
the  company  that  piints  business  week 
was  any  mention  of  Walter's  difficulties 
at  his  scandal-plagued  Metromail  Corp. 
subsidiaiy. 

These  problenns,  many  of  which  are 
now  under  investigation  by  the  Justice 
I>ept.  and  the  Federal  Ti-ade  Commis- 
sion, relate  to  the  questionable  origin 
and  admitted  misuse  of  personal  infor- 
mation about  millions  of  Americans.  One 
is  left  to  wonder  if  the  ethical  and  legal 
i.n-oblems  that  have  come  to  light  are 
the  result  of  the  example  the  "hyper- 


competitive"  Walter  sets  for  his  man- 
agers if  return  on  equity  is  declining. 

John  Ajistotle  Phillips 
President 
Aristotle  Publishing  Inc. 

Washington 

Editors  note:  BUSINESS  WEEK  did  not 
discuss  Metromail  because  the  matter 
had  already  been  widely  publicized  and 
Donnelley  had  taken  steps  to  correct  its 
problems.  Donnelley  says  it  "isn't 
aware"  of  any  etc  investigation,  but  it 
understands  Justice  is  revieiving  the 
matter. 

LET'S  HEAR  IT 

FOR  LEVITT  

I  am  gi'eatly  disturbed  by  your  char- 
acterization of  the  distinguished  and 
most  decidedly  effectual  chairman  of  the 
Securities  &  Exchange  Commission 
("Arthur  Levitt  speaks  softly  and  car- 
ries a  little  stick,"  Washington  Outlook, 
Jan.  8).  The  article  paints  an  inaccurate 
and  mean-spuited  portrait  of  a  man  who 
has  demonstrated  forceful  leadership 
and  a  knack  for  getting  the  job  done. 
Under  Chairman  Levitt's  steady  hand, 
the  commission  has  accomplished  goals 
that  would  not  have  been  possible  with- 
out an  effective  leader.  His  negotiating 
finesse  has  helped  pave  the  way  to  re- 
form of  lav/s  and  regulations  that  have 
burdened  our  capital  markets  and  our 
economy. 

Jack  Fiekls 
Chairman 
Subcommittee  on 
Telecommunications  &  Finance 
Washington 
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The  Research 


Every  day  we  turn 
our  analysts  loose  on 
the  corporate  world. 


That's  how  we 
manage  to  turn  out 
more  top-rated  funds 
\hm  anyone  else. 


The  competition's  fierce.  Only  10%  of  all 
liinds  in  tlie  equity  category  rate  five  stars 
from  Momingstar.  Only  22.5%  rate  four' 
Yet,  you'll  find  more  of  these  top-rated 
fijnds  at  Fidelity  than  anywhere  else.^ 

That's  a  fact  that  only  serves  to  higiifight 


the  breadth  of  our  stock-picking  skill 


and  the  quality  of  our  money  management. 
And  it's  something  that  our  investors 
certainly  appreciate. 


MORNINGSTAR  RATINGS^ 


FUND 

OVER- 
ALL 

3  YR 

S  YR 

ID  YR 

FUND 

OVER- 
ALL 

3  YR 

5  YR 

FIDELITY  GROWTH  FUNDS 

FIDELITY  GROWTH  FUNDS 

FIDELITY  BLUE  CHIP 
GROWTH  FUND 

5 

5 

5 

N/A 

FIDELITY  RETIREMENT 
GROWTH  FUND 

5 

4 

4 

5 

FIDELITY  CAPITAL 
APPRECIATION  FUND 

A 

5 

4 

N/A 

FIDELITY  STOCK 
SELECTOR 

5 

4 

5 

N/A 

FIDELITY 
CDNTRAFUND 

5 

5 

5 

5 

FIDELITY  VALUE  FUND 

4 

5 

4 

4 

FIDELITY  DISCIPLINED 
EQUITY  FUND 

4 

4 

4 

N/A 

FIDELITY  GROWTH  AND  INCOME  FUNDS 

FIDELITY  EMERGING 
GROWTH  FUND 

5 

5 

N/A 

N/A 

nDELPTY  CONVERTIBLE 
SECURITIES  FUND 

5 

5 

5 

N/A 

FIDELITY  GROWTH 
COMPANY  FUND 

5 

4 

4 

5 

FIDELITY  EgUITY- 
INCOME  FUND 

4 

4 

4 

3 

FIDELITY  LOW-PRICED 
STOCK  FUND 

5 

5 

5 

N/A 

FIDELITY  EQUITY- 
INCOME  II  FUND 

5 

4 

5 

N/A 

FIDELITY  MAGELLAN* 
FUND 

5 

4 

4 

5 

FIDELITY 
FUND 

4 

4 

4 

4 

FIDELITY  MARKET 
INDEX  FUND 

4 

4 

4 

N/A 

FIDELITY  GROWTH  5, 
INCOME  PORTFOLIO 

4 

4 

4 

N/A 

FIDELITY  OTC 
PORTFOLIO 

5 

4 

4 

5 

FIDELITY  PURITAN- 
FUND 

4 

5 

4 

4 

'The  number  of  funds  within  the  equity  fund  rating  universe  tracked  by  Momingstar  as  of  9/30/95  is  1,283,  925,  and  484  on  a  3-,  5-,  and  10- 
year  basis,  respectively  Momingstar  equity  hind  universe  includes  domestic  stoci<  funds  (which  include,  but  are  not  hmited  to,  growth,  growth 
and  income,  and  equity  income  objectives),  international  stock  funds,  and  specialty  hinds.  There  is  a  minimum  3-year  performance  require- 
ment before  a  fund  is  rated. 


Wliether  you're  iui  aggressive  stock  investor 


looking  for  a  dyiiiuiiic  long-tenn  growth 


opportunity  or  a  conservative  stock  investor 
seeking  the  comfort  of  a  more  moderate 
growth  imd  income  approach,  your  search  can 
be  as  simple  as  rumiing  your  finger  down  tliis 
chart.  Because  the  tiiith  is,  you  could  investi- 
gate hundreds  of  funds  and  possibly  never 
come  up  with  contenders  as  strong  as  these. 

Naturally,  past  performance  is  no  guarantee 
of  future  results.  And  there's  always  the 
chance  that  you  can  have  a  loss  as  well  as  a 
gain  when  you  sell  your  shares. 


You  see,  at  Fidehty,  we  don't  just  work  hard. 
We  work  smart.  We  get  results  because 


we've  got  the  people  and  the  resources  to 
do  the  job  right.  We  see  companies  and  meet 
CEOs  that  many  other  financial  researchers 
only  read  about,  hi  the  last  year  alone,  we 
personally  met  with  over  7,000  companies. 

So  if  you're  in  pursuit  of  long-term  growth, 


cut  to  the  chase.  Look  to  Fidehtv.  Where 


you'll  find  more  top-rated  fimds  than 
anywhere  else.  Ask  for  your  choice  of 
fi.md  kits  today 


Fidelity 
investments® 


1-800-544-0003       24  hours  a  day  http://www.fid-inv.conl 


To  join  America  Online:  Call  1-800-706-5577  for  10  free  hours. 

2cl/7480.()()l 

For  more  complete  information,  includmg  charges  and  expenses,  ciUI  or  write  for  a  free  prospectus.  Read  it  carefully  before  you  invest 
or  send  money. 

-Source:  Morningstar.  Data  as  of  9/3<)/')S  anti  includes  all  c(|Liit\  and  bond  funds  tracked  by  Momingstar  Top-rated  funds  are  defined  as  those  funds  that  have 
a  4-  or  5-star  overall  Morningstar  rating,  Fidehty  has  7(i  4-  or  S-star  rated  funds  out  of  132  funds  as  of  9/30/95,  which  is  more  than  any  other  hind  family 
Morningstar  equity  fund  universe  includes  domestic  stock  funds  (which  include,  but  are  not  limited  to,  growlh,  growlh  and  income,  and  equity  incoiue 
objectives),  internation;il  stock  funds,  and  specialty  funds.  Morningstar  bond  hind  universe  includes  both  laxable  and  non-taxable  bond  funds.  'Morningstar 
proprietary  ratings  reflect  histoiical  risk-adjusted  |)erformance  as  of  9/30/9S.  The  ratings  are  subject  to  change  eveiy  nionlh.  Morningstar  ratings  are 
calculated  from  a  hind's  3-,  v,  and  1 0-year  average  annual  returns  in  excess  of  90-day  Treasui7  bill  retuins,  including  loads,  if  appropriate,  and  a  risk  factor 
that  reflects  hind  |)erformance  below  3-month  TreasuiT  bill  monthly  returns.  35%  of  all  funds  in  the  equity  category  rate  3  stars  from  Morningstar.  Share 
prices  and  return  will  vary.  Fidelity  Distributors  Corporation. 
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THE  GOOD  LIFE  AND  ITS  DISCONTENTS 

The  American  Dream  in  the  Age  of  Entitlement,  1945-1995 

By  Robert  J.  Samuelson 
Times  Books  •  293pp  •  $25 


DOWNSIZING  AMERICA'S 
EXPECTATIONS 


Although  you  wouldn't  know  it 
fi'om  headlines  of  debt  defaults, 
Wasliington  "train  wi-ecks,"  and 
national  paralysis,  much  of  last  fall's 
budget  battle  was  a  phony  war.  One 
who  saw  this  early  was  Washington 
Post  and  Newsweek  columnist  Robert 
J.  Samuelson,  who  wi'ote  on  Nov.  1  that 
Bill  Clinton  and  House  Speaker  Newt 
Gingiich  (R-Ga.)  were  in  reality  about  a 
dime  apart.  Both  knew  Medicare  and 
Medicaid  had  to  gi-ow  more  slowly.  But 
Clinton,  by  resisting,  saw  a  way  to 
blame  Republicans  for  heartless  cuts. 

Although  there's  no  deal  yet,  Clinton 
has  indeed  agreed  to  spending  cuts, 
while  polls  show  the  gop  got  the  shaft: 
So  far,  politics  as  usual.  But  as  Samuel- 
son argues  in  a  book  that  richly  fore- 
shadows the  budget  showdown,  this  con- 
sensus to  rein  in  costly  programs 
represents  a  watershed  for  the  nation. 

In  The  Good  Life  and  Its  Discon- 
tents, he  wTites:  "Something  is  now  end- 
ing— the  period  in  our  histoiy  that  be- 
gan at  the  end  of  the  Second  World 
Wai"  and  gave  rise  to  a  distinct  vision  of 
the  American  Dream."  In  the  new  era, 
the  U.  S.  will  begin  limiting  the  growth 
of  government  and  its  promises  of  social 
improvement.  Leadership,  the  author 
says,  will  be  about  lowering  Americans' 
expectations  tVom  their  government 
while  encouraging  them  to  shoulder 
more  responsibilities. 

This  may  sound  suspiciously  like  a 
new  Contract  With  America.  But  the 
compact  Samuelson  sees  emerging  is 
about  economic  choices,  not  dismantling 
Washington.  Samuelson  is  a  Big  Gov- 
eiTiment  guy  who  sees  today's  radical 
conservatives,  like  liberal  idealists  of 
the  1970s,  tugging  the  country  back  to 
its  historic  centei".  The  problem,  he  ar- 
gues, isn't  the  size  of  govemment  but 
our  exaggerated  expectations  of  it. 
America  is  richer,  stronger,  more  ad- 
vanced, and  more  globally  competitive 


than  ever.  But  because  Americans  have 
promised  themselves  an  um-eaKstic,  even 
Utopian  future,  they  feel  they're  losing 
gi'ound.  Tliere's  mass  disillusionment — at 
a  time  when  the  countiy  should  be  con- 
gratulating itself,  he  maintains. 

Samuelson  blames  a  culture  of  gov- 
ernment and  private  entitlement  for 
this.  The  post-World  War  II  generations 
of  Americans  have  been  taught  that  se- 
cure jobs,  rising  living  standards,  en- 
lightened coriDorations,  high- 
quality  health  cai-e,  generous 
government,  racial  hannony, 
a  clean  environment,  safe 
cities,  satisfying  work,  per- 
sonal fulfillment,  and  a  dom- 
inant political  and  economic 
role  in  the  world  are  their 
birtkright. 

Well,  maybe.  But  what 
about  layoffs,  low  productiv- 
ity, global  competition,  over- 
worked and  economically 
stretched  families,  gims,  di- 
vorce, drugs,  AIDS,  racial  stiife,  and  oth- 
er social  ills?  While  these  are  partly  to 
blame  for  a  sense  of  things  gone  wrong, 
Samuelson  sees  them  as  misperceived. 

For  example,  the  author  says  that 
nearly  the  same  percentage  of  Ameri- 
cans are  employed  in  manufacturing  to- 
day as  in  1970,  and  that  men  45  to  54 
are  actually  employed  with  the  same 
company  longer,  12.8  years,  than  they 
were  in  the  '60s  and  '70s.  Layoffs  do 
look  huge,  but  historically  they're  af- 
fecting the  same  percentage  of  Ameri- 
cans as  in  the  past.  U.  S.  productivity, 
moreover,  remains  well  ahead  of  levels 
in  Germany  and  Japan. 

Living  standards  have  stagnated,  he 
admits,  and  income  inequality  has 
grown.  But  Samuelson  argues  that  this 
is  due  less  to  a  decline  in  national  pros- 
perity than  to  the  impact  of  lovv'-paid 
immigrants  and  to  the  tendency  of  older 
workers,  who  are  less  likely  to  receive 
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pay  hikes,  to  keep  working  long  past 
65.  Imports  do  destroy  some  manufac- 
turing industries,  but  others  replace 
them.  Anyway,  America's  import  share, 
11%  of  gi-oss  national  product,  isn't  big 
enough  to  reshape  the  overall  economy. 

All  of  these  arguments  are  of  course 
familiar,  poHtically  charged — and  unre- 
solvable.  Samuelson,  an  admitted  num- 
bers addict,  does  his  best  to  steer  clear 
of  ideology  and  partisanship  and 
grounds  his  economic  case  with  solid 
reporting  and  statistics. 

But  on  social  ills,  he's  much  less  siu'e. 
He  views  breakdown  of  the  traditional 
family  as  a  serious  problem  and  sees 
the  lack  of  work  skills  as  the  root  cause 
of  poverty.  He  doesn't  view  more  gov- 
ernment spending  as  a  solution — ^but  he 
doesn't  have  any  good  answers  of  his 
own,  either. 

Samuelson's  innate  caution  can  be 
fmstrating.  For  instance,  he  ai'gues  that 
America's  aging  population 
is  replacing  national  defense 
as  the  chief  challenge  facing 
government.  But  his  solu- 
tion for  aging  is  to  tinker. 
He  would  stretch  out  Social 
Secmity  benefits,  tax  them 
for  the  wealthy,  and  push  of- 
ficial retirement  from  65  to 
70. 

Maybe  that's  enough.  But 
nothing  is  said  about 
whether  faster  gi'owth  fr'om 
new  technology  could  help 
pay  for  social  problems.  There's  nothing 
on  privatizing  Social  Security  or  nuk- 
ing all  tax  loopholes  with  a  single  flat 
tax,  or  on  restricting  handguns,  the  fear- 
some symbol  of  a  lawiess  America. 

Samuelson,  a  Washington  veteran, 
also  reflects  a  common  Beltway  myopia: 
He  assumes  that  Americans  always  get 
the  government  they  desen'e,  from  vast 
deficits  to  vicuna  subsidies.  At  a  time 
when  big  lobbies  have  already  rolled 
over  the  House  freshmen  "reformers" 
and  when  an  angry  independent-party 
movement  is  building  against  Washing- 
ton, the  assumption  seems  unwaiTanted. 
But  that's  a  quibble  for  a  subject  this 
vast  and  controversial.  TMs  is  a  smart, 
balanced  epitaph  for  an  ei'a — with  a  few 
clues  for  what's  ahead. 

BY  ROBERT  J.  DOWLING 
Assistant  Managing  Editor  Dowling 
was  a  Washington  economics  corre- 
spondent from  1968  to  1980. 


NEW  LEADERS,  SAYS  SAMUELSON,  MUST  LESSEN 
PEOPLE'S  IDEA  OF  WHAT  UNCLE  SAM  OWES  THEM 
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NOW  IT'S  A  SNAP  TO 
SPIN  A  WEB  SITE 


New  software  lets 
v^ou  design  pages 
without  complicated 
programming 

Tlie  World  Wide  Web 
seems  to  be  every- 
where these  days. 
Businesses  are  scrambling  to 
promote  themselves  on  the 
Web.  Corporations  are  build- 
ing internal  Webs  to  let  em- 
ployees share  information. 
And  just  plain  folks  ai'e  mash- 
ing to  create  then*  "personal 
pages"  on  onhne  senices 

Until  now,  you 
needed  to  be  half 
artist  and  half 
programmer 
to  produce  pro- 
fessional-look- 
ing pages.  But 
this  is  chang- 
ing, and  fast. 
Adobe  Systems 
Inc.'s  PageMill 
and  SiteMill 
(http:/A\^\'\v.adobe. 
com)  for  the  Mac  could 
do  for  page  design  what 
the  company's  PageMaker 
did  for  desktop  pubhshing — 
make  it  accessible  to  nonex- 
perts. And  with  Microsoft 
Corp.'s  Jan.  16  acquisition  of 
Vermeer  Technologies  Inc. 
and  its  FrontPage  Web  de- 
sign and  management  pro- 
gram, the  computer  giant 
(http://www.microsoft.com/ 
msoffice/)  made  it  clear  that 
it  will  be  a  major  player  in 
the  field. 

IMAGE  MAPS.  PageMill  is  a 
completely  visual  product 
that  lets  you  design  your 
pages  without  complicated 
progi'amming  and  allows  you 
to  see  how  they  will  appear 
on  the  Web  wiiile  you  build 
them.  If  you  use  Netscape 


Communication  Corp.'s  pop- 
ular Navigator  browser,  youi* 
pages  will  veiy  closely  resem- 
ble what  you  see.  Users  can 
enter  text  on  a  page  or  drag 
it  in  from  another  application. 
Drop  in  backgTounds,  gi'aph- 
ics,  clickable  buttons,  and 
blanks  for  entering  text  onto 
a  page.  And  it's  veiy  simple 
to  turn  text  or  images  into 
links  to  other  Web  pages.  Im- 
age maps,  those  complex 
graphics  where  clicking  on 
different  parts  of  the  picture 
takes  you  to  different  pages, 


are  one  of  the  Web's  coolest 
features,  but  creating  them 
has  been  pretty  difficult.  The 
$125  PageMill  gi-eatly  simpli- 
fies the  process. 

Designing  pages  is  only 
half  the  stinggle  of  nmning  a 
Web  site.  Keeping  track  of 
the  comphcated  links  among 
pages  and  sites — there's  a 
reason  they  call  it  a  Web — is 
tricky  and"  tedious.  The  $400 
SiteMill  offers  a  combination 
of  PageMill  and  easy-to-use 
tools  that  would  be  invalu- 
able for  managing  even  a 
small  Web  site.  It  provides  a 
visual  guide  to  how  pages 
hnk  to  each  other.  And  if  a 
page  is  moved  or  renamed, 
SiteMill  wiU  automatically  up- 


date all  of  the  links  to  it. 
Both  products  are  currently 
available  only  for  the  Mac; 
Windows  versions  are 
planned  by  midyear. 

FrontPage  brings  a  simi- 
lai"  combination  of  power  and 
simplicity  to  Windows  (and  a 
Mac  version  is  in  the  works). 
While  I  thought  the  page  ed- 
itor w^asn't  as  slick  as  Page- 
Mill,  FrontPage  adds  one 
very  powerful  featiu'e:  Auto- 
mated "WebBots"  that  allow 
a  Web  sen'er  to  process  fill-in 
forms  and  handle  other  com- 
mon interactive  chores  with- 
out any  programming.  The 
main  drawback  to  FrontPage 
is  its  $69.5  price  tag.  But  I 
expect  Microsoft  will  separ- 
ate the  editor  fi-om  the  site- 
management  tools  and  either 
sell  it  for  under  $100  or  in- 
coi-porate  it  into  the  next  re- 
lease of  Office. 

If  you  want  to  experiment 
,  ^      ,       with   Web  page 
rng     design   on  Win- 
dows   but  don't 

a want  to  spend  a 
lot  of  money, 
there  are  a  cou- 
ple of  options. 
W'ebAuthor  from 
Quailerdeck  Coip. 
( http://w^\-\v.qdeck. 
com/)  is  a  .$45 
add-on  that  turns 
hsji  Microsoft  Word 
c.O  into  a  Web  ed- 
itor.  InContext 
Corp.'s  Spider 
(http://ww-\v.incontext.com/)  is 
a  $99  free-standing  editor 
that  is  more  powerful  but 
somewhat  more  difficult  to 
use.  Demo  versions  of  both 
can  be  downloaded  fi-om  the 
Web. 

A  word  of  warning:  No 
matter  how  good  youi"  tools 
are,  desigTiing  Web  pages  re- 
mains an  art.  Only  study, 
practice,  and  some  talent  will 
make  you  good  at  it — as  I 
learned  firom  my  own  pathet- 
ic efforts.  But  the  great  soft- 
w^ai'e  progi'ams  that  are  now- 
available  can  speed  the  pro- 
cess gi-eatly  by  letting  you 
focus  on  the  content  while 
the  computer  worries  about 
the  mechanics. 
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HARDWARE 
A  MULTIPLE  CD-ROM  PLAYER 

I  have  a  five-CD  changer  in  my 
stereo  and  a  six-disk  unit  in 
my  car.  So  why  should  I  settle 
for  a  one-disk  cd-rom  m  my 
computer^  The  MultiSpm  4X4 
CD-ROM  changer  from  nec  Tech- 
nologies (800  632-4636)  is  a 
four-disk,  quad-speed  unit 
that  fits  in  the  same  drive  bay 
of  a  Windows  computer  as  a 


standard  drive.  And  at  a 
street  price  of  $280,  it's  not 
much  more  expensive.  It  takes 
just  a  few  seconds  for  the  4X4 
to  switch  disks.  The  device 
can  be  tricky  to  configure  on 
some  computers,  so  you  may 
want  to  pay  a  bit  extra  and 
have  a  technician  install  it. 

THE  WEB 
REFERENCE  TOOLS 

Surfers  searching  for  material 
on  the  World  Wide  Web  may 
want  to  check  out  two  new 
search  services:  Alta  Vista 
from  Digital  Equipment  Corp. 
(http://altavista.digital.com) 
and  Excite  (http://www. 
excite.com)  from  Architext 
Software.  Alta  Vista  is  your 
ticket  if  you  want  to  find  every 
reference  to  your  search  topic, 
no  matter  how  obscure.  Excite 
is  much  more  selective.  For  ex- 
ample, a  search  for  informa- 
tion on  the  tiny  South  Pacific 
nation  of  Tuvalu  found  eight 
citations,  most  pointing  to 
general  information  about  the 
islands.  Alta  Vista  returned 
nearly  1,000  addresses,  many 
of  them  with  the  barest  con- 
nection to  the  island  nation. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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Economic  Viewpoint 


BY  PAUL  CRAIG  ROBERTS 


REFORMS  SHOULD  COME  FIRST- 
THEN  RALANCE  THE  RUDGET 


PRIORITIES: 

Medicare  and 
welfare 
desperately 
need  to  be 
fixed,  and  not 
just  because 
of  their  impact 
on  federal 
spending 


Paul  Craig  Roberts  is  John  M.  Olin 
Fellow  of  the  Institute  for  Political 
Economy  and  Distinguished  Fellow  of 
the  Cato  Institute  in  Washington,  D.C, 


The  high  hopes  with  which  the  Repubh- 
can  Congress  began  1995  have  not 
been  realized.  Disunity  between  House 
and  Senate  Republicans  contributed  to  the 
loss  of  momentum,  but  blame  also  lies  with 
the  GOP  strategy  itself. 

The  Republicans  undertook  sensitive  po- 
litical tasks,  such  as  reforming  Medicare  and 
welfare,  in  the  name  of  a  balanced  budget. 
The  public  was  given  little  explanation  for 
these  reforms  except  that  they  were  needed 
to  balance  the  budget.  This  made  it  difficult 
for  the  Republicans  to  justify  their  tax  propo- 
sals and  easy  for  President  Clinton  to  criticize 
the  plan  for  callousness  toward  the  needy 
and  vulnerable. 

The  Republicans'  strategy  also  suffers  from 
promising  a  balanced  budget  three  Congress- 
es and  two  Presidencies  in  the  futui'e  without 
a  means  of  enforcing  an  agreement  that  ex- 
tends beyond  the  term  of  the  current  Con- 
gress. Neither  can  the  Republicans  guarantee 
the  uninterrupted  seven-yeai'  economic  ex- 
pansion that  their  plan  assumes.  In  the  end, 
the  cop's  promise  of  a  balanced  budget  was 
less  believable  than  Clinton's  claim  that  j^eople 
would  be  hurl. 

SHIFT  THE  SPOTLIGHT.  The  budget  stalemate 
provides  an  opportunity  to  gather  oui'  wits 
and  to  tliink  about  a  more  promising  approach 
that  would  permit  a  balanced  budget  to 
emerge  from  a  successful  resolution  of  other 
problems. 

The  fii'st  point  to  gi-asp  is  that  Clinton  and 
Congress  are  fighting  not  over  how  much  to 
cut  spending  and  taxes  but  over  how  much  to 
increase  them.  Even  the  Republicans'  plan 
pumps  out  $339  billion  more  in  spending  by 
2002  and  pulls  in  $503  billion  more  in  tax 
revenues.  This  strategy  "cuts"  taxes  and 
spending  only  in  the  sense  that  it  doesn't 
rais"  and  spend  as  many  additional  tax  reve- 
nue^  as  Clinton  prefers. 

Clearing  the  ah'  of  budget  hy]3e  would  helj) 
Clinton  and  Congress  turn  their  attention  to 
necessaiy  and  unavoidable  reforms.  Tliere  is  a 
bipartisan  consensus  that  Medicare  is  in  trou- 
ble, and  Clinton  himself  once  declared  the  in- 
tention to  "end  welfare  as  we  know  it." 

The  problem  with  Medicare  is  that  expen- 
ditures are  rising  faster  than  the  program's 
payi'oll  tax  base.  Either  we  raise  the  payi'oU 
tax  rate  and  accept  the  consequences — less 
employment  and  take-home  pay — or  we  re- 
strict Medicare  to  major  medical  coverage 


that  protects  against  catastrophic  illness.  The 
Republicans'  plan  tries  to  achieve  savings  by 
fixing  the  prices  of  medical  services,  an  ap- 
proach that  has  never  worked. 
GROWTH  AGENDA.  Medicare  reformed  for  its 
own  sake  would  remove  the  pressure  of  an 
exijloding  entitlement  and  make  it  easier  for  a 
future  Congress  to  achieve  a  balanced  budget. 
Similarly  for  welfare:  The  system  is  widely 
perceived  as  a  flop,  and  maintaining  an  open- 
ended  entitlement  that  produces  pervei'se  re- 
sults makes  no  sense  regardless  of  the  budge- 
tary effects.  Turning  welfare  over  to  the 
states  would  encourage  experimentation  and 
restraint  without  abandoning  people  in  need. 
The  case  for  reform  should  be  made  inde- 
pendently of  the  case  for  a  balanced  budget. 

The  same  holds  for  changes  in  tax  policy. 
The  Republicans'  conviction  that  tax  cuts 
must  be  paid  foi'  with  spending  cuts  is  self-de- 
feating. It  not  only  exposes  them  to  class- 
warfare  rhetoric  but  also  forecloses  policy 
changes  that  would  i-aise  the  economic  gi'ovrth 
rate.  As  former  Delaware  Governor  Pete  Du- 
Pont  recently  pointed  out,  a  liigher  growth 
rate  expands  the  tax  base  and  is  an  easy 
way  to  balance  the  budget.  An  additional 
0.8%  in  aimual  gi'oss  domestic  product  grovvi^h 
for  five  years  would  mean  $520  billion  more  in 
government  revenues. 

To  get  these  revenues.  Republicans  would 
have  to  build  a  gi-owth  agenda  around  their 
(largely  abandoned)  tax  proposals.  However, 
there  is  no  sign  of  a  gi'owth  agenda  in  the 
Republican  budget,  wliich  assumes  a  paltry 
2.3%  annual  growth  in  CDP.  Among  the  Re- 
publican Presidential  candidates,  only  Steve 
Forbes  sees  economic  gi'owth  as  a  priority, 
and  he  has  made  it  his  central  issue  in  his 
campaign. 

The  Republicans  lost  their  gi-owth  agenda 
when  they  conceded  the  "fairness"  issue  to 
then-  opponents.  If  fairness  is  defined  as  using 
the  tax  system  to  mitigate  success,  then  an 
improvement  in  incentives  that  motivates  suc- 
cess is  unfau'.  Thus  Republicans  have  come  up 
with  a  "fair"  tax  cut  for  taxpayers  with  chil- 
cb'en  that  is  expensive  and  does  notliing  to  re- 
duce the  cost  of  labor  or  capital. 

It  is  possible  that  good  economics  might  be 
beyond  the  capabilities  of  the  political  process, 
but  the  attempt  to  roll  all  refonns  into  a  bal-  \ 
anced-budget  plan  has  not  succeeded.  It  is  i 
now  clear  that  Republicans  will  have  to  fight 
their  policy  battles  one  at  a  time. 


THE  ANSWER  TO  ALL  YOUR 
RETIREMENT  QUESTIONS. 

A  human  voice. 

We  know  how  you  feel. 

With  all  the  rules  and  choices  and  changes,  investing  for 
retirement  can  be  confusing  and  frustrating. 

That's  why  we've  created  the  Retirement  Resource  Center. 

For  while  we're  the  authors  of  any  number  of  helpful  books 
and  brochures,  we  know  there  are  times  when  you  need  to  ask 
a  complicated  question  and  get  a  clear  answer.  From  an  expert. 
A  human  being. . 

So  now  you  can  call  our  dedicated  team  of  professionals 
weekdays  8  a.m.  to  9  p.m.  and  Saturdays  9  a.m.  to  4  p.m. 

They  can  help  you  find  out  anything — from  what  to  do 
about  your  401  (k)  distribution  to  how  the  proposed  tax  changes 
can  affect  your  IRA  investment. 

Best  of  all,  this  is  a  service.  Not  a  sales  pitch. 


Introducing  our  Retirement  Resource  Center. 
Call  1-800-523-8550 
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Teams  of  Companies. 

Any  computer  company  can  liuilcl  hardware  that 
runs  software  that  runs  vour  business.  Or  can  it? 
After  all,  this  is  vour  business  we're  talking  about 
here.  Do  vou  really  w  ant  to  trust  it  to  mere  hard- 
ware? At  Compaq,  we're  betting  you'd  prefer  an 
easy-to-use,  tuUy  thought-out  solution.  A  solution 
that  is  the  riaht  combination  of  server,  operating 
svstem,  and  database  application  that  sohes  the 
puzzle  ot  vour  varied  computina  needs. 

Well,  that  takes  several  companies.  Companies 
like  Microsoft,  with  whom  we  created  the  ideal 
platform  for  Windows  NT  and  BackOffice,  intej^rat- 
ing  hardware,  software,  and  server  manasjement. 
No\ell,  \\  ith  whom  we've  created  netv\  orking  stan- 
dards for  years.  Oracle,  whose  databases  are  far 
easier  to  deploy  on  a  Compaq  ser\er  thanks  to  our 
partnership.  And  SAP,  a  leader  in  client /server 
applications,  who's  named  us  Partner  of  the  Year 

You  sec,  thev  mav  be  Compaq  servers.  But  thcv 
are  Compaq-Microsoft- Oracle -SAP-Intel-Novell- 
•SCO-Sybase-Chevenne  solutions.  (We  just  couldn't 
Ht  all  those  logos  on  them.) 

COMPAa 

Has   It   Changed   Your   Life  Yet? 


Economic  Trends 


BY  GENE  KORETZ 

COPmG  WITH 
THE  STRONG  YEN 

How  Japanese  exports  hang  tough 

To  put  it  mildly,  Japan's  trade  per- 
formance in  the  first  half  of  the 
l!)9()s  has  defied  expectations.  After  ap- 
preciating' by  some  .'JC/f.  against  the  dol- 
lar from  1985  to  191)0,  the  yen  rose  an 
additional  35%  or  so  through  1995 — 
enough,  one  might  think,  to  cripple 
Japan's  exports  and  put  a  huge  dent  in 
its  trade  surplus.  Instead,  Japanese  ex- 
ports continued  to  rise,  while  the  trade 
surplus  has  shrunk  only  modestly. 

What's  behind  this  performance? 
Japanese  exporters  reacted  to  the 
threat  of  a  soaring  yen,  reports  econo- 
mist Thomas  Klitgaard  of  the  Federal 
Reserve  Bank  of  New  York,  by  slashing 
their  export  prices  in  yen  terms  and 
cutting  profit  mai'gins  to  the  bone. 
From  1990  to  1995,  expoil  prices  of 
metals,  textiles,  chemicals,  and  electrical 
machinery  declined  by  24%  to  36%-.  Al- 
though falling  costs  of  imported  oil  and 
raw  materials  helped  in  the  price-cut- 

JAPAN'S  EXPORTS: 
STILL  CLIMBING 
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ting  drive,  so  did  effoils  to  lowei' 
wages,  hold  down  employment,  and 
boost  productivity. 

At  the  same  time,  notes  Klitgaai'd, 
many  Japanese  exporters  shifted  pro- 
duction from  commodity-type  goods  to 
high-value  quality  i)i'o(lucts,  such  as  lux- 
ury cars,  which  are  less  sensitive  to 
l)rice  increases.  And  Jai)anese  diivct  in- 
vestment in  nearby  Asia  accelei'ated,  as 
manufacturers  capitalized  on  low-cost 
labor  abroad  to  turn  nut  goods  that  had 
formei'ly  been  exported  from  Japan. 

Thus,  Japanese  export  s  have  benefit- 
ed in  three  ways:  from  ])rice-cutting, 
from  th(>  shift  tc^ward  producing  higher- 
value  items  at  home,  and  tVom  the 
siii'ge  in  diivct  investment  in  Asia, 


which  has  fueled  strong  demand  for 
Japanese  machinery  and  components. 
Indeed,  Japan's  merchandise  trade  sur- 
])lus  with  Asia  has  been  ninning  at  a 
$60  billion  annual  clip. 

In  sum,  although  Japan's  imports 
have  recently  been  rising  at  a  rapid 
rate  (particulai'ly  from  its  factories  in 
neighboring  nations),  Khtgaard  notes 
that  its  expoils  are  so  much  larger  that 
its  trade  surplus  is  unlikely  to  shrink 
very  much  as  long  as  Japanese  ex- 
porters continue  to  find  ways  to  stay 
competitive. 


THE  BLIZZARD'S 
BOTTOM  LINE 

What  the  storm  stole  from  gdp 

As  if  economists  weren't  already  in  a 
fog  caused  by  the  data  ch'ought  diu- 
ing  the  government  shutdowns,  along 
comes  the  Blizzard  of  '9G  to  ftuther  ob- 
sti'uct  their  view.  So  how  much  wall  the 
winter  stomi's  pai'alyzing  effects  dampen 
fii'st-quartei-  economic  gTOwth'? 

Steven  S.  Roach,  chief  economist  at 
Morgan  Stanley  &  Co.,  has  a  back-of- 
the-envelope  analysis  that  makes  as 
much  sense  as  any.  He  assumes  that 
output  during  the  week  of  the  storm 
was  cut  in  half  in  the  areas  most  af- 
fected— 11  states  plus  the  District  of 
Columbia,  which  represent  roughly  a 
third  of  the  II.  S.  economy.  Since  real 
weekly  output  in  a  $5.5  trillion  economy 
averages  around  $100  billion,  one  half  of 
one  third  of  that  comes  to  $16  billion. 
Figiu-ing  that  hah"  of  that  is  recouped  by 
added  work  in  subsequent  weeks.  Roach 
put  the  net  loss  caused  by  the  blizzard 
at  ai'ound  $8  billion — enough  to  subtract 
about  0.8  percentage  points  from  fu'st- 
quartei'  CDr  gTowth. 

CRYSTAL  BALLS 
WITH  CATARACTS 

Does  age  hurt  forecasters'  picks? 

Age  and  wisdom  are  supposed  to  be 
positively  coiTelated,  if  only  because 
accumulated  exjjerience  is  an  invaluable 
teacher.  But  in  the  case  of  economic 
foi-ecasters — or  rather,  highly  success- 
ful economic  forecasters — the  correla- 
tion may  in  fact  be  negative. 

That,  at  any  rate,  is  the  implication 
of  a  new  study  by  economist  Owen  La- 
mont  of  the  University  of  Chicago.  La- 
ment analyzed  the  forecasts  of  15 


econometric  models  and  118  economists 
whose  views  appeared  on  numerous  oc- 
casions in  the  yearend  outlook  issues  of 
BUSINESS  WEEK  from  1971  through 
1992.  Other  economists  have  found  that 
consensus  forecasts  of  economic  gi'ov^^h, 
inflation,  and  other  variables  are  usually 
the  most  accurate. 

Looking  at  forecasts  of  individuals, 
however,  Lamont  found  that  (unlike  the 
econometric  models  surveyed)  they 
tended  to  make  bolder,  less  accurate 
forecasts  as  they  aged — moving  away 
fr-om  the  consensus.  Moreover,  this  trend 
was  especially  pronounced  among  the 
11  forecasters  surveyed  who  established 
firms  bearing  their  own  names  during 
the  22-year  period  under  study. 

Why  do  independent  forecasters  tend 
to  go  out  on  shaky  limbs  as  they  age? 
Lamont  isn't  siu'e,  but  one  theoiy  is  that 
they  feel  that  radical  predictions  draw 
more  attention  than  consensus  views — 
and  win  them  accolades  on  the  few  occa- 
sions when  they  come  close  to  the  mark. 


GRADING  U.S. 
HEALTH  CARE 

Americans  aren't  all  that  keen 


The  U.  S.  spends  over  14%  of  its 
gross  domestic  product  on  health 
care,  more  than  any  other  nation.  But 
as  a  new  three-nation  survey  published 
in  Health  Affairs  indicates,  Americans 
remain  far  more  dissatisfied  with  their 
system  than  Germans  or  Canadians. 

According  to  the  survey  conducted 
by  Louis  Harris  &  Associates  Inc.  in 
mid-1994,  only  18%  of  Americans  com- 
l^ared  with  30%-  of  Germans  and  Cana- 
dians think  their  health  system  works: 
pretty  well.  And  i^^^^^^^^^^", 
28%.  of  Amei-icans 
feel  it  needs  to  be 
completely  re- 
built. At  the  same 
time,  nearly  half 
of  Americans  ac- 
tually think  their 
country  spends 
too  little  on 
health  cai'e — moi'e 
than  in  Canada 
and  Gei'many. 
And  83%  worry 
about  too  much 
bureaucracy  in 
their  system,  a 
complaint  shared 
by  74%  of  Cana- 
dians and  just 
58%'  of  Germans. 


RATING  DIFFERENT 
HEALTH-CARE  SYSTEMS 

RESPONSES  TO 
PUBLIC  OPINION  POLLS: 

THE  HEAUH  SYSTEM  NEEDS 
TO  BE  COMPLETELY  REBUIU 
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And  now  you  know  how  to  get  clear,  fast  connections 


Service  to  280 
Countries  and  Places 


You  don't  have  tc 
recognize  the  ch^i 

STRENGTH.  Companies  that  have  it  possess  the  power  to 


grow  by  dramatically  transforming  their  composition 


A  The  way  Rockwell,  over  the 


on.  M 


last  ten 
years,  has 

changed  itself  into  a 

dynamic  commercial  force.  A  Today,  our  $13  billion  company's 
strength  is  reflected  in  a  sales  mix  that  has  evolved  to  more  than  70 

percent  commercial  and  international 


Changing  Sales  Composition 


Total 
Sales 


1985 


1995 

Fmin  1985  to  ms. 
Rockwell  changed  its  idles 
mix  10  more  than  70  percent  commercial 
and  international  by  leveraging  new  tech- 
nologies and  products,  unique  synergies, 
and global  opportunities  to  aggressively 
serve  il>  customers. 


business.  Making  us  a  rapidly  growing 
force  in  diverse  markets  ranging  from 
semiconductor  systems  and  automotive 
to  industrial  automation-  while  maintain- 


V 


ing  our  leadership  positions  in  aerospace  and        jpjl  ^ 
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)e  an  analyst  to 
Lges  at  RockwelL 


defense.  A  Its  that  strength,  in  tact,  which  is  driving  tis  to 


become  the  worlds  best  diversified  high-technology 


company.  Whether  we're  connecting 
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Rockwell 


data/fax  modems 


to  70%  of  the  world 


market.  Equipping  cars  from  virmally  every  manufacmrer 
with  Rockwell  components.  Or  building  a  $4  billion  global 
industrial  automation  enterprise  with  otir  Allen-Bradley  and  Reliance 
Electric  businesses.  A  No  wonder  our  earnings  were  up  19%  over  last  year. 
And  our  shareholders  received  a  20,8%  return  on  equity,  A  Its  time 
^     ^^^r  A  change  yotir  perception  of  Rockwell.  For  further  information 

1^     |i  about  our  activities,  write  to  Rockwell,  RQ  Box  4251,  Dept.  BWX,  Seal 

Beach,  CA  90740-8251.  You'll  be  surprised  how  much  you  see  in  us. 
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To  meet  today's  business 
cycles,  buyers  need  a 
shorter — yet  more 
effective — tech  nology 
evaluation  and  implemen- 
tation cycle.  The 
Crossroads  A'  list  is  the 
place  to  start:  a  short  list  of 
proven  solutions  based  on 
customer  references.  The 
Crossroads  Conference 
allov^'s  buyers  to  meet  with 
vendors  of  proven 
products — and  their  refer- 
ence customers — all  at 
one  venue. 


Topics  Include: 


►  Application  development 

in  cu-stomer  service,  .sale.s 
force  automation,  electronic 
marketing/commerce,  and 
other  areas  of  competitive 
advantage. 

►  Data  warehousing  and 
deci.sion  support  tools  to 
help  sales  and  marketing 
professionals  target  new 
business  and  enhance  the 
profitabilit)-  of  existing 
customer  relationships. 

►  Collaborative  work  supp)ort 
tools  for  teaming  more 
productively  with  internal 
and  external  colleagues 

to  bring  prcxlucLs/services  to 
market  fa.ster. 

»  The  Web,  cu,stomer/supplier 
internets  and  other  new  par- 
adigms of  customer  contact. 

»    \'irtual  office  support  for 
prospecting  and  closing 
new  cTistomers  in  a  global, 
mobile  environment. 

*    Exploiting  the  corp)orate 
intranet  by  linking  Web 
browsers  to  existing 
applications,  documents, 
and  databases. 

Opc-i  Syacms  .\dv1s015.  Inc  CROSSROADS. 
SOStKOADS  '96.  and  ihc  Ocsgn  an;  senitr  imiks 
<  >';ri'<  Syaems  Ad%'t5ors,  Inc-  All  tnukmaris  ptopeny  at 

•  ,r  'f->-.-.^(vc  owners 


Need  U)  reduce  the  time  required 
to  implement  large-scale  computer 
systems?  Don't  experiment  with 
iinpnnen  technology.  Don't  bet 
your  business  on  a  low-end  "toy." 

Get  the  inside  track  on  newly 
pnn  en  prodticLs  and  services  that 
can  help  you  Imng  new  systems 
up  on  time  and  on  l:)udget. 

Siari  with  itie  indiisiry  sliori-list 
of  proven  IT  solutions  for  the  enterprise 
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OPEN  SYSTEMS 
ADVISORS,  INC. 


LAN  TIMES 


For  conference  registrcition  info  or  to  order  the  Crossroads  A  list  white  paper 

Call  Stephanie  Wynne  at  Open  Systems  Advisors  617-859-0859 

Open  Sy.siems  Advisors.  Inc.  ♦  268  New  bun' Street  ♦  Boston.  MA  021 16 
8()0-258-4lSl   ♦  617-8S9-0859  ♦  Fax  617-859-0853 
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HARDER  EVIDENCE 
OF  A  SOFTER  ECONOiMY 


US.  ECONOMY 


BUSINESSES  CUT  BACK 
ON  HIRING 


CHANSE  IN 
-  NONFARM  - 
JOBS 


m 


Wkh  Washington's  data  spi- 
gots back  on,  economy  watch- 
JTS  finally  have  new  nunibei"s  to  quench  theii*  tliii-st  for 
nformation.  Already,  the  horizon  is  coming  into  focus. 

The  fresli  data  don't  change  the  main  theme  of  the 
Hitlook — that  growth  slowed  at  yearend  and  that  the 
•loftness  is  contintiing  into  1996.  In  fact,  they  go  a  long 
.vay  towai'd  confinning  it.  Reports  reveal  that  consum- 
ri-s  scitled  hack  their  spending  in  the  foiuth  quMter  and 
;hat  builders  were  selling  fewer  new  liouses. 

And  in  December,  weaker  demand  caused  compa- 
nies to  slow  theii-  lui'ing  and  cut  back  on  work  time,  as 
Dusinesses  continued  to  wrestle  with  too  much  invento- 
ry. As  a  result,  industrial  production  managed  only  a 
small  advance  in  December 

The  1996  outlook  also  un- 
folds against  a  redesigned 
gross  domestic  product.  The 
new  chain-weighted  measure 
of  GDP  shows  that  growth  in 
this  expansion  is  slower  than 
first  thought.  In  fact,  before 
posting"  a  third-quarter  ad- 
vance of  3.2%.  the  economy 
skated  perilously  close  to  re- 
cession in  199-5's  fii-st  half. 
The  Commerce  Dept.  will 
not  report  on  foiu-th-quaiter  GDP  until  late  February, 
but  the  data  now  coming  out  say  that  growth  slowed 
substantially.  Eveii  so.  a  recession  remains  uiiHkely  in 
1996.  The  blizzard  will  make  many  January  numbei"S 
look  dreadful,  but  the  economy  retains  enough  mo- 
mentum to  rebound  after  the  thaw. 

THE  BROADEST  EVIDENCE  of  the  fourth  quarter's 
softness  came  from  the  Labor  Dept.'s  delayed  employ- 
ment report.  Nonfarm  jobs  increased  by  151.000  in 
December,  on  top  of  a  166.000  rise  in  November  Pay- 
rolls grew  by  just  383,000  last  quarter,  down  shm-ply 
from  the  yeai-ago  pace  (chart).  December's  unemploy- 
ment rate  remained  at  b.6^c,  but  the  labor  force  has 
barely  grown  in  the  past  year. 

Manufacturing  jobs  grew  by  52.000  in  December, 
but  31.000  of  those  belonged  to  workers  rettu'iiing  after 
a  stiike  at  Boeing  Co.,  and  a  fiulher  10.000  were  auto 
workers  returning  from  temporary  layoff.  The  factory 
workweek  slipped  6  minutes,  to  41.4  lioiu-s. 

\\'eakness  in  manufacturing  was  also  evident  in  the 
meager  0.1""^  increase  in  indtistrial  production  in  Decem- 
ber. The  output  slowdowii  has  been  especially  steep 
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A  STEEP  SLOWDOWN 
IN  OUTPUT 


during  the  past  year  (chart"),  and  it  has  been  broad: 
Output  of  consumer  goods  is  fiat  from  a  yeai*  ago.  and 
production  of  business  equipment  has  slowed  shai"ply. 
particularly  in  the  foiuth  qucUter. 

Construction  is  not  faiing  much  better.  Sales  of  new 
single-family  houses  fell  for  the  fourth  consecutive 
month  m  November,  to  an  annual  rate  of  649.000.  That 
drop  left  buildei*s  with  a  hefty  7.2-month  supply  of 
unsold  homes — a  hmit  on  housing  starts  in  early  1996. 

Although  goods  pix)ducei-s  ai*e  facing  some  stagnation 
this  winter,  ser\ice  providers  should  continue  their 
modest  uptrend.  Service  jobs  rose  S5,000  in  December, 
despite  a  4^^.000  plimge  in  i"etiiiling  slots.  As  in  mivnufae- 
tiuing.  ser\ice  companies  reduced  their  average  work- 
week by  6  minutes,  to  32.6  hotu-s. 

For  households,  shorter 
workweeks  mean  that,  even 
as  hoiuiy  wages  ai'e  starting 
to  pull  ahead  of  inflation, 
weekly  paychecks  are  not. 
Nonfarm  hourly  wages  rose 
0.4*7  in  December  and  were 
up  3.2'>  over  the  past  yea:-. 
That  suggests  that  real  wages 
are  up  by  about  0.5'>  for 
1995 — a  sign  that  labor  mm-- 
kets  are  tightening.  Yet  be- 
cause the  workweek  has  shrtuik.  weeldy  pay  last  quain- 
ter was  no  higher  than  it  was  a  year  earher 

That  pay  squeeze  piutly  explains  why  consmner  con- 
fidence has  plateaued  and  wliy  spending  is  wavering. 
The  Commerce  Dept.  reports  that  real  disposable  in- 
come increased  O.S^r  in  October  but  just  0.2'^r  in  No- 
vember At  the  Siime  time,  infiation-adjusted  consumer 
purchases  fell  0.6'^f  in  October  and  tlien  rebounded 
0.9'^f  in  November. 

Assuming  that  strong  cm*  sales  pushed  up  December 
outlays  by  0.3*1-,  i"eal  spending  probably  givw  at  an  i\n- 
nual  rate  of  just  1.2*~f  last  quarter — far  below  the  rise 
of  the  second  and  tltird  periods,  which  show  the  same 
g-ains  under  the  new  gdp  as  m  the  old  (chart,  page  32). 

THE  COMMERCE  DEPT/S  long-awivited  Jiui.  19  sliift  to 
its  cluiin-weighted  measure  of  real  GDP  went  about  as 
most  economists  had  expected.  The  data,  while  back- 
ward-looking, nonetheless  contain  a  couple  of  twists 
that  affect  the  outlook. 

As  expected,  the  economy's  pace  is  slower  under 
the  new  system,  mainly  because  the  old  fixed-weight 
measm'e  ovei-stated  the  growth  of  kev  fiist-erowth  sec- 
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tors,  such  as  computers  and  other  high-tech  equip- 
ment, where  prices  are  falling  (BW — July  31). 

The  new  data  show  the  annual  rate  of  growth  to  be 
just  2.5%  during  the  first  4y>  years  of  this  expansion — 
as  opposed  to  3.1%  under  the  old  1987-based  "fixed- 
weight"  measure.  Growth  during  just  the  past  two 
years  was  lowered  sharply  by  nearly  a  full  point  (2.7% 
vs.  3.6%). 

The  most  striking  revision  occurred  in  last  year's 
fii'st  half,  when — according  to  the  new  reckoning — the 
economy  had  a  close  brush  with  recession  (first-  and 
second-quarter  growth  of  0.6%  and  0.5%,  respectively, 
vs.  2.7%  and  1.3%). 

DETAILS  IN  THE  GDP  NUMBERS  show  three  trends 
worth  noting:  First,  an  improving  trade  deficit  account- 
ed for  a  chunk  of  the  third  quarter's  growth.  Exports 
picked  up,  after  being  slowed  by  the  nosedive  in  Mex- 
ican demand,  and  imports  gi'ew  much  more  slowly,  re- 
flecting softer  U.  S.  demand.  Those  trends  vrill  continue 
in  1996,  although  export  gi'owth  will  be  liinited  by  Eu- 
rope's slowdown. 

Second,  the  adjustment  from  overly  rapid  inventory 
gi'owth  is  moving  along  faster  than  was  suggested  by 
the  old  data.  And  in  the  third  quarter,  the  mix  of  GDP 
between  final  sales  and  inventoiy  growth  shows  more  of 
the  former  and  less  of  the  latter — a  more  favorable  pat- 
tern for  future  output  gains. 


ISRAEL 


YEAREND  SPENDING 
LOOKS  WEAK 


The  problem,  though,  is  that  the  fomth-quarter  pull- 
back  in  demand  may  have  stymied  businesses'  efforts  to 
thin  out  their  stock  levels.  So  output  weakness  in  the 
industrial  sector  is  likely  to  extend  into  1996. 

The  final  point  about  the 
new  GDP  is  that  Commerce 
not  only  revised  real  GDP 
downward  but  it  also  lowered 
the  growth  rate  of  nominal,  or 
current-dollar,  GDP.  That's 
quite  a  surprise.  In  fact,  dur- 
ing the  past  two  years,  slower 
nominal  gdp  growth  accounted 
for  nearly  40%  of  the  down- 
ward revision  in  the  pace  of 
real  gdp. 

It  means  that  the  dollar  value  of  overall  demand  in 
the  economy  has  been  gi'owing  even  more  slowly  than 
was  previously  thought.  That  result  partly  explains 
the  economy's  much  softei"  feel  in  recent  years,  especial- 
ly in  the  eyes  of  strngghng  businesses.  More  important, 
it  also  suggests  that  monetary  policy  may  well  be 
tighter  than  the  Federal  Resei-ve  had  thought,  increas- 
ing the  chances  for  more  interest-rate  cuts. 

On  balance,  the  data  finally  emerging  from  Washing- 
ton tell  a  consistent  stoiy:  The  economy  looked  softer  at 
yearend  than  it  did  in  the  third  quarter — and  it's  going 
to  stay  that  way  for  a  while. 
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ANOTHER  FAT  YEAR  AHEAD 


Aftei'  turning  in  one  of  its  best 
performances  in  years,  the  Is- 
raeli economy  appears  headed  for 
another  good  year  A  worsening 
trade  position,  however,  replaces 
inflation  as  the  major  concern. 

Israel's  real  gross 
domestic  product  grew 
at  a  healthy  6.9%  in 
1995,  and  the  jobless 
rate  slipped  to  5.9%  at 
yearend,  down  from 
7.7%  a  year  earlier 
The  b(  'lefits  of  the 
Middle  East  peace  pro- 
cess and  mass  immi- 
gration i'nnn  the  for- 
mer Sovi{ '  Union  have 
helped  the  economy.  Private  fore 
casts  expect  gdp  growth  of  be- 
tween 5%  and  6%  in  1996. 

More  important,  falling  fruit 
and  vegetable  prices,  a  frozen  ex 
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shekel  and  the  dollar,  and  a  tight 
monetaiy  policy  by  the  Bank  of 
Israel  cut  inflation  from  14.5%  in 
1994  to  8.1%  in  1995,  the  lowest 
rate  in  26  years.  The  govei'n- 
ment's  inflation  target  for  1996  is 
a  realistic  range  of 
8%  to  11%. 

But  the  rigid  ex- 
change rate  touched 
off  a  surge  in  imports. 
The  current-account 
deficit  widened  to  a 
revised  $4.2  billion 
last  year,  up  from  $2.5 
billion  in  1994  (chart). 
The  gap  was  fh*st  re- 
ported as  $5.1  billion 
because  the  U.  S.  federal  shut- 
down delayed  $1.2  billion  in  as.sis- 
tance  normally  paid  in  October. 

With  elections  due  later  this 
year,  it  is  unlikely  that  the  gov- 


change  rate  between  the  Israeli       ernment  of  Prime  Minister  Shim- 


on Peres  will  take  any  unpopular 
measui-es,  such  as  a  realignment 
of  the  shekel,  to  reduce  the  defi- 
cit. The  elections  are  tentatively 
scheduled  for  October,  but  there 
is  talk  of  an  earlier  date.  In  the 
meantime,  Israel  is  paying  for  the 
deficit  by  increasing  its  foreign 
debt,  which  stands  at  $19  billion. 

For  now,  Israel's  low  inflation 
and  peace  prospects  have  attract- 
ed an  influx  of  foreign  money,  but 
the  need  to  keep  funds  coming  in 
to  finance  the  trade  gap  means 
that  interest  rates  will  stay  high- 
er than  justified  by  inflation.  The 
prime  rate  is  still  a  hefty  15.2%, 
and  the  central  bank  will  continue 
its  tight  monetary  policy.  BOi  Gov- 
ernor Jacob  A.  Frenkel  has  made 
it  clear  that  after  finally  braking 
Israel's  once  rapid  inflation,  he 
has  no  plans  to  let  up  now. 

With  Neal  Sandler  in  Jerusalem 


THE  ROBERTSON  STEPHENS 
CONTRARIAN  FUND 


Ranked  the  #1 
Multi-Asset  Global 
Mutual  Fund. 


The  Contrarian  Fund  has  achieved 
Morningstar's  #1  ranking  out  of  54  funds  (for 

the  one  year  period  ended  12/31/95)  in  the 
Multi-Asset  Global  category  without  investing 
in  technology.  Paul  Stephens,  portfolio  man- 
ager, seeks  to  manage  stock  market  risk  with 
short  sales  and  index  put  options. 


30.86% 

one  year 

ended 
12151195 


13.83% 

Average  annual 
return  since  inception 
(6/30/93-12/31/95) 


To  learn  more  about 
the  Contrarian  Fund 
strategy  call: 

1-800-766-3863. 
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BRINGING  THE  lUND  MANAGER  TO  YOU. 


For  more  information,  including  management  tees,  expenses,  and  the  risb  associated  with  short  sellmg,  index  options  and  international  investing,  call  Robertson,  Stephens  &  Company  LLC,  dis- 
tributor, for  a  prospectus.  Read  it  carefully  before  you  inveit.  Past  performance  is  no  guarantee  of  future  results.  You  should  realize  that  investmenr  return  and  principal  value  will  fluctuate  so  that 
shares,  when  redeemed,  may  be  worth  mote  or  less  than  their  original  cost.  Total  returns  are  historical  and  include  changes  in  share  price  and  reinvestment  of  dividends  and  capital  gains. 


THE  FALL 

OF  AN 
AMERICAN 
ICON 

Apple  Computer,  once  the  hip  flagbearer  of  high  tech, 
is  in  sad  decline.  There  are  lessons  aplenty 


The  year  was  1984.  Apple  Computer  Inc.  was  the 
Magic  Kingdom.  It  was  the  hip,  young  heart  of 
Silicon  Valley — the  place  where  America  was  show- 
ing the  world  how  the  combination  of  technology 
and  entrepreneurship  could  make  a  revolution.  Ap- 
ple ci'eated  the  legend  of  two  kids  in  a  garage  in- 
venting a  computer — and  then  building  a  New  Age 
company  where  the  old  corporate  rules  were  scrapped. 
No  dress  codes,  no  formal  meetings — nothing  to  get  in  the 
way  of  what  I'eally  mattered:  creating  computers  that,  Ap- 
l)le  promised,  would  change  the  woi'ld.  In  a  building  flying  a 

pirate  flag, 
co-founder 
Steven  P. 

  Jobs  had 

spent  three 

years  with  his  engineei's  bringing  such  a  computer  to  life. 

On  Jan.  22,  4'i  million  Super  Bov  1  XVIII  viewers  got  a 
glimmei'  of  what  Jobs  was  up  to.  A  single  60-second  com- 
!nei-cial,  which  cost  $1.6  million  and  was  shown  only  once, 
crystallized  the  phenomenon  that  was  Apple.  The  infamous 
I  Jig  Brother  spot  was  a  teaser  for  the  laiuich  of  the  Macintosh 
two  days  later  It  showed  an  athlete  bui-sting  into  a  drab  au- 
ditorium packed  with  corporate  drones  watching  a  figin-e  on 
a  huge  video  screen.  She  hurls  a  hammer,  smashing  the 
sci'een.  The  message:  A  rowdy,  anti-Establishment  crowd 
was  coming  to  liberate  Coiporate  America  vdth  computers  for 
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"the  rest  of  us" — with  easy-to-use  graphics  and  a  push-button 
mouse.  It  was  disturbing,  in-youi-face.  And,  yes,  it  was  the 
product  of  Apple's  well-oiled  image-making  machine.  But  it 
captured  our  collective  imagination. 

Today,  that  Apple — the  veiy  icon  of  a  post-industrial,  high- 
tech America — is  barely  recognizable  in  the  troubled  $11  bil- 
lion company  that  bears  the  name.  Years  of  overlooked  op- 
portunities, flip-flop  strategies,  and  a  mind-boggling  disregard 
for  market  realities  have  caught  up  with  Apple.  Microsoft 
Corp.'s  Windows  95  has  seriously  eroded  the  Mac's  technology 
edge.  A  belated  decision  to  expand  the  Macintosh  market  by 
licensing  Apple  teclinology  to  other  personal-computer  makers 
has  gone  almost  nowhere.  And  now,  management  is  in  near- 
meltdown:  Out  of  45  vice-presidents,  14  have  been  axed  oi-  left 
in  the  past  year,  three  more  are  about  to  decamp,  and  ceo 
Michael  H.  Sijindler's  job  looks  thi-eatened.  Apple  is  rapidly  be- 
coming a  minoi-  player  in  the  computer  business  and  may  be 
swallowed  up  by  Sun  Microsystems  Inc.  or  another  rival. 

Ah'eady,  there  ai'e  signs  that  Apple's  troubles  are  spooking 
would-be  customers  (page  38).  In  the  Chiistmas  quarter,  when 
record  numbers  of  shoppers  snapped  up  computers,  Mac  sales 

PAGES  FROM  APPLE'S  SCRAPBOOK:  Taking  corporate 
fitness  seriously  with  Aikido.  a  four-person  Macintosh 
team,  Jobs  and  Sculley  in         hammer-throwing  runner 
in  the  TV  commercial  thut  launched  the  Mac,  Apple 
co-founder  Wozniak,  an  employees'  meeting  in  Hawaii 


trailed  the  market — even  after  panicky  last-minute  price  cuts. 
Apple's  share  of  the  world  market  diuing  the  fourth  quarter 
sank  to  7.1%,  down  from  more  than  8.2%  a  year  ago. 

That  doesn't  mean  Apple  is  dying.  The  $69  miUion  loss  in 
the  Christmas  quarter  and  an  operating  loss  this  quarter 
that  analysts  put  at  $55  miUion  won't  put  much  of  a  dent  in 
its  balance  sheet,  which  still  has  $1.1  billion  in  cash  and 
short-tenn  investments.  Even  the  layoff  of  1,300  workers, 
about  8%'  of  its  payroll,  though  painful,  won't  match  the 
trauma  of  1985,  when  the  company  a.xed  20%  of  its  workforce. 

But  this  time,  Apple  has  lost  something  it's  imlikely  to  win 
back:  the  technology  leadership  that  made  the  Macintosh  so 
different  from  other  computers.  MiUions  of  Apple  customers 


The  Jobs  Era 


Steve  Jobs  had  a  co-founder — Stephen  Wozniak — 
and  the  venture  capitalists  who  backed  the  company 
in  1977  immediately  installed  professional  manage- 
ment. But  Jobs  dominated. 
Often  brilliant,  sometimes 
exasperatingly  flaky,  he 
imprinted  Apple  Computer 
with  his  distinctive,  hip  per- 
sonality. By  1980,  the  company 
was  the  leading  PC  maker:  It 
went  public  with  the  hottest 
IPO  of  the  time,  raising  $96.8 
million.  Jiicn  were  fumbles,  too:  The  Apple  III 
office  computer  was  a  bug-infested  flop.  And  Lisa, 
precursor  to  the  Mac,  was  an  expensive  dud.  Jobs's 
masterpiece,  however,  the  1984  Mac,  was  a  stun- 
ner— with  grouiidbreaking,  easy-to-use  software  and 
a  cool  design.  It  \  as  also  severely  underpowered  and 
limited  in  expandability.  The  market  balked,  and  in 
May,  1985,  Jobs  was  pushed  out  of  daily  operations. 


A  MAC  LOVE  AFFAIR: 

Millions  of  customers — 
in  offices  and  schools — 
still  insist,  with  good 
reason,  that  the  Mac 

still  insist,  with  justifica- 
tion, that  the  Macintosh 
remains  a  far  more  ele- 
gant machine  than  the  or- 
dinary PC.  But  Microsoft 
has  aggi'essively  updated 
Windows  to  the  point  where  the  masses  of  new  buyers  can't 
see  much  difference  between  a  PC  and  a  Mac — except  that  the 
Apple  machine  costs  more.  And  as  Apple's  poor  Christmas 
showing  demonstrates,  they're  not  interested  in  paying  more. 

All  of  a  sudden,  the  model  on  which  Apple  has  built  its 
business  for  more  than  a  decade  looks  shaky.  Its  plan  had  de- 
pended on  having  enough  money  to  fund  development  and 
mai'keting  of  new  Mac  technology  single-handedly  and  pay  for 
higher-priced  components  that  are  unique  to  the  Mac.  For 
most  of  the  Mac  era,  Apple  has  been  able  to  do  this  by 
commanding  a  higher  price  than  PC  clones  built  fi'om  Intel 
Corp.  and  Microsoft  technology.  Periodically,  Apple  has  also 
tried  another  approach:  bringing  out  cheap  Macs  to  drive 

The  Sculley  Era 

Handpicked  by  then  Chairman 
Jobs  in  1983,  John  Sculley  brough 
with  him  two  decades  of  market- 
ing experience  from  PepsiCo.  As 
CEO,  Sculley  moved  quickly  to 
remedy  the  Mac's  shortcomings  b 
pushing  for  an  open  design.  By 
1987,  the  product  was  a  smash  hit 
Apple  pushed  aggressively  into 
high-profile  corporate  sales  and  expanded  operations 
around  the  globe.  But  Apple  entered  the  1990s  viith  an 
overpriced  product  line  and  a  bloated,  overperked  execi 
five  staff.  Microsoft  Windows  was  gaining  ground,  and 
Apple's  rate  of  innovation  was  slowing.  Determined  to 
catch  the  next  technology  wave,  Sculley  put  himself  in 
charge  of  research  and  development — and  came  up  wit) 
the  Newton  personal  digital  assistant,  a  marketing  and 
technical  fiasco.  In  June,  1993,  the  board  replaced  Scul 
ley  with  Michael  Spindler,  who  had  been  running  day-to 
day  operations  as  chief  operating  officer. 


^i.  ,  ,1  i-'.INFg',  i.VFFK  /  FFRRIIflRY  ^QQf. 


s  less  frustrating  to  use 
han  an  ordinary  PC. 
"he  handheld  Newton, 
.owever,  was  greeted 
nth  ridicule  in  1993 

ip  market  share  and  im- 
irove  economies  of  scale, 
iut  management  never 
tuck  with  that  strategy — 
ir  really  pushed  the  Mac 
lone  business  that  could 
lave  achieved  the  same  ends.  For  now,  Apple  is  in  a  lose-lose 
ituation:  It  can't  command  top  dollar  or  stimulate  market- 
hare  gi-owth,  even  with  price  cuts  that  have  slashed  gi'oss 
nargins  from  28.7%  to  15%.  "The  jig  is  really  up  this  time," 
ays  Chris  Espinosa,  a  manager  who  has  been  with  Apple 
.ince  1977.  "We  can't  do  business  the  same  way  anjinore." 

Fearing  that  this  day  might  come,  Apple  insiders  say  com- 
)any  executives  began  hatching  a  contingency  plan  more 
han  a  year  ago:  To  boost  Mac  market  share  to  the  20%>-plus 
•ange,  they  realized  that  they  might  need  a  poweiful  partner 
)r  even  consider  a  merger.  So  in  late  1994,  Apple  secretly  be- 
;an  talks  to  sell  the  company.  It  has  approached  a  number  of 
)ossible  suitors,  including  Sun  Microsystems,  ibm,  and 

he  Spindler  Era 

;hael  Spindler  started  off  with  a  2,500-employee  layoff, 
first  move  toward  a  new,  low-margin  business  model, 
ordered  up  inexpensive  Macs  for  the  surging  home  mar- 
and  presided  over  the  smooth  transition  to  a  new  prod- 
line,  based  on  the  PowerPC  chip.  Secretly,  Apple 
ered  into  buyout  talks  with  IBM  in  late  1994.  Publicly, 
companies  squabbled  over  a  design  for  common  PC 
'dware  built  around  PowerPC  chips.  An  abrupt  down- 
turn in  Apple's  fortunes  came  in 
1995:  Timid  growth  goals  left  Apple 
short  of  products.  A  stale  Power- 
Book  lineup  halted  gains  in  the 
notebook  PC  market,  and  top  man- 
agers began  leaving.  The  Christmas 
quarter  was  a  disaster — even  with 
price  cuts,  Mac  sales  were  disap- 
pointing. January,  1996,  brought 
tvs  of  a  last-quarter  loss  of  $69  million.  Laying  off  1,300 
rkers  is  just  the  first  step  in  an  overhaul  that  could 
;lude  Spindler's  ouster  and/or  even  a  sale  of  Apple. 


Hewlett-Packard.  At  a  briefing  after  the  Jan.  23  annual  meet- 
ing— where  embattled  ceo  Spindler  had  listened  impassively 
as  shareholders  called  for  his  resignation — the  company  told 
reporters  that  it  is  not  for  sale.  Yet  soiu'ces  close  to  Sun  and 
Apple  say  that  some  sort  of  deal  may  still  be  cooking. 

With  its  stock  ti-ading  at  $30  and  below  for  the  fii'st  time  in 
18  months,  Apple  could  be  takeover  bait,  ehciting  fresh  in- 
terest from  companies  such  as  Toshiba,  Canon,  Motorola, 
and  Philips,  in  addition  to  Sun.  E.xiDerts  figiu-e  Apple  would  go 
for  about  $^5  a  share,  or  $4.4  billion — about  half  the  $8  bilhon 
that  investment  bankers  a  year  ago  said  it  might  fetch. 
That's  when  Spindler  approached  the  company  most  Ukely  to 
pay  top  dollar:  ibm.  Now,  even  at  a  bargain  price,  the 
computer  giant  is  no  longer  interested. 

That  leaves  Sun  as  the  most  likely  suitor  It 
could  be  a  good  fit.  The  workstation  maker  would 
gain  Apple's  office  desktop  business  as  well  as 
Apple's  Macintosh  software  interface  for  a  Sun 
"Internet  appUance" — a  stripped-down  PC  for  siuf- 
ing  the  Net.  Tlie  companies  were  close  to  a  deal  in  December, 
insiders  say,  when  Sun  ceo  Scott  G.  McNealy  dropped  in  on 
Apple's  board  at  the  St.  Regis  Hotel  in  New  York.  The 
stock-swap  deal  would  leave  McNealy  in  charge  of  the  com- 
bined outfit.  Negotiations  broke  off  a  week  later,  when  Apple 
warned  of  the  impending  quarterly  loss,  but  they  have  since 
resumed,  sources  say. 

A  PATTERN  OF  UPHEAVAL  If  Apple  is  serious  about  not  selling, 
it  may  wind  up  jettisoning  assets  and  remaking  itself  into  a 
smaller,  albeit  more  profitable,  company.  It  already  plans  to 
narrow  its  focus  to  market  segments  where  it  is  already 
strong — a  move  that  means  relinquishing  forever  the  chance 
of  regaining  the  mantle  of  industry  leader.  Ah'eady,  the  com- 
pany has  hinted  that  it  might  e>dt  the  low  end  of  the  PC  race. 
Now,  its  eye  is  on  the  Internet,  where  the  company  claims 
some  technical  advantages.  But  Apple  joins  a  long  fist  of 
Web  wannabes. 

How  did  this  company — that  had  everything  going  for 
it — come  to  this  sorry  pass?  Certainly,  Spindler  deserves 
much  of  the  blame.  During  his  watch,  Apple's  technology 
edge  eroded  dangerously.  The  project  that  could  have  re- 
stored that  edge  and  countered  the  Windows  95  onslaught — 
a  new  Mac  operating  system  called  Copland — has  fallen  two 
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years  behind  schedule.  And  instead  of  moving  toward  his 
goal  of  doubling  Mac's  market  share  in  five  years,  Spindler 
has  let  it  shrink. 

The  most  alarming  result  of  Spindler's  troubled  tenure  is 
the  departure  of  many  of  Apple's  most  talented  executives. 
Sales  chief  Ian  Diery  quit  in  April,  and  his  replacement, 
longtime  Apple  exec  Daniel  Eilei's,  left  last  fall — both  pushed 
out  by  Spindler  reorganizations.  In  July,  Frank  Sanda,  the 
charismatic  leader  of  Apple  Japan,  was  forced  out  after  a 
strategy  dispute  with  headquarters.  Chief  Financial  Officer 
Joseph  Graziano  resigned  in  October.  Apple  insiders  say 
he  left  after  he  briefed  directors  on  what  was  ailing 
the  company — specifically,  Spindler's  leadership.  Spindler 


then  met  with  the  board,  and  wiien  it  was  over,  Graziano 
was  out. 

Dismal  as  Spindler's  record  is,  however,  Apple's  woes  can't 
all  be  heaped  on  the  current  boss.  Nor  can  they  be  explained 
by  the  mistakes  of  his  predecessor,  John  Sculley — though 
there  were  plenty  of  those.  The  fact  is,  despite  its  glowing, 
reputation,  Apple  has  rarely  run  smoothly — at  least  not  for 
more  than  a  few  years  at  a  time.  There  have  been  massive 
management  upheavals  eveiy  few  yeai-s — in  1981,  1985,  1990, 
and  1993 — and  often  minor  ones  in  between.  In  three  of 
those  crises,  A.  C.  "Mike"  Markkula  Jr.,  an  original  Apple  in- 
vestor and  now  chaiiTnan,  removed  the  boss.  For  months,  Ap- 
ple w^atchers  have  been  expecting  Markkula  to  take  out 


WHY  FEWER  BUYERS  ARE  BOBBING  FOR  APPLES 
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leet  Michelle  L.  Whitson,  Apple 
[Computer  Inc.'s  worst  nightmare. 
A  real  estate  agent  in  Pinole, 
Calif.,  Whitson  is  the  kind  of  consumer 
who  has  always  been  easy  pickings  for 
Apple.  She  wanted  two  computers:  one 
for  her  husband  and  herself  and  anoth- 
er for  her  three  school-age  kids.  After 
weeks  of  research,  she  decided  on  a 
Windows  PC  for  the  parents,  because 
that's  what  they  use  at  work,  and 
a  Mac  for  the  kids,  because 
that's  what  they  use  at  school. 
But  after  Apple  announced  a 
$69  million  quarterly  loss  and 
another  reorganization  plan  on 
Jan.  17,  she  crossed  Apple  off  her  list. 
"I  can  see  future  directions  for  the  PC, 
but  I  can't  see  it  for  the  Mac." 

For  the  fii-st  time,  a  crisis  at  Apple 
headquaitei-s  is  creating  a  crisis  of  coirfi- 
dence  in  the  market,  and  that's  a  terrify- 
ing situation  for  Apple  executives.  Such 
doubts  cast  a  \)aI\  over  Apple  this  past 
Chiistmas.  Stori:-  shelves  gi'oaned  with 
"Wlntel"  machine. — PC  clones  based  on 
Intel  Coi-p.  chips  aii '  i-unning  Microsoft 
Windows.  They  sportod  the  new  Mac- 
like Window^s  95,  below-Mac  pricing,  and 
the  choice  of  a  kaziUion  software  pack- 


ages. "More  and  more,  consumers  ai-e 
placing  it  safe  with  the  PC,"  says  home 
computer  analyst  Andy  Bose  of  IDC/Link 
in  New  York.  "Tlie  Mac  still  has  a  cer- 
tain magic,  but  consimiers  are  increas- 
ingly in  a  Wintel  state  of  mind."  Price 
cuts  of  up  to  25%  in  November  and  an 
army  of  1,300  Mac  fans  deployed  in 
stores  failed  to  sway  consumers.  World- 
wide PC  shipments  rose  25%  in  the 
fouith  quailer,  but  Macs  were  up 
,:     just  12%— in  the  U.  S.,  a  pitiftil  4%. 
In  sLmi,  Apple  took  a  giant  step 
backwai'd  in  the  home-PC  mai'ket. 
WINTEL  WONDERLAND.  Among  cor- 
porations, W'here  flip-flopping  mar- 
keting strategies  long  ago  undermined 
confidence  in  Apple,  it's  getting  harder 
for  Mac  lovers  to  hold  their  groLmd. 
Gaiy  Kleinman  has  been  the  kind  of 
customer  Apple  could  count  on.  He 
rans  an  imaging  lab  for  Walt  Disney 
Pictures  &  Television  and  loves  the 
Mac's  multimedia  pow'ers.  But  now, 
he's  looking  at  Microsoft  Windows  NT 
because  some  programs  he  needs 
aren't  coming  out  in  Mac  versions. 
"The  question  never  came  up  before," 
says  Kleinman,  "but  now  it  has:  Should 
w'e  invest  in  Apple  for  the  long  term?" 


Some  of  Apple's  big  accounts  ha 
ready  decided — against.  U  S  West, 
loitte  &  Touche,  and  Electronic  De 
Systems  are  all  diifting  aw-ay  fi'on 
Mac  for  their  desktop  systems.  "W 
want  to  pass  data  back  and  forth 
oiu"  clients,  and  they  have  PCs,"  sa 
EDS  technology'  consultant  Norman 
Weizer.  At  Deloitte  &  Touche,  onlj 
small  pocket  of  gi'aphic  artists  will 
tinue  to  use  the  Mac.  "By  the  end 
next  year,"  says  Deloitte  paitner 
Horner,  "Mac  use  by  our  professio 
staff  will  be  dowTi  to  zero." 

Coi-porate  buyers  continue  to  los 
sons  for  buying  Macs.  The  latest:  I 
longer  cheaper  to  own  one.  A  big  s 
point  for  Apple  was  that  despite  hi 
sticker  prices,  the  cost  of  using  Ma 
was  lower  when  you  factored  in  so; 
wai"e  and  customer  support — which 
substantially  cheaper  because  Mac 
don't  need  as  much  training.  Apple 
ways  led  a  Gartner  Group  co.st-of-o 
ship  sm'\'ey.  No  more.  At  $41,439, 
five-year  cost  of  ninning  a  Mac  ma 
Apple  No.  3  behind  Window  N'T  and 
dows  95  PCs,  according  to  Gartner. 

How  does  Apple  plan  to  reverse 
slide  in  business  accounts?  For  stai 
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^piiidler,  but  on  Jan.  2?>,  Markkula  again  pledged  his  support, 
viying:  "Michael  Spindler  ha:';  the  full  support  of  this  board." 

Until  recently,  Apple's  gyi-ations  hardly  mattered.  Rapidly 
n  iiwing  markets  and  the  overarching  appeal  of  the  Mac  pa- 
II  l  ed  over  almost  every  gaffe.  But  dozens  of  interviews  with 
■iii-rent  and  former  executives  reveal  a  pattern  of  mismanage- 
ncnt  that  caused  Apple  to  fumble  critical  decisions  and  zigzag 
between  strategies,  bringing  the  company  to  this  juncture. 

The  pattern  began  almost  at  the  start.  Back  when  they 
ivere  helping  invent  the  personal-computer  industry  with 
:he  Apple  II,  Jobs  and  co-founder  Stephen  Wozniak  were  also 
concocting  a  notoriously  renegade  culture.  Their  credo:  Cre- 
ite  your  own  thing,  defy  the  naysayers,  and  ignore  the  Es- 
tabUshment — one  person  can  change  the  world.  In  its  finest 
liour,  back  in  the  building  with  the  pirate  flag,  that  culture 
brought  forth  the  "insanely  gi-eat"  Mac,  a  groundbreaking  ma- 
chine whose  users  didn't  just  publish  newsletters  or  cnmch 
spreadsheet  numbers.  They  fell  in  love. 

There  has  always  been  a  flip  side  to  the  Apple  ethos, 
though.  "The  culture  has  incredibly  powerful  elements — 
Jobs's  perfectionism,  for  one,"  says  a  fornier  Apple  executive. 
"But  the  other  side  of  that  is  unharnessed  and  unconti'olled." 
Inevitably,  that  led  to  clashes  between  the  "creators,"  such  as 
Jobs  and  his  Mac  mates,  and  the  experienced  managers  hired 
to  run  marketing  and  finance. 

THE  HIGH  PRICE  OF  PEACE.  The  defining  battle  was  between 
Jobs  and  Sculley,  the  fonner  PepsiCo  Inc.  executive  who  was 
recruited  in  198;3  to  bring  depth  to  the  management  at  Apple, 
already  a  biUion-dollar  company.  Jobs,  unwiUing  to  bend  his 
aesthetic  and  technical  ideals  to  fit  market  realities,  had  made 
the  fu"st  Mac  a  design  statement.  Dazzling  to  look  at,  it  was 
badly  underpowered  and  lacked  the  expansion  capability  to  fix 
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that.  Within  months,  sales  stalled,  and  Sculley  suggested  a 
new,  more  salable  "open  Mac."  But  the  temperamental  Jobs 
could  not  agree  on  how  to  proceed.  He  lobbied  hLs  board  to  re- 
move Sculley.  Instead,  Sculley  won  the  board  over,  and  Jobs 
was  ousted. 

What  happened 
next  would  help  set  a 
pattern  of  behavior 
among  Apple  executives  that  has  continued  ever  since.  As  the 
guy  who  unseated  Jobs  and  carried  out  sweeping  layoffs, 
Sculley  realized  that  he  was  not  Mr.  Popularity.  He  also 
knew  that  the  rank  and  file  resented  the  big-company  systems 
he  was  putting  in  place.  And  most  important,  he  understood 
that  he  had  to  keep  engineers  and  programmers  on  board  if 
Apple  was  to  stay  ahead  of  the  technology  curve.  The  solution 
was  not  to  tinker  with  the  culture. 

It  worked  better  than  Sculley  could  have  hoped.  By  1987, 
the  Mac  was  a  sohd  hit,  and  with  the  new  ceo  focused  on 
marketing,  the  anti-Establishment  computer  made  inroads 
into  Corporate  America.  Apple  was  once  again  a  happy,  if  not 
magical,  kingdom. 

Nevertheless,  Sculley  paid  a  price  for  peace  in  the  Apple 
family.  By  lionizing  the  technical  "wdzai'ds"  (as  they  described 
themselves  on  business  cards),  it  made  them  tough  to  su- 
pervise. And  his  feel-good  management  style  meant  endless 
groping  for  consensus.  Before  long,  everybody  around  Apple 
knew  that  a  decision  was  rarely  final.  The  joke  began  circu- 
lating that  "a  vote  can  be  15,000  to  1  and  still  be  a  tie." 

That  joke  has  gotten  less  funny  over  time.  Year  after  year, 
key  decisions  have  been  postponed,  reversed,  or  avoided  com- 
pletely as  various  executives  and  factions  tried  to  push  their 
own  agendas.  As  far  back  as  1985,  for  instance,  Apple  execu- 


APPLE  POLISHING: 

For  the  Power 
Macintosh,  the 
future  isn  't  what  it 
used  to  be 


Apple  USA  Presi- 
dent James  J. 
Buckley  says  he'll 
get  out  and  press 
the  flesh.  "We 
need  to  get  on 
some  planes  in  the  next  few  weeks  and 
visit  our  key  customers."  He's  also  going 
to  hire  new  vice-presidents  to  focus  on 
corporate  and  small-business  accounts. 
Then  there's  Operation  Rainbow,  a  plan 
to  burnish  the  Apple  image.  "The  brand 
is  bloodred  and  dripping  now,"  says 
Satjin  Chahil,  senior  vice-president  of 
marketing.  "I  want  the  rainbow  back." 

Even  if  new  business  customers  prove 
hard  to  snag,  Apple  does  have  a  con- 
stantly replenished  supply  of  Mac 
zealots,  thanks  to  its  60%  share  of  the 
K-12  education  mai'ket.  Take  15-year-old 
Dan  Golden  of  Berkeley,  Calif.,  who  lusts 
for  a  Power  Mac  to  do  homework,  make 
videos,  and  do  3-D  modeling  of  mountain 
bikes.  He's  been  pushing  his  dad  to  buy 
a  $2,200  Power  Mac  to  replace  the  fami- 
ly's 1994  Pertbrma.  One  ploy:  a  Power 
Mac  picture  on  dad's  dinner  plate  with  a 
note  saying  "Chew  On  Tliis."  Would  Dan 
consider,  say,  a  Pentium  Pt;  instead?  "Al- 
most all  my  friends  use  the  Mac,  except 
for  one  girl— and  she's  weird,  anyway." 
If  Apple  could  only  clone  Dan. 

Bij  Peter  Burrows  in  San  Francisco, 
with  bureau  reports 


"The  jig  is  really  up  this  time.  We  can't  do 
business  the  same  way  anymore" 
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tives  began  debating  the  merits  of  licensing  the  Mac  operating 
system  to  other  computer  makers — to  spawn  a  clone  industry 
and  increase  the  market  share  foi"  the  Mac  "platfoiTn."  Until 
two  years  ago,  however,  eveiy  time  top  management  came 
close  to  giving  the  go-ahead,  somebody  scuttled  the  decision. 

If  the  clone  move  had  been  made  in  1992 — when  a  secret 
project  known  as  Drama  explored  the  notion  of  fanning  out 
production  of  a  low-end  Mac  line  to  Taiwan's  Acer  Inc. — Ap- 
ple might  be  in  a  far 
different  position  to- 
day. Says  one  former 
Apple  executive:  "I've 
never  understood  why  somebody  can't  just  say:  'I'm  the 
leader.  This  is  the  way  it's  going  to  be.  Thanks  for  the  dis- 
cussion, but  if  you  don't  want  to  do  it,  leave.' " 

Such  decisive  leadership  might  have  helped  Apple  fend  off 
what  has  ultimately  proved  to  be  its  nemesis:  Windows.  But 
when  the  first  commercially  successful  version  of  the  progTam 
appeared  in  1990,  Apple's  initial  i-eaction  was  dismissive.  The 
day  Windows  3.0  was  launched,  Apple's  executive  staff — in- 
cluding Sculley — gathered  for  a  demo.  "They  were  mocking 
it,"  says  a  former  Apple  manager  who  was  there.  "They 
said  it  was  awkward,  clumsy,  a  piece  of  junk.  They  were 
laughing.  It  was  complete  an-oganee." 

By  this  time,  Sculley  was  focusing  elsewhere.  The  but- 
toned-down  East  Coast  executive  who  had  made  the  tough 
decisions  back  in  1985  was  on  to  a  new  career.  No  longer  in- 
timidated by  Apple's  geai'heads,  Sculley  was  deteiTnined  to 
become  one.  After  publishing  his  autobiogi'aphy,  Odyssey,  in 
1987,  Sculley  took  on  the  mantle  of  techno-visionaiy. 

Sculley,  named  chairman  in  1987,  anointed  himself  Apple's 
chief  technology  officer  in  1990.  He  dived  into  the  research 
and  development  labs,  where  he  had  some  of  Apple's  best 
brains  working  on  his  pet  project:  the  Newton  "personal 
digital  assistant."  It  was  aimed  at  the  needs  of  a  converging 
computer/commimications/media  market.  By  the  time  Newton 
came  out — to  widespread  ridicule — in  1993,  Sculley  said  the  PC 
business  was  a  "cold  shower"  compared  with  the  hot  new 
markets  that  convergence  promised. 

HOLLYWOOD  HOBNOBBING.  Apple's  board,  led  by  Marlckula, 
was  not  amused:  In  June,  1993,  its  members  showed  Sculley 
what  a  cold  showei-  really  feels  like.  According  to  an  ac- 
count in  a  breach-of-contract  suit  later  filed  by  former  cor- 
porate counsel  Albert  A.  Eisenstat,  the  board — which  had 
asked  Eisenstat  that  sj^ring  to  approach  Spindler  about  step- 
ping into  the  ceo  slot — thought  Sculley  was  ignoring  day-to- 
day operations.  He  was  often  seen  that  year  hobnobbing 
vdth  the  Clintons  and  politicos  in  Washington  or  with  Holly- 
wood glitterati.  Caught  totally  off  guard,  Sculley  was  canned 
as  CEO  in  a  board  meeting  on  June  17. 

Spindler's  emphasis  on  "Business  101"  seemed  Hke  the 
long-awaited  voice  of  reason  in  Apple's  chaotic  culture.  He 
quickly  grap})led  with  the  problems:  overpriced  products, 
sclerotic  product  development,  and  bloated  costs.  He  laid  off 
2,500  workers,  canned  blue-sky  projects,  cutting  i;&D  costs  by 
more  than  $100  million  a  year,  and  flawlessly  launched  an  en- 
tirely new  product  line  around  the  speedy  PowerPC  micro- 
jirocessor.  What  follow"d  were  foui'  quarters  of  strong  growth 
and  a  rebound  in  Apj  le's  stock 
I  'l-ice — from  a  low  of  $22  to  $43. 

But  Apple's  cult  of  consensus 
and  Spindler's  inconsistency  would 
prove  a  deadly  mixtiu'e.  Within  a 


year,  the  hard-charging  executive,  who  had  earned  the  nick- 
name Diesel  in  Europe,  was  enmeshed  in  a  cycle  of  delay,  re- 
versal, and  missed  opportunities.  Says  one  insider  close  to 
Spindler:  "It  was  fine  for  a  while.  But  the  system  converts  peo- 
ple. People  don't  convert  the  system." 

If  Spindler  gets  the  ax  for  Apple's  dismal  1995,  he  can 
probably  trace  his  downfall  to  what  he  did  during  the  plan- 
ning meeting  for  fiscal  1995.  Things  were  looking  rosy.  The 
economy  was  recovei'ing,  and  the  new  PowerPC-based  Macs 
were  in  hot  demand.  What's  more,  Microsoft's  "Mac  killer" — 
Windows  95 — had  fallen  behind  schedule,  giving  Apple  until 
the  following  August  to  gi-ab  market  share — before  the  Mi- 
crosoft juggernaut  hit.  Says  an  Apple  executive:  "We  were  go- 
ing to  make  hay  while  the  sun  shined." 

Then  Spindler  blinked.  Insiders  say  that  Ian  Diery,  now 
president  of  ast  Research  Inc.,  prepared  a  1995  forecast  of 
about  15%  gi'owth — the  same  as  analysts  were  predicting 
for  the  industiy.  But  CFO  Graziano  argued  that  was  not  ag- 
gi'essive  enough  if  Apple  still  hoped  to  expand  market  share. 
The  combative  Diery  insisted  on  a  less  ambitious  agenda,  ac- 
cording to  insiders,  saying  the  company  hadn't  hit  its  plan  in 
years,  and  employees  needed  to  "feel  like  they  could  win."  A 
former  Apple  executive  says:  "Spindler  waffled."  Dieiy  won. 

When  the  PC  market  boomed,  Apple  couldn't  keep  up. 
Thi-ee  quarters  of  product  shortages  peaked  last  September 
with  what  Apple  said  was  a  $1  billion  backlog.  Apple  execu- 
tives were  hard-pressed  to  find  supplies — of  the  Mac's  custom 
parts  and  of  commodities  such  as  memory  chips,  disk  drives, 
and  CD-ROM  drives,  which  all  PC  makers  were  scrambling  for. 

It  didn't  help,  of  course,  that  the  boss  launched  a  major 
marketing  reorganization,  and  then  reversed  himself  later 
in  the  year.  In  April,  Spindler  ordered  up  a  new  worldwide 


KINGBREAKER:  Markkula, 
av  earJij  investor  and  now 
chairman,  has  removed 
Apple  CEOs  in  past  crises 


Four 

Little 

Indians 

Of  45  top  execs,  14  have 
left  Apple  in  the  past 
year.  Here  are  four 
high-profile  casualties: 


SANDA:  The  chiej  of 
Apple  Japan  was 
ousted  0  ver  strategy 


^ales  and  marketing  oi-- 
janization.  But  by  No- 
/ember,  money  was 
;ight,  and  Spindler 
juUed  the  plug.  In- 
stead, he  ordered  an 
ill-out  bid  for  market 
5hare.  The  component 
shortages  had  eased, 
ind  in  November,  deal- 
ers were  awash  in 
Macs.  But  there  was  a 
lew  hitch.  Apple  mar- 
keting execs  had  mis- 
read consumers:  Apple 
fiad  too  many  low-end 
models  and  too  few  of 
the  powerhouses  that 
buyers  were  snapping 
up.  When  the  wrapping 
paper  settled,  Apple 
was  left  with  $80  mil- 
lion worth  of  inventoiy 
write-offs,  while  IBM, 
Compaq  Compu-er,  and 
HP  had  cleaned  up. 

Another  Spindler  ca- 
sualty has  been  the  Mac 
clone  business.  After 

years  of  debate,  he  blessed  a  plan  to  hcense  Ap 
pie's  operating  system  to  clonemakers  in  mid 
1994.  By  then,  Windows-based  PCs  were  every 
where.  But  Apple  executives  insisted  that  they  could  push 
Mac's  world  market  share  to  20%  in  five  years.  Apple  would 
add  1%  each  year  and  the  clones  the  rest. 

But  it  turned  out  to  be  a  classic  Apple  nondecision.  Even 
though  Apple  execs  said  they  would  "aggi'essively"  pui'sue  li- 
censees, there  was  internal  debate  over  who  qualified.  In- 
siders say  that  last 
spring.  Gateway  2000 
was  negotiating  with 
Apple's  licensing  team 
about  cloning  the  Mac — 
but  Spindler  and  his  top 
executives  had  the  final 
say.  Sales  executives, 
concerned  that  Gateway 
might  erode  rather  than 
complement  Apple's  po- 
sition, gave  it  a  thimibs- 
down.  "They  'just  did 
not  want  to  take  on 
heavyweight  competi- 
tion," says  an  Apple 
executive. 

And  they  haven't.  So 
far,  Apple  has  licensed 
the  Mac  design  to  just 
Pioneer,  Power  Comput- 
ing, Umax,  and  Daystar. 
Together,  they  shipped 
about  200,000" units  last 
year,  a  smidgen  com- 
pared with  Apple's  4.5 
million.  In  his  Jan.  17 
restructuring  announce- 
ment, Spindler  promised 
"much  broader"  licens- 
ing initiatives.  But  with 


DIERY:  A  I'lctitn  of 

off-the-mark  sales 
projections 


GRAZIANO:  Had  to 

resign  as  CFO  after 
criticizing  Spindler 


EiLERS:  Forced  out 
by  one  of  Spindler's 
reorganizations 


Apple's  market  share  dipping,  it  may  be  a 
hard  sell. 

Perhaps  Spindler's  biggest  misstep  was  botch- 
ing the  chance  to  sell  Apple  before  its  current 
fimk.  Spindler  and  IBM  ceo  Louis  V.  Gerstner  Jr. 

began  serious  talks  in 
September,  1994.  The 
companies  had  recently 
collaborated  with  Mo- 
torola Inc.  on  the  Pow- 
erPC chip,  which  was 
based  on  an  old  IBM 
chip  design.  Apple  and 
IBM  were  both  commit- 
ted to  using  the  chip  in 
their  products.  In  addi- 
tion, the  onetime  rivals 
had  thrown  in  their  lot 
together  against  Mi- 
crosoft with  two  soft- 
ware joint  ventures: 
Kaleida  Labs  and  Tahgent — both  now  defimct. 

Soiu'ces  at  both  companies  say  Apple  and  IBM 
executives  holed  up  for  two  weeks  near  San 
Francisco  Intemational  Airport  and  hashed  out 
what  the  merged  company  would  look  hke.  IBM 
would  bring  out  a  new  fine  of  PCs  based  on  the 
PowerPC  chip  already  used  in  Power  Macs.  IBM 
would  go  downmarket  with  its  Intel-based  PCs. 
And  the  two  companies  would  use  Apple's  soft- 
ware, beefed  up  with  IBM's  OS/2,  for  the  merged 
PowerPC  line. 

On  paper,  it  looked  good.  Tlie  picture  immediately  dimmed 
when  Spindler  met  with  Gerstner  near  Chicago's  O'Hare 
International  Airport  for  a  second  session.  As  an  opener, 
Spindler  presented  a  golden-parachute  proposal  for  himself 
and  top  managers.  "They  had  written  documents — a  legalis- 
tic-looking wish  list  of  compensation  and  severance  de- 
mands," says  an  insider.  That  put  Gerstner  off,  but  IBM  pro- 
ceeded to  offer  $40  a  share  for  Apple — and  privately  was 
willing  to  go  as  high  as  the  mid-40s.  Insiders  say  Spindler 
and  Markkula  rejected  it  as  too  low  and  suggested  $60, 
thinking  Gerstner  would  make  a  counterbid.  He  didn't.  Talks 
collapsed. 

TRAILING  TO  THE  INTERNET.  In  May  1995,  at  the  ui-ging  of  his 
boai'd,  Spindler  made  a  second  overtm-e.  Again,  the  chemistry 
was  bad.  Spindler  "ranted  and  raved"  for  the  fii'st  half-hour 
about  how  Gerstner,  who  was  not  at  this  meeting,  had  mis- 
understood his  position  in  the  prior  go-round,  say  insiders. 
That  rattled  negotiatoi-s,  who  began  to  wonder  if  Spindler  was 
sincere  about  a  deal.  Back  in  Cupertino,  accoixling  to  insiders, 
Spindler  was  saying  in  management  meetings  that  the  deal 
"made  no  sense."  One  fonner  Apple  exec  says  he  concluded 
that  "Michael  wanted  no  part  of  it."  Last  summer,  Mai'kkula 
made  a  last-ditch  attempt  to  pitch  Apple  to  Geretner.  By  then, 
however,  ibm  was  in  the  middle  of  its  $3.5  billion  acquisition 
of  Lotus  Development  Corp.  and  passed. 

Then,  insiders  say,  Apple  homed  in  on  hp  and  Sim.  Spindler 
proposed  a  merger  over  dinner  with  Lewis  E.  Piatt,  CEO  of 
HP,  last  summer.  But  Piatt's  lieutenants  concluded  there  was 
no  fit,  given  hp's  thriving  PC  business.  Regis  McKenna,  Ap- 
ple's original  public-relations  man  and  now  a  consultant,  ap- 
proached Sun,  arranging  a  meeting  between  Spindler  and 
L.  John  Doerr,  a  Sun  director.  While  the  two  companies  are 
said  to  have  resumed  talks  recently,  neither  company  is  con- 
fli-ming  the  speculation. 

Can  Apple  help  itself  out  of  this  jam?  So  far,  investors  and 
industi-y  watchers  are  still  scratcliing  their  heads.  If  Apple's 
Mac  is  destined  never  to  rise  to  a  double-digit  market  share. 


the  company  needs  a  radical  overhaul — not  the  minor  tune-up 
that  Spindler  laid  out  on  Jan.  17.  In  the  meantime,  the  company 
that  once  hoped  to  lead  the  world  with  its  technology  is  now  a 
follower — as  the  industry  crowds  onto  the  Net.  "Any  project 

that  doesn't  have  the 
word  Internet  in  it 
doesn't  get  approved 
anymore,"  says  one 
Apple  manager.  Apple  is  selUng  Web  servers  for  $3,000 — 
that's  $2,000  less  than  the  cheapest  models  fr-om  Sim,  Apple 
claims.  At  the  Jan.  23  shareholder  meeting,  Spindler  unveiled 
plans  to  use  Newton  and  P*ippin — a  multimedia  Mac  player  for 
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the  TV  that  it's  licensing  to  others — as  Internet  devices 
One  hopeful  sign  for  Apple  on  the  Net  is  its  strong  fol- 
lowing in  media  and  entertainment,  where  "content  providers" 
are  moving  to  the  Web.  "This  whole  Internet  explosion  is  a 
real  opportunity  for  Apple,"  says  Eugene  Wang,  just-depart- 
ed executive  vice-president  of  Symantec  Corj).  "It's  not  so 
much  an  advantage  for  them,  but  it  takes  away  some  of 
their  disadvantages."  To  rebound,  Spindler  will  need  to  come 
up  with  some  insanely  great  Internet  products.  Maybe  he 
should  rout  around  in  the  attic  for  that  pirate  flag. 

By  Kathy  Rebello  mid  Peter  Burrmvs  iri  Cupertino,  Calif., 
ayid  Ira  Sager  in  New  York 


A  BLUEPRINT  FROM  EUROPE? 


When  Marco  Landi  was  tapped 
to  run  Apple  Europe  11 
months  ago,  he  did  just  what 
some  people  think  Apple  ceo  Michael 
H.  Spindler  should  have  done:  im- 
pose disciphne  and  accountability.  "I 
tried  to  understand  the  Apple 
culture,  but  I  didn't  abide 
it,"  says  the  former  Texas 
Instruments  Inc.  executive. 
"I  used  the  good  things  Uke 
entrepreneurialism  and  inno- 
vation and  tried  to  bring  in  more 
control  and  management  processes." 

The  52-year-old  Itahan's  overhaul 
of  Apple  Europe  is  producing  results. 
While  the  unit  lost  market  share  for 
the  year,  Landi  halted  the  slide  in 
the  final  quarter  of  1995:  Sales 
jumped  18%,  compared  with  an  esti- 
mated market  growth  of  16%,  ac- 
cording to  researcher  Dataquest  Inc. 

That's  not  where  Landi  made  his 
mark,  though.  In  fiscal  1995,  he 
tripled  profits — turning  in  the  best 
performance  of  any  Apple  unit  in  the 
world.  Insiders  say  Europe's  profits 
jumped  to  $300  milUon  on  sales  of 
$3.2  biUion. 

Has  Landi  perhaps  created  a  blue- 
print for  Spindler  to  use  in  his  pend- 
ing overhaul  of  operations?  Insiders 
say  Spindler,  who  once  held  Landi's 
job,  is  adopting  many  of  the  concepts 
Landi  has  implemented — above  all, 
narrowing  Apple's  focus  to  markets 
such  as  desktop  pubhshing  and  edu- 
cation, where  the  company  can  be 
profitable. 

PATHFINDER.  It  may  have  taken  an 
outsider  to  show  Apple  the  way.  Dur- 
ing a  22-year  career  at  Texas  Instni- 
ments,  Landi  became  a  disciple  of 
strict  business  controls.  In  his  last  18 
months  at  ti,  he  restimctured  the  Eu- 
ropean operation  and  turbocharged 
its  sputtering  performance  by  slash- 
ing costs,  shaldng  up  management, 
and  shifting  Tl's  product  mix  away 
from  commoditv  items.  "He  did  a 


first-rate  job  at  ti,"  says  Geoffr-ey  S. 
Carroll,  a  gi-oup  manager  of  Electron- 
ic Data  Systems  Corp.  in  Europe.  "If 
there's  someone  who  can  focus  on  the 
basics  of  business,  it's  Landi." 
Another  trait  that  sets  Landi 
apart  fi'om  the  traditional  Apple 
manager  is  his  decisiveness.  At 
one  TI  meeting,  Landi  became 
convinced  the  company's  struc- 
ture wasn't  working,  so  he  tore 
apart  European  managers'  old 
fiefdoms  based  on  national  borders 
on  the  spot  and  reorganized  the 
management  lines  around  markets 
and  business  processes,  such  as  sales, 
marketing,  and  distribution.  "People 
walked  out  of  the  room  with  new 


jobs,"  says  Marc  Vodovar,  a  TI 
executive  who  worked  with 
Landi  for  eight  years. 

In  a  similar  shakeup  last 
April,  Landi  restructured  Ap- 
ple Europe,  reaping  20%<  reduction  in 
total  costs,  by  eliminating  countiy- 
by-country  management  and  focusing 
on  key  markets.  Already,  the  new 
structure  has  improved  Apple's  deUv- 
ery  speed.  Under  the  old  system, 
Landi  says  Apple  Europe's  distribu- 
tion was  dogged  by  shipping  delays 


from  its  factory  in  Cork,  Ireland. 
Now,  goods  reach  the  market  in  two 
days,  not  two  weeks. 

Landi  has  overhauled  Apple's 
Paris  headquarters,  too.  To  break  up 
the  entrenched  corporate  culture 
there,  he  replaced  7  of  the  12  man- 
agers reporting  to  him.  "Apple  is 
more  and  more  professional.  We  still 
have  fun,  but  we  are  much  more  cus- 
tomer-oriented," says  Frederic  Spag- 
nou,  an  Apple  Europe  manager 
ALIVE  AND  WELL.  Pushing  the  Apple 
agenda  in  the  market  isn't  nearly  so 
straightforward.  Corporate  cus- 
tomers, shaken  by  reports  of  Apple's 
losses  and  by  speculation  about  a 
possible  sale,  are  questioning  the 

company's  future. 
Landi's  answer: 
Apple  is  alive  and 
well — and  ready  to 
work  with  them  in 
the  emerging  In- 
ternet market  and 
other  areas,  such 
as  multimedia 
publishing. 

Of  course,  Ap- 
ple Europe  is  still 
a  work  in  prog- 
ress. Recently, 
Landi  walked  into 
an  Apple  Center 
in  Italy  and  was 
dismayed  to  see 
no  posters  high- 
lighting Apple's 
new  Internet  ef- 
forts. Within  a 
week,  Landi  had 
Internet-ready 
stickers  slapped  on  eveiy  Macintosh 
box.  "I  know  where  I  want  to  go, 
but  I  can't  get  there  alone,"  says 
Landi.  If  his  blend  of  charisma  and 
rigor  in  management  can  channel  the 
creative  spirit  in  Europe,  he  may 
point  the  way  toward  Apple's  future. 
By  Gail  Edmondson  in  Paris 


DISCIPLINE:  Landi  has 
brought  more  controls 
to  Apple's  freewheeling 
entrepreneurialism 


I      For  Insight  Into  Better 
I  Order  Processing,  A  Gravel 
k     Company  Dug  Into  An 
■  Innovative  Banking  Process. 

Where  Should  You  Dig? 


Miiie  your  own  deep  insights  with 
the  help  of  the  Global  Best  Practices'" 
approach.  Arthur  Andersen  profes- 
sionals will  work  closely  with  you  to 
implement  effective  solutions. 

Tlieir  secret?  Years  of  experience 
using  the  exliaustive  Global  Best 
Practices  knowledge  base,  available 
only  to  them.  It's  the  first  of  its 
kind  and  still  without  peer. 


Aggressively  enriched,  it  abounds 
with  brcaktlirough  quantitative  tools 
along  with  qualitative  best  practices 
compiled  from  worldwide  client 
experience  aiid  extensive  research. 
Plus,  published  examples  like  the 
gravel  company  that  patterned  its 
order  processing  after  an  ATM  system. 

Find  out  how  Arthur  Andersen 
can  help  your  company  deliver  a 
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rock-solid  performance.  Call 
1-800-313-3209  or  visit  our  Web  site 

at  http://umnv.ArthurA)iderseii  .com . 
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Arthur 
Andersen 

Arthur  Andersen  &  Co.  SC 


News:  Analysis  &  Commentary  February  5. 1995 


THE  STATE  OF  THE  UNION 

WHAT  BILL 
DIDN'T  TELL  YOU 

The  budget  mess  could  get  a  lot  worse 


Welcome  to  fiscal  pui"gatoi-y.  Con- 
gress and  the  President  can't 
agree  on  a  balanced-budget 
plan.  The  government  limps 
along  ft-om  one  temporaiy  spending  bill 
to  the  next.  The  nation  faces  another 
threat  of  default  on  its  debt.  Little  won- 
der that  the  President  and  GOP  are 
stnaggling  to  end  the  impasse. 

In  his  Jan.  23  State  of  the  Union  ad- 
dress, President  Clinton  reached  out  to 
the  GOP.  "We  ought  to  resolve  our  re- 
maining differences,"  he  declared.  House 
Speaker  Newt  Gingiich  (R-Ga.)  respond- 
ed the  next  day  by  offering  to  accept  a 
"downpayment"  of  $80  billion  in  spending 
cuts  over  seven  years.  But  such  an 
agreement  would  stUl  leave  the  two  sides 
far  apart  and  the  government  in  limbo. 
ON  HOLD.  If  the  stalemate  continues, 
entitlement  programs  such  as  Medicare, 
Medicaid,  and  Social  Secmity  would  gi'ow 
unabated.  It  would  be  business  as  usual 
for  welfare.  But  Republicans  would  use 
the  impasse  to  hold  down  spending  for 
most  other  domestic  programs,  includ- 
ing environmental  protection,  job  train- 
ing, and  export  promotion.  Under  the 
GOP's  short-teiTTi  spending  strategy,  pro- 
grams funded  by  annual  appropriations 
could  be  cut  by  as  much  as  25%.  Overall, 
they  would  lose  about  $7  bilhon  of  the 
$248  billion  they  received  last  year. 

The  tax  cuts  that  President  Clinton 
and  congi-essional  Republicans  promised 
are  also  on  hold.  And  a  fistful  of  credits 
that  have  expi)-ed  during  the  past  year 
are  stuck  in  limbo.  Among  the  victims: 


tax  breaks  for  busi- 
ness research  and 
employer-paid  educa- 
tion expenses. 

Atop  all  this  sits 
the  thi-eat  of  default. 
On  Jan.  22,  Ti"easui-y 
Secretary  Robert  E. 
Rubin  warned  that 
by  the  end  of  Feb- 
ruary, Ti'easury  will 
run  out  of  funds  to 
pay  interest  on 
bonds  unless  Con- 
gi'ess  raises  the  debt 
ceiling.  Hard-line  gop 
lawmakers,  such  as 
House  Majority 
Leader  Richard  K. 
Ai-mey  (R-Tex.),  say 
they  won't  even  ad- 
dress the  matter  for 
now,  though  a  de- 
fault would  mean  a 


SOFTER  WORDS,  BUT... 

Clinton  talked  compromise  in  his  speech, 
huge  rise  in  debt  and  Gingrich  later  sounded  more  flexible, 
costs  for  busines.ses  But  the  dangcrous  game  drags  on 

and  mdividuals.  o  o  o 


The  endless  stalemate  is  draining 
public  confidence  in  government.  "It 
touches  on  the  national  psyche,"  says 
Ford  Motor  Chaii'man  Alexander  J. 
Ti-otman.  "The  American  public  [is] 
somewhere  between  anxiety  and  an- 
noyance." Given  voters'  malaise,  Clin- 
ton and  the  gop  would  be  playing  a  dan- 
gerous game  if  they  let  the  impasse 
continue  through  the  fall  elections. 

The  President  would  try  to  convince 


THE  FALLOUT 


Consequences  of  a  continuing  budget  crisis 


ENTITLEMENT  BALLOON  Outlays  for  Medicare,  Medicaid,  Social  Security, 
welfare,  and  other  mandatory  programs  will  grow  unchecked,  to  more  than 
$900  billion  in  fiscal  1997—7%  higher  than  in  fiscal  1995. 

GOP  SQUEEZE  Spending  for  environmental  protection,  education,  federal 
research,  and  the  like  would  fall  slightly  this  year  from  the  1995  level  of 
$248  billion  as  congressional  Republicans  squeeze  funding. 

TAX  LIMBO  Business  tax  credits  for  R&D  and  employer-paid  education 
expenses  and  levies  such  as  the  airline  ticket  tax  have  expired  for  the  dura- 
tion. All  told,  the  feds  are  losing  $100  million  a  week  in  tax  revenues. 


voters  that  he  can  save  them  from  rad- 
ical Republicans.  But  Democratic  con- 
sultant Brian  Lunde  warns:  "He  can't  be 
seen  as  protector  of  the  old  order.  The 
Republicans  will  paint  him  as  a  tax-and- 
spend  Democrat."  The  gop  is  at  risk  as 
well.  In  many  polls,  70%  of  Americans 
blame  the  party  for  the  budget  impasse. 
And  in  a  Hams  survey  of  1,055  adults 
polled  on  Jan.  18-22,  some  52%  say  they 
are  inclined  to  back  the  President  when 
the  two  sides  disagree.  That  will  make 
it  tough  for  Republicans  to  sell  a  posi- 
tive message  should  their  pledge  to  bal- 
ance the  budget  and  cut  taxes  come  to 
naught.  "This  is  the  equivalent  of  two 
guys  playing  Russian  roulette,"  says  a 
GOP  consultant.  "And  there  may  be 
enough  bullets  for  both  of  them." 

Voter  fury  will  only  increase  as  the 
consequences  of  the  bickering  are  felt. 
Part  of  government — including  the  Pen- 
tagon, Congress,  and  the  White 
House — is  funded  through  September, 
as  are  many  high-profile  programs. 
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from  national  park  visitor  services  to 
criminal  law  enforcement.  But  most  op- 
erations will  suffer  a  series  of  tempo- 
rary spending  bills,  making  long-term 
planning  impossible. 

The  Environmental  Protection 
Agency  expects  to  make  only  about  half 
its  usual  number  of  inspections.  And 
business-backed  deregulation  is  stalled, 
since  money  for  technical  analysis  of 
new,  more  lenient  i-ules  has  diied  up.  At 
the  Justice  Dept.,  criminal  prosecutions 
would  continue  noiTnally,  but  new  civil 
cases  may  be  on  indefinite  hold. 

The  Commerce  Dept.,  a  top  target 
of  GOP  budget-cutters,  ab'eady  has  near- 
ly 1,600  export  licenses  worth  $3  bil- 
lion in  its  pipehne  because  of  the  last 
government  shutdovra.  It  could  be  May 
before  the  backlog  gets  cleared.  And  a 
25%  spending  cut  would  only  make  mat- 
ters worse.  "We're  creating  a  mind-set 
abroad  that  America  is  ura'eUable,"  says 
William  A.  Reinsch,  Under  Secretary 
for  Export  Administration.  Squeezed 
between  budget  cuts  and  growing  de- 
mand for  visas  and  passports,  the  State 
Dept.  is  trimming  its  trade  work,  too. 

After  two  federal  shutdowns,  the  Oc- 
cupational Safety  &  Health  Administra- 
tion faces  a  backlog  of  1,000  complaints. 
A  25%  funding  cut  would  leave  the 
agency  unable  to  do  routine  inspections. 
Another  Labor  Dept.  project  in  jeop- 
ardy: a  summer  jobs  program  for 
600,000  kids.  With  funding  uncertain, 
local  governments  wall  find  it  tough  to 
recruit  businesses  to  provide  the  jobs. 
IN  DOUBT.  Ripple  effects  will  hit  state 
and  local  governments.  States  get  $225 
billion — more  than  30%  of  their  fimd- 
ing — from  Wasliington.  Most  of  it  comes 
fi'om  Medicaid  and  welfare,  both  funded 
for  now,  but  in  doubt  for  the  future. 
An  additional  $75  billion  comes  from 
targeted  gi-ants — many  of  which  would 
be  trimmed  under  the  25%  spending 
cut.  Worse,  most  states  have  only  a 
month  or  two  to  wi-ap  up  their  legisla- 
tive budget  sessions,  and  they  can't 
plan.  In  Colorado,  40%  of  air  and  water 
quality  progi-ams  are  funded  by  Wash- 
ington. "It  throws  everything  into  a 
cocked  hat,"  says  state  Budget  Dii*ector 
George  Delaney. 

If  the  standoff  continues?  Clin- 
ton can  block  the  gop  from  re- 
fonning  entitlements.  Repub- 
hcans  can  stop  the  President 
from  spending  as  much  as 
he  would  like  on  other  do- 
mestic programs.  But  no- 
body can  make  a  policy  deci- 
sion on  what  the  govemment 
should  be  doing  and  how  it 
should  be  paying  for  it. 

By  Howard  Gleckman,  unth 
Paul  Magnusson  and  Susan  B. 
Garland,  in  Washington 


THE  FEDERAL  RESERVE 

ALL  HAIL 
GREENSPAN! 

How  the  Fed  boss  has  amassed  power  on  the  eve  of  a  third  term 


From  his  introverted  personality  to 
his  solicitous  treatment  of  col- 
leagues. Federal  Resei-ve  Chairman 
Alan  Greenspan  doesn't  fit  the  image 
of  a  dictator.  He  lacks  the  intimidating 
presence  of  his  6-foot-7  predecessor, 
Paul  A.  Volcker,  and  eschews  the  pro- 
fessorial arrogance  of  1970s  Fed  boss 
Ai-thur  F.  Burns. 

Yet  Greenspan  has  emerged  as  one  of 
the  most  powerful  chairmen  in  the  82- 
year  histoiy  of  the  nation's  central  bank. 
His  deft  maneuvering  within  the  Fed 
has  minimized  strong  challenges  to  his 
monetary  decisions.  His  solid  steward- 
ship of  the  economy  has  won  raves  from 
Wall  Street.  And  his  good  political  for- 
tune— the  OOP's  capture  of  Congress — 
has  all  but  guaranteed  that  President 
Clinton  will  renominate  him  for  a  rare 
third  term  on  Mai'.  2.  "He  is  extremely 
powerful,"  concedes  an  Administration 
official.  "During  a  third  term  there  will 
be  no  disciphne.  He  won't  have  to  kow- 
tow to  anyone." 

Already,  dissent  has  all  but  vanished 
at  meetings  of  the  12-member  Federal 
Open  Market  Committee,  which  sets 
short-term  interest  rates.  Formal  votes 


of  opposition,  which  averaged  10  a  year 
during  his  first  term  (1987-1991),  fell  to 
five  in  1994  and  just  two  in  1995.  In- 
stead, says  a  colleague,  Greenspan 
"walks  into  every  fomc  meeting  with 
eight  or  nine  votes  in  his  pocket."  By 
contrast,  Volcker  faced  an  insun-ection 
during  his  second  temi,  with  a  majority 
of  members  forcing  him  to  accede  to 
their  demand  for  a  discount-rate  cut. 
"ENLIGHTENED  DESPOT."  Greenspan  has 
so  successfully  forged  consensus  in  part 
because  strong-willed  voices  at  the  cen- 
tral bank  have  largely  disappeared. 
Longtime  Fed  watchers  say  the  cur- 
rent crop  of  12  regional  bank  presidents 
is  less  steeped  in  economics  and  mone- 
tary policy  than  their  predecessors. 
Having  come  up  through  the  check- 
clearing  ranks,  the  presidents  are  in- 
timidated by  Greenspan's  knowledge 
and  experience.  "There  are  very  few 
global  thinkers  among  the  presidents," 
says  one  Fed  official. 

Indeed,  the  69-year-old  Fed  chief 
seems  so  confident  that  he  won't  be 
challenged  that  he  has  stopped  calling 
some  regional  bank  presidents  before 
key  FOMC  meetings  to  detennine  their 
views.  The  presidents  don't  seem  both- 
ered by  the  change,  since  Greenspan  is 
careftil  to  solicit  their  opinions  at  meet- 
ings. Moreover,  he  has  won  their  sup- 
I  port  by  agi'eeing  to  set  interest  rates 
I  durmg  FOMC  meetings  rather  than  ex- 
ereismg  his  prerogative  to  act  be- 
tween sessions — as  has  been  a  past 
practice.  "Over  time,  everyone  has 
\  become  more  confident  in  the  job 
he  has  done,"  says  longtime 
Philadelphia  Fed  Presi- 
dent Edward  C. 
Boehne. 

Greenspan  has  few 
sharp  rivals  on  the 
Fed's  seven-member 
board  of  governors  as 
well.  A  vocal  critic  on 
the  right,  inflation 
hawk  Wayne  D.  AngeU, 
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left  the  board  in  1994.  And  Greenspan's 
most  powerful  challenger  on  the  left, 
Vice-Chairman  Alan  S.  Blinder,  in  Feb- 
ruary will  return  to  Princeton  Univer- 
sity. Board  differences  are  also  discoui'- 
aged  by  a  staff  that  has  grown  in 
influence.  Fed  governors  gi-umble  that 
they  can't  gain  access  to  critical  staff 
research  going  directly  to  Greenspan 
and  complain  that  he  and  his  staffers 
consulted  with  them  on  the  1995  Mexi- 
can rescue  plan  only  at  the  last  minute. 
Moreover,  he  holds  total  sway  over  bank 
regulatory  issues.  Still,  the  governors 
shrug  off  the  slights:  "He  may  be  a 


despot,  but  he's  an  enlightened  despot," 
jokes  one  senior  Fed  official. 

If  Clinton  had  free  rein,  say  White 
House  aides,  he  would  dump  Greenspan 
in  favor  of  a  Fed  chief  concerned  less 
with  cutting  inflation  and  more  with 
economic  gi-owth.  But  with  Senate  Re- 
publicans insisting  on  Greenspan's  reap- 
pointment, Clinton  is  considering  a 
strong  counterbalancing  personality  for 
vice-chairman:  Wall  Street  financier  Fe- 
lix G.  Rohatyn,  a  liberal  Democrat  and 
pro-gi'owth  champion.  But  Rohatyn  may 
not  make  it  past  hostile  GOP  senators. 
Even  if  Greenspan  and  a  pro-growth 


candidate  were  presented  as  a  package, 
"I'd  have  real  trouble  signing  off  on  a 
deal  like  that,"  says  Senator  Connie 
Mack  (R-Fla.),  chair  of  the  Joint  Eco- 
nomic Committee. 

And  so  Greenspan's  firm  grip  could  re- 
main unchallenged.  Certainly,  much  of  that 
power  ultimately  derives  from  the  placid 
state  of  the  economy:  Should  his  quest  to 
virtually  eliminate  inflation  trigger  a  re- 
cession, Greenspan  siu'ely  wiU  find  renewed 
challenges  to  his  authority.  Until  that  hap- 
pens, though,  the  Fed's  "enlightened 
despot"  can  call  viitually  any  shot  he  likes. 
Bij  Deem  Foust  in  Washington 


TECHNOLOGY 

WILL  A  NEW 
FILM  CLICK? 

Kodak,  Fuji,  and  other  photo 
giants  are  betting  that  it  will 

The  Instamatic.  The  110.  The  Disc 
Camera.  Every  decade  or  so  since 
the  early  1960s,  the  photogi-aphy  in- 
dustry has  introduced  a  new  film  for- 
mat designed  to  make  cameras  more 
portable  and  j)ictui'e-taking  simpler  And 
each  time,  after  an  initial  fluny  of  enthu- 
siasm, the  snapshot-shooting  public  has 
returned  to  the  higher  quality  of  35mm 
photography.  In  the  absence  of  tme  in- 
novation, conventional  photo  sales  have 
slowed  to  a  decidedly  geriatric  pace. 

On  Feb.  1,  a  consortium  of  five  pow- 
erful comjjanies  will  try  once  more,  un- 
veiling a  new  film  and  camera  system 
that  many  believe  could  finally  inject 
some  fife  into  the  picture  business.  The 
Advanced  Photo  System  (aps),  which 
hits  stores  on  Apr.  22,  promises  to  com- 
bine the  drop-in  convenience  of  the  In- 
stamatic with  near-35mm  quality,  while 
adding  a  host  of  new  features. 
"STREET  SAMURAI."  APS  was  dreamed 
up  in  the  late  1980s  by  Eastman  Kodak 
Co.  executives  v/orried  by  tepid  indus- 
try gi'owth  trends.  Recognizing  that  a 
new  format  would  need  industrywide 
backing,  Kodak  recmited  camera  makers 
Canon,  Minolta,  and  Nikon — even  arch- 
rival Fuji  Photo  Film  Co. — to  cooperate 
on  research  and  development.  "It  was  a 
real  challenge  to  get  oui-  people  to  view 
Fuji  as  an  ally  while  simultaneously 
viewing  them  as  a  samurai  on  the 
street,"  recalls  Peter  M.  Palei-mo  Jr.,  a 
now  retired  Kodak  executive  who  pi- 
loted the  project  in  its  early  years. 

Mutual  tolerance  appears  to  have 
j)aic!  off.  Among  the  consortium's  techni- 


FLASHY  NEW  FEATURES: 
The  Instamatic  offered  drop-in 
convenience, 
but  APS  has  a 
magnetic 
strip  that 
allows 
"smart" 
photofinishing 
gear  to  fix  mistakes 

cal  advances  is  a  new,  far  thinner  poly- 
ethylene napthalate  backing,  the  plastic 
to  which  silver-halide  emulsion  is  ap- 
plied. That,  and  an  image  size  43% 
smaller  than  35mm,  makes  aps  cartridg- 
es much  more  compact,  cutting  camera 
size  by  10%  to  30%.  Also,  the  aps  car- 
tridge has  no  leader;  just  drop  it  in  and 
it  automatically  winds,  viitually  eliminat- 
ing loading  problems. 

At  the  heart  of  the  new  system  is  a 
magnetic  coating  that  enables  the  film, 
camera,  and  photofinishing  equipment 
to  communicate.  As  the  camera  shut- 
ter fu'es,  information  about  lighting  con- 
ditions, f-stop,  and  shutter  speed  are 
recorded  on  magnetic  strips  at  the 
fi-ame's  edge.  A  new  generation  of  smait 
photofinishing  gear  reads  that  data,  au- 
tomatically adjusting  an  underexposed 
fr'ame,  for  example. 


To  simphfy  reprints,  each  developed 
aps  roll  will  come  with  an  index  print,  a 
sheet  with  thumbnail-size  pictures  of 
each  frame.  Consumers  won't  see  nega- 
tives at  all:  The  film  will  be  rewound  in 
its  original  cartridge.  "The  system  is 
remarkably  consumer-friendly,"  says 
Wayne  Freedman,  vice-president  of  mar- 
keting at  Wolf  Photo  Inc.,  an  Atlanta- 
based  chain.  "It's  the  biggest  thing  to 
happen  in  our  business  since  the  one- 
houi"  minilab.  The  unanswered  question 
is:  How  will  consumers  respond?" 
LASTING  GROWTH?  Indeed.  No  one 
doubts  that  aps  will  prove  a  hit.  "Over 
time,  we  expect  this  will  become  the 
primary  format  in  the  market,"  says 
William  J.  Janawitz,  Kodak's  general 
manager  in  chai'ge  of  the  project.  Kodak 
research  suggests  that  9  out  of  10  con- 
sumers would  like  to  have  APS-Uke  fea- 
tures if  they  were  going  to  buy  a  new 
camera — even  though  the  new  prod- 
ucts initially  are  likely  to  cost  at  least 
10%  to  20%  more. 
But  will  the  system  ignite  lasting 
gi-owth?  "It  will  displace  35mm  eventu- 
ally, but  I  don't  think  it  will  change 
people's  consumi:)tion  pattern,"  says  Pru- 
dential Securities  analyst  B.  Alex  Hen- 
derson. Privately,  some  Kodak  execu- 
tives share  Henderson's  fear  that  aps 
could  primarily  cannibalize  35mm  sales. 
If  so,  the  industry  will  have  lost  on  an 
enoiTnous  bet.  Kodak  alone  has  commit- 
ted $300  million  to  build  new  APS  manu- 
facturing capacity,  after  spending  hun-  j 
dreds  of  millions  on  reseai-ch.  i 
Even  if  overall  demand  fails  to  in- 1 
crease,  though,  the  new  technology  like- 
ly will  knock  out  some  marginal  compet- 
itors that  have  flourished  by  producing 
private-label  film  and  inexpensive  Asian- , 
made  cameras.  The  big  players  who 
have  invested  in  r&d  will  have  a  true 
edge  for  the  fii'st  time  in  years — and . 
their  profit  margins  should  fatten  ac- 1 
cordingly.  That's  more  than  Kodak  could 
ever  say  of  its  Disc  Camera.  I 
By  Mark  Maremont  in  Boston  ' 


Franklin  Income  Fund 


Plan  For  Income 
Today  And  Growth 
For  Tomorrow^ 


Many  people  think  of  investments  as 
either  income-oriented  or  iirrowth-oriented. 
Franklin  Income  Fund  is  designed  to  provide 
you  with  both.  The  fund  has  paid  dividends 
without  interruption  for  the  past  46  years. 
Of  course,  past  performance  does  not  auarantee 
future  results. 

With  its  diversified  portfolio  of  stocks  and 
bonds,  the  Franklin  Income  Fund  seeks  to 
provide  you  with: 

*  High  Current  Income^ 

*  Long-Term  Growth 

*  Professional  Management 

*  Low,  $100  Initial  Investment 

Mail  in  the  postage-paid  card  or  call  Franklin 
today  for  a  free  brochure. 


fHigh  yields  reflect  the  higher  credit  risks  associated  wilh  certain  lower-rated  secunlics  in  the  fund's  portfolio 
and,  in  some  cases,  the  lower  inarkcl  prices  for  these  iiislniinenls 
Franklin  Templetou  Distributors,  hie 


Call  1-800- 
342-FUND 
Ext .  ¥215 


I  Franklin  Funds 

'  777  Manners  IsLind  Boulevard 
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News:  Analysis  &  Commentary 


INVESTIGATIONS 


IS  SOMEONE  SNEAKING  A  PEEK 
AT  BUSINESS  WEEK1 

Early  trading  of  a  few  Inside  Wall  Street  stocks  raises  a  red  flag 


On  most  Thursday  mornings,  Sey- 
mour Zucker,  the  senior  editor  who 
oversees  business  week's  Inside 
Wall  Street  column,  sits  down  at  a 
Bloomberg  terminal  and  watches  the 
market.  On  Thwsday,  Jan.  18,  his  atten- 
tion was  caught  by  Creative  Biomole- 
cules,  a  tiny  biotech  company  that  was 
favorably  discussed  in  that  week's  col- 
umn. All  morning,  the  stock  had  hov- 
ered around  9.  Then,  at  about  1  p.m.,  it 
began  climbing — to  10 — on  heavy  vol- 
ume. "It  really  hit  me  between  the  eyes," 
recalls  Zucker.  In  all,  some  692,000  shai'es 
were  traded,  vs.  an  average  volume  of 
245,500  during  the  previous  five  days. 

Inside  Wall  Street,  wiitten  by  Gene 
Marcial,  often  causes  stocks  to  move. 
But  the  action  usually  takes  place  on 
Friday,  business  week,  which  goes  to 
press  on  Wednesday  evening,  is  not 
available  to  the  public  until  5:15  p.m. 
Thursday — after  the  markets  close. 
Zucker  wonied  that  the  Thiu'sday  move 
meant  someone  may  have  gained  prema- 
ture access  to  the  column  and  was  trad- 
ing on  nonpublic  information. 

Creative  Biomolecules  was  only  the 
latest  example  in  a  pattern  of  suspi- 
cious Thursday  trading  that  had  begim 
several  months  earlier — and  eventually 
involved  some  11  stocks.  Seven  instanc- 
es seemed  especially  graphic  (table). 
The  other  four:  Palomar  Medical  Tech- 
nology, Pier  1  Imports,  Kellstrom  In- 
du.stries,  and  Rentrak. 
POWWOW.  On  -Jan.  19,  Zucker,  Editor- 
in-Chief  Stephen  B.  Shepai'd,  and  Ken- 
neth M.  Vittor,  general  counsel  for  The 
McGraw-Hill  Companies,  publisher  of 
BUSINESS  WEEK,  met  to  discuss  the  issue. 
While  the  evidence  was  ciix-umstantial, 
they  agreed  that  signs  of  wrongdoing 
had  become  compelling  enough  to  war- 
rant alerting  regulatoiy  authorities.  Vit- 
tor informed  officials  at  the  Securities 
&  Exchange  Commission,  New  York 
Stock  Exchange,  American  Stock  Ex- 
i-'hange,  and  NASDAQ  Stock  Market.  Now, 
McGraw-Hill  is  coojjeratuiu-  with  the  sm- 


veillance  officials,  who  all  declined  to 
comment  for  this  stoiy. 

A  big  Thursday  jump  in  volume  and 
price  by  Inside  Wall  Street  stocks  hap- 
pens occasionally.  But  Zucker  is  almost 
always  able  to  attribute  the  movement 
to  such  factors  as  earnings  announce- 
ments, news  events,  or  brokerage  rec- 
ommendations. At  other  times,  inex- 
plicable activity  can  simply  be  the 


employment  at  Applied  Graphics  Tech- 
nology in  Carlstadt,  N..J.,  an  outside 
production  house  for  the  magazine.  Most 
disquieting  to  business  week  was  the 
involvement  of  S.  G.  Ruderman,  busi- 
n'ess  week's  radio  broadcaster,  who 
pleaded  guilty  to  trading  on  inside  infor- 
mation and  went  to  prison. 
"A  RIGHT  TO  KNOW."  Now,  at  the  mag- 
azine's Manhattan  headquarters,  access 
to  early  copies  is  tightly  restricted  to  a 
handful  of  people.  Similar  protections 
are  used  by  America  Online,  which  pub- 
lishes an  electronic  version  of  the  mag- 
azine around  7  p.m.  on  Thursday.  Other 
restrictions  are  imposed  on  business 
week's  foiu'  printing  plants  and  fai-flung 
distribution  system,  which  ships  more 
than  1  million  copies  weekly  to  sub- 
scribers and  newsstands.  "One  hundred 


AROUSING  Some  of  the  stocks  in  which  BUSINESS  WEEK  has  noted 
SUSPICIONS    unusual  trading  patterns. 


STOCK 

ISSUE 
DATE 

WED. 

DEADLINE* 

WED. 

STOCK 

PRICE" 

THURS. 
STOCK 
PRICE** 

TRADING 
VOLUME 

AVG.  VOLUME 
5  PREV.  DAYS 

STRATASYS 

9/11/95 

8/30/95 

lb% 

16 

278,700 

21,000 

RESEARCH 

FRONTIERS 

9/25/95 

9/13/95 

14 

15% 

316,300 

94,700 

IVAX 

10/2/95 

9/20/95 

29 

31 

1,363,500 

537,400 

SALTON/MAXIM 

10/16/95 

10/4/95 

2Y2 

3 

151,600 

44,800 

VTEL 

11/27/95 

11/15/95 

IVA 

22  5^ 

773,800 

566,400 

LUMEX 

1/15/96 

1/3/96 

9^ 

10  K 

72,500 

9,700 

CREATIVE 

BIOMOLECULES 

1/29/96 

1/17/96 

VA 

9% 

692,000 

245,500 

*Date  BUSINESS  WEEK  goes  to  press 


**Closing  price 


DATA.  BLOOMBERG  FINANCIAL  MARKETS,  BUSINESS  WEEK 


result  of  the  vagaries  of  the  market. 

In  recent  years,  business  week  has 
strengthened  its  safeguards  against  pos- 
sible leaks.  The  reason:  Beginning  in 
1988,  the  magazine  suffered  a  series  of 
breaches  in  its  seciuity  .system.  Some  11 
individuals,  including  three  stockbrok- 
ers, were  convicted  of — or  settled — 
charges  related  to  insider  trading  on 
information  from  Inside  Wall  Street. 

Some  of  the  people  involved  had  ob- 
tained eaj-ly  copies  of  the  magazine  fi'om 
printing  plants  in  Old  Saybrook,  Conn., 
and  Tori'ance,  Calif.,  owned  by  R.  R. 
Donnelley  &  Sons  Co.  They,  in  turn, 
passed  tips  on  to  othei's.  Another  person 
gained  advance  information  through  his 


percent  security  doesn't  exist,"  says 
Thomas  Tully,  McGraw-Hill's  general 
manager  of  postal  affairs  and  compli- 
ance. "If  someone  really  wants  to  break 
the  law,  they  can,  but  we've  really  tight- 
ened tilings  up."  Indeed,  diuing  the  sev- 
en years  since  the  1988  breaches,  busi- 
ness week  has  not  detected  any  other 
consistent  patteni  of  suspicious  trading. 

After  alerting  regulators,  business 
WEEK  decided  to  disclose  the  suspicious 
trading  here  and  in  a  news  release. 
"Our  readers  have  a  right  to  know," 
says  Editor-in-Chief  Shepard.  "And  we 
are  detei-mined  to  protect  the  integrity 
of  the  magazine." 

Bt/  Chris  Welles  in  New  York 


The  SEC  and  the  exchanges  have  been  alerted 
to  possible  insider  trading  spotted  by  a  senior  editor 
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•  ; ^^^^^^^^^       Recently  we  were  part  of 

a  medical  breakthrough,  although 
he  deserves  some  of  the  credit. 


.  It's  called  the  Turtle'  TS-1  Safety  Syringe.  A  springs 
loaded  plastic  shell  that  covers  a  hypodermic  needle 
before  and  after  an  injection.  Inspired  by  the  fellow 
above,  this  innovation  will  drastically  reduce  an  esti- 
mated four  million  accidental  needlesticks  a  year.  To 
create  it,  the  medical  industry  turned  to  Phillips 


Petroleum  for  K-Resin"  SB  Copolymer,  the  only  plastic 
found  to  meet  the  high  moldability  and  clarity 
demands.  It's  astonishing  what  happens  when  tech- 
nology and  a  turtle  get  together.  At  Phillips,  thatfe  what 
it  means  to  be  The  Performance  Company 
PHILLIPS  PETROLEUM  COMPANY  @l 


For  q  copy  of  our  annual  report,  call  918-661-3700,  or  write  to:  Phillips  Annual  Report,  B-41,  Adams  Bldg.,  Bartlesville,  OK  74004. 
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CORPORATE  PROFITS 


WHO  RAINED 
ON  THE  PARADE? 

After  a  sunny  year,  fourth-quarter  earnings  look  a  little  soggy 


T 


he  big  profit  balloon  looks  to  be  losing  air.  Corporate 
earnings  actually  dropped  2%,  on  an  8%  sales 
gain,  in  business  week's 


flash  report  on  83  compa 
nies'  fourth  quarter.  This 
after  just  11% 
growth  in  the  third 
quarter.  The  blame 
rests  largely  with  a 
few  big  accounting 
charges:  McDonnell 
Douglas  took  a 
$1.8  billion  hit,  and 
Amoco,  Chevron, 
and  Texaco  wrote  off  a 
combined  $1.7  billion  in 
impaired  assets.  Exclude 
those,  and  overall  profits  were  up 
13%.  The  winners:  High-tech  giants,  led  by  IBM's  39% 
profit  gain,  and  Intel's  133%  surge.  —Fred  Jespersen 
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CORPORATE  PROFITS 

CTRL-ALT- 
SLOWDOWN 

1    PC  makers  are  fac  ing  less- 
than-expected  sales  ^?  owth 


Time  for  personal  computer  (Mmpa- 
nies  to  think  about  pushing  tiie  re- 
boot button.  After  phenonKMial 
g?;()wt.h  of  more  than  20%  in  each  of  tiie 
past  two  years,  PC  sales  ai'e  finally  slow- 
ing. And  it's  happening  all  too  quickly' 


for  some  PC  makers  and  retailers. 

That's  evident  from  the  earnings  hit 
many  companies  are  taking.  Apple  Com- 
puter Inc.  and  AST  Research  reported 
fourth-quarter  losses,  and  Intel,  Dell 
Computer,  and  retailer  Best  Buy  each 
have  announced  weaker-than-expected 
profits  in  recent  weeks.  On  Jan.  19, 
Paclvard  Bell  Electronics  Inc.  handed  out 
pink  slips  to  2-50  woi'kei-s  after  it  lowered 
its  outlook  for  the  fii-st  half  of  1996.  IBM 
says  it  posted  double-digit  sales  increas- 
es in  PCS,  but  analysts  think  it  barely 
eked  out  a  profit  in  the  segment. 

Even  high-flying  Compaq  Computer 
Corp.  is  turning  wary.  On  Jan.  24,  it 
reported  strong  fourth-quarter  earnings, 


excluding  special  charges,  of  $323  mil- 
lion, up  33%  from  the  same  period  last 
year,  on  revenues  that  were  up  45%  to 
.$4.7  billion.  But  Compaq's  share  price 
fell  1%  points,  to  ATA,  when  (^EO  Eckard 
Pfeiffer  warned  that  price-cutting  would 
continue  to  cut  into  gi-oss  margins  this 
year.  "We  are  moving  foi-ward  with  a 
clear  goal  of  continued  market  share 
gi'owth.  That  requii'es  timely  pricing  ac- 
tions," says  Pfeiffer. 

The  troubles  are  more  than  a  mo- 
mentary blip  on  the  screen.  Sanford  C. 
Benistein  &  Co.  is  projecting  that  U.  S. 
PC  sales  gi-owth  will  fall  to  just  15.2% 
this  year  and  will  keep  falling  in  the 
following  two  years.  The  sizable  decUne 
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4,765.0 

+8 

-99.0 

NM 

0.56 

0.57  * 

+0.01 

GENERAL  PUBLIC  UTILITIES 

931.0 

+  10 

80.8 

+27 

0.51 

0.59 

+0.08 

NYNEX 

3,304.3 

_3 

235.6 

+19 

0.86 

0  55 

— U.O  1 

PACIFIC  GAS  &  ELECTRIC 

2,227.2 

-15 

227.1 

+119 

0.53 

0  48 

— U.U3 

PACIFIC  TELESIS  GROUP 

2,282.0 

_3 

231.0 

-12 

U.  3H 

— U.Ul 

SBC  COMMUNICATIONS 

3,442.5 

+7 

517.8 

+22 

0.83 

0.85 

+0.02 

SOUTHERN 

2,308.0 

+21 

181.8 

-8 

0,26 

0.24 

-0.02 

t  First-quarter  results      tt  Second-quarter  results        NM  =  not  meaningful  NA  =  not  available       *EPS  adjusted  for  special  items 

DATA:  STANDARD  &  POOR'S  COMPUSTAT,  A  DIVISION  OF  THE  WIcGRAW-HILL  COMPANIES  EARNINGS  ESTIMATE  DATA  PROVIDED  BY  l/B/E/S  INTERNATIONAL  INC 
NEW  YORK,  NY  l/B/E/S  IS  A  REGISTERED  TRADEMARK  OF  l/B/E/S  INTERNATIONAL  INC 


is  already  hitting  some  component  mak- 
ers. At  Intel  Corp.,  higher  marketing 
costs  drove  up  fourth-quarter  selling 
and  administrative  expenses  by  42%,  to 
$569  million,  during  the  quarter  Quar- 
terly earnings  more  than  doubled  any- 
way to  $867  million  on  sales  of  $4.6  bil- 
lion, but  even  that  v\?as  belovv^  Wall 
Street's  expectations. 
BRIGHT  SPOT.  There  is  a  plus  side.  With 
Internet  use  expanding  like  mad.  In- 
ternational Data  Corp.  predicts  that 
sales  of  sei-vers,  which  manage  netwoi'ks 
of  PCS,  will  jump  38%,  to  $3  billion  in 
1996.  IDC  also  figures  U.  S.  notebook  PC 
sales  will  gi-ow  23%  this  year,  to  $12.2 
biUion,  up  from  a  12.6%  rise  in  1995. 


STICKER  SHOCK:  Last  year,  average 
cons2imer  PC  prices  rose  8% 


Microsoft  is  another  bright  spot.  In  the 
latest  quarter,  its  earnings  soared  54%, 
to  .$575  miUion,  on  strong  sales  of  its 
Windows  95  software. 

But  some  outsiders  think  the  siu'ge  of 
Win95  upgi-ades  this  year  will  be  less 
than  expected,  partly  because  many 
companies  are  holding  off  on  the  costly 
conversion.  PC  sticker  shock  is  another 
woriy.  Last  year,  average  consumer  PC 
pi-ices  rose  8%,  twice  the  historical  rate, 
to  $1,875,  figures  market  researcher 
1 1  >c/Liiik  Inc.  You  can  just  about  heai-  PC 
executives  mumbling:  "Now,  which  key 
do  we  hit  to  make  them  keep  buying?" 

By  Gary  McWilliams  in  Houston, 
with  bureau  reports 
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nager  of  th 
Fund,  I  love  growth 
1 1  don't  believe 
be  blind;'  ! 


1 

Manhattan  Fund  Average  Annual  Total 
Returns  For  Periods  Ended  9/30/95 

35.54% 

19.26% 

15.79% 

17.82% 

'Nciiliurucr  &  Berman  MunaKcnicnt  Inc. 
became  ^l\e^tlllent  ad\  iser  to  the  predecessor 
of  this  l  iinil  on  ''t/]/7'->.  Performance  before  the 
I'liiul's  ,\iiL;iisr  1'*'*^  reort;ani/ation  is  for  its 
pretlecessor.  Iinestiiient  returns  and  [irincipal 
tliKtu.ite.  I'asi  peitorniancc  is  no  i^narantce 
ot  tutine  results  Redemption  proceeds 
ma\  be  higher  or  lower  than  ori.nmal  cost. 
iSj\'-)'-)(i  NeuberKcr  i^s  Hernuin  Management 
Inc.,  Distributor. 

(  :harles  Schuab  &  (  Int.  (Member  Sll>(  1/ 
WSK)  IS  not  an  iiiulerw  titer  for  this  I'  uiid. 
This  information  should  not  lie  construed  as 
a  recommendation  or  eiulorsemcnt. 


-  Mark  Goldstein,  Portfolio  Manager, 
Neuberger  &  Berman  Manhattan  Fund, 
A  No-Load  Capital  Appreciation  Fund. 


At  Neuberger  &  Berman  Manhattan  Fund,  uc  search  for 

|j;ro\\  tli  stocks  tliat  arc  imdcr-rescarchcd  or  tcnipoiarily  out  of 
favor  w  ith  Wall  Street.  W'c  call  it  "Cirowth  at  a  Reasonable  Price." 
Over  the  last  12  months,  it's  liclped  the  1"\uh1  deliver  a  return 
of  35.54%.  Of  course,  we're  ver\  pleased.  After  all,  the  ow  ners 
and  employees  of  Neuberger  &  Berman  and  their  families  ha\  e 
ov  er  $100  million  of  their  own  money  invested  in  our  mtittial 
ftmds.  Oall  Neuberger  &  Herman  \Iana,i;ement  inc.  for  a 
prospectus  containinL!;  more  information.  I'lease  read  it  carefully 

before  vou  invest  Call  1-800-877-9700,  ext.  3686. 

Or,  on  AOL,  keyv\(ird:  Netiberger. 


I  One SOURCE  I 


1-800.5-NO-LOAD  ext.  101 


Neuberger  @Berman 


MANHATTAN  FUND^ 


If  we  don't  invest  in  it,  why  should  you? 


In  Business  This  Week 


EDITED  BY  KEITH  H.  HAMMONDS 


HEADLINER:  MICHAEL  ARMSTRONG 


HUGHES  STRIKES  GOLD  IN  OUTER  SPACE 


Suddenly,  Mike  Armstrong 
is  cruising  Hollywood's  fast 
lane.  On  Jan.  23,  a  day  af- 
ter snagging  $137.5  mil- 
lion from  AT&T  for  a 
2.5%  stake  in  his 
DirecTV  unit,  the 
Hughes  Elec- 
tronics CEO 
fielded  congrat- 
ulatory calls 
from  Viacom 
CEO  Sumner  Red- 
stone and  other  me 
dia  honchos. 

The  deal  brings  at&t's 
clout  to  a  satellite-to-home 
broadcasting  sei'vice  al- 
ready thriving:  1.3  million 
households  pay  about  $30 
a  month  for  DirecTV's  175 
channels.  Within  months, 
AT&T  will  market  DirecTV 
to  its  long-distance  phone 
customers.  It  also  plans  to 


sell  Hughes's  DirecPC, 
transmitting  Internet  mul- 
timedia data  to  home  com- 
puters. "By  the  end  of 
the  year,  we  will 
have  a  whole 
complement  of 
services  in  the 
market,"  says 
Armstrong. 
Big  talk? 
Armstrong  has 
delivered  before. 
After  turning  around 
IBM's  European  unit,  he 
took  over  Hughes  in  1992. 
He  transformed  the  stag- 
nant defense  contractor, 
boosting  margins  and 
launching  promising  ven- 
tures— DirecTV  among 
them.  The  result:  Hughes 
shares  have  climbed  to  $53 
from  $15  since  his  arrival. 

By  Eric  Schine 


NO  WEDDING  MARCH 
OF  THE  TOYS 

CAN  BARBIE  AND  G.  I.  JOE  FIND 

happiness  together?  Not  like- 
ly. Hasbro,  Joe's  parent,  re- 
jected a  surprise  $5.2  billion 
acquisition  offer  on  Jan.  24 
from  archrival  Mattel,  mak- 
er of  Barbie  and  Cabbage 
Patch  Kids.  The  companies 
had  been  discussing  a  merger 
since  April.  But  Hasbro's 
board  argued  that  merging 
the  world's  two  biggest  toy- 
makers,  whose  combined 
sales  of  $6  billion  represent  a 
quarter  or  more  of  the  indus- 
try, would  raise  antitrust  is- 
sues. That  dtiesn't  worry 
smaller  rivals:  "I  can't  say 
we'd  be  delighted,  but  I  don't 
think  we'd  oppose  it,"  says 
Tyco  Toys  ChaiiTnan  Richard 
Grey.  More  likely,  Hasbro 


:  '  CLOSING  BELL 


BIG  BLUE  MARVEL 

IBM's  hidden  jewel  is  infor- 
mation technology  services — 
operations  that  run  data  cen- 
ters and  computer  help  desks. 
The  business  exploded  in 
1995,  its  revenues  soaring 
31%,  to  $12.7  billion.  Add  re- 
vived PC  sales  and  the  acqui- 
sition of  Lotus  Development, 
and  the  fourth  quarter  spar- 
kled. Net  profits  of  $4.2  bil- 
lion topped  expectations,  lift- 
ing IBM  shares  18%  in  two 
days.  Don't  get  too  used  to 
the  fireworks,  though:  A  slow- 
er economy  and  sated  main- 
frame demand  should  hold 
1996  sales  growth  to  6%. 


15 
10 


L  IBM  STOCK  PRICE 

"  AUG.  4,  '95  JAN  24,  '96 

DATA;  BLOOMBERG  FINANCIAL  MARKETS 


just  doesn't  want  to  play.  Ul- 
timately, though,  it  may  have 
little  choice:  After  a  string  of 
strategic  miscues,  its  shares 
have  languished  for  three 
years. 

WELLS  FARGO 
BAGS  ITS  PREY 

AFTER  CLINGING  FOR  THREE 

months  to  the  specter  of  a 
merger  with  Fii-st  Bank  Sys- 
tem, First  Interstate  Bancoip 
instead  succumbed  on  Jan.  24 
to  Wells  Fargo's  hostile  bid. 
The  $11.6  billion  price  tag 
isn't  any  higher  than  Wells's 
earlier  offer  But  First  Inter- 
state's  hand  was  forced  by 
big  investors  such  as 
Kohlberg  Kravis  Roberts, 
sources  say,  and  by  an  unfa- 
vorable accounting  ruling 
from  the  Securities  &  Ex- 
change Commission.  "They 
played  a  game  of  chicken  and 
lost,"  says  Donaldson,  Lufkin 
&  Jenrette  Securities  analyst 
Tom  Brown.  That  said,  the 
losers  don't  make  out  badly: 
First  Interstate  ceo  William 
Siart  will  walk  away  with  a 
$4.6  million  paycheck.  And 
First  Bank  gets"  $200  miUion 
for  having  its  friendly  deal 
broken  up. 

BANKERS  TRUST 
BITES  A  BULLET 

BANKERS  TRUST  PUT  A  DARK 

coda  on  its  lackluster  1995  re- 
sults, agi'eeing  on  Jan.  24  to 
teiTOinate  disputed  derivative 
contracts  for  $67  million  with 
Air  Products  &  Chemicals. 
Bankers  says  its  fourth-quar- 
ter results  reflected  the  set- 
tlement and  added  that  it  was 
pleased  to  put  a  fight  with  "a 
valued  client"  beliind  it.  Now, 
Wall  Streeters  are  betting  on 
when  Bankers  will  settle  its 
last  remaining  derivatives  lit- 
igation, a  nasty,  high-profile 
dispute  with  Procter  &  Gam- 
ble. Bankers  and  p&g  repre- 
sentatives met  on  Jan.  19  but 
failed  to  reach  an  agi'eement. 
A  trial  is  set  for  May. 


B&L  REWRITES 

THE  BOOKS  

CONTINUING  HIS  EFFORTS  TO 
clean  up  Bausch  &  Lomb,  in- 
teiim  CEO  William  Waltrip  on 
Jan.  24  restated  the  compa- 
ny's 1993  and  1994  earnings. 
The  unusual  move  follows  a 
BUSINESS  WEEK  story  (Oct. 
23)  exposing  accounting  and 
ethical  abuses,  b&l  is  revers- 
ing .$42.1  million  of  question- 
able 1993  sunglass  and  con- 
tact-lens sales,  cutting  net 
income  for  that  year  by  $17.6 
million.  Its  1994  results  in- 
crease by  similar  amounts. 
Waltrip  calls  the  restatement 
volimtary  and  says  b&l  didn't 
matei'ially  breach  accounting 
rules.  But  the  action  won't 
end  an  sec  investigation. 

SO  MUCH  ANGER 
ATTHEAARP 

THE  AMERICAN  ASSOCIATION 

of  Retii'ed  Persons  has  ch"awn 
fire  from  the  GOP  Congi'ess 


for  lobbying  for  big-ticket 
items  such  as  Medicare  and 
Social  Security.  Now  many 
AARP  members  are  ticked  off, 
too.  While  the  aarp  officially 
claims  its  membership  re- 
mains flat  at  about  33  million, 
insiders  say  the  organization 
is  alarmed  by  recent  losses 
totaling  1  million  members, 
many  of  whom  were  angered 
by  its  opposition  to  federal 
budget  cuts.  The  aarp  hopes 
to  target  older  baby  boomers, 
in  part  by  revamping  its 
magazine.  Modern  Maturity. 

ETCETERA... 

a  The  Food  &  Drug  Admin- 
istration finally  approves 
Procter  &  Gamble's  olestra. 

■  Premier  Industrial  agrees 
to  sell  out  to  Britain's  Farnell 
Electronics  for  $2.8  billion. 

■  Spyglass  will  pay  $9.5  mil- 
lion for  Stonehand,  a  maker  of 
Internet  publishing  software, 
n  Former  Lotus  Develop- 
ment Chief  Jim  Manzi  resur- 
faces as  CEO  of  Industry.Net. 
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kind  of  technology.  We're  creating  microchips 
that  can  process  tremendous  amounts  of  video 
and  graphic  information.  We're  even  designing  - 
global  satellite  communication  networks  that 
will  le!  you  "walk"  anywhere  in  the  world. 

For  more  information,  call  1-800-338- 
9549.  You  can  also  reach  us  on  the  Internet  at 
http://www.nec.com.  Or,  in  the  future,  you  can  i 
just  walk  over.  li 
SEE,  HEAR  AND  FEEL  THE  DIFFERENCE:  lli 

NEC 

I 

L  ^ 


9 


Everything  you  know  about  multimedia  is 
about  to  change.  And  fast. 

Gall  it  "virtual  reality"  if  you  like,  but 
before  long  you'll  actually  be  able  to  step  into 
magazines.  Images  and  words  will  surround 
%  JONis  iP^I  ^^'^    control,  even  touch,  what 

you  see. 

Sound  ridiculous?  Think  again.  At  NEC, 
we're  building  multimedia  computer  systems 
that  already  provide  the  foundations  for  this 


Washington  Outlook 


EDITED  BY  DOUGLAS  HARBRECHT 


PRIVATIZE  SOCIAL  SECURITY? 
NOBODY'S  LAUGHING  NOW 


Consei-vatives  long  have  dreamed  about  privatizing  Social 
Security.  They  argue  that  the  massive  shortfalls  pro- 
jected in  the  21st  century  for  Uncle  Sam's  retirement 
system  can  be  avoided  only  by  giving  back  part  of  Social  Se- 
curity's annual  $400  billion  tax  take  to  indivicluals  to  invest  for 
retirement.  But  elected  officials — afraid  to  touch  politics' 
"third  rail" — never  paid  much  heed. 

Until  now.  Social  Security  privatization  is  about  to  land  on 
Washington's  center  stage — launched  not  by  the  ciop,  but  by 
a  panel  appointed  by  the  Clinton  Administration.  The  panel's 
explosive  findings  portend  a  battle  that  will 
make  the  fight  over  Medicare  cuts  look  like 
a  tea  party. 

In  a  report  expected  out  by  mid-Febru- 
ary, five  of  the  13  members  of  the  Advisory 
Council  on  Social  Security  will  endorse  re- 
placing half  of  the  retir-ement  plan  with 
Personal  Security  Accounts  (psas).  These 
accounts,  funded  by  diverting  5%  of  wages 
from  the  15.3%  payr-oll  tax,  could  be  put  in 
stocks,  bonds,  or  other  investments.  Those 
funds  are  likely  to  pay  a  higher  return 
than  the  benefits  today's  wor-kers  can  ex- 
pect from  Social  Security.  The  plan's  goals: 
boost  private  savings  and  give  Generation 
X  workers  proof  that  the  system  will  exist 
when  they  follow  baby  boomers  into 
retirement. 

Two  more  panel  members  ar-e  likely  to  support  r-ecjuiring 
worker's  to  set  up  small  private  accounts  on  top  of  the  cun-ent 
system.  So  a  majority  of  the  group  will  back  individual  ac- 
counts. An  advisory  panel's  findings  aren't  binding.  But  the 
recommendations  will  have  clout,  because  they'r-e  the  closest 
thing  yet  to  an  official  endorsement  for  "an  idea  that  was 
laughed  out  of  town  in  the  1980s,"  mar-vels  Dallas  L.  Salis- 
bury, pr-esident  of  the  Employee  Benefit  Research  Institute. 
STRONG  LURE.  No  one's  laughing  now.  At  least  thr-ee  Wash- 
ington think  tanks  are  working  on  privatization  studies.  Se- 
curities, mutual-fund,  and  life-insur-ance  inter-ests  are  backing 
some  of  the  resear-ch,  dr-awn  by  the  prospect  of  psa  bal- 
ances that  could  hit  $60  trillion  by  2035.  And  while  no  action 
is  likely  until  1997,  after  the  election,  the  idea  is  making 
waves  in  the  campaign,  gop  Pr-esidential  wannabe  Malcolm  S. 
Forbes  Jr-.  has  a  privatization  str-ategy,  which  fr-ont-runner 
Senator  Bob  Dole  (R-Kan.)  charges  "would  end  Social  Secu- 
rity as  we  know  it."  Pr-esident  Clinton  is  also  unlikely  to 
back  the  plan,  though  the  Administration  won't  take  a  stand 
until  the  r-eport  is  issued. 

Why  the  ferment?  Social  Seciuity  will  go  br-oke  dming  the 
baby  boomers'  retirement  years.  Although  annual  pa>Toll 


SOS:  A  bankrupt  .sz/.s/c/*/  hy  JOJU 


taxes  now  exceed  benefit  payouts  by  $60  billion,  the  sys- 
tem's cash  flow  will  turn  negative  sometime  ai'ound  2014, 
By  2030,  the  cushion  built  by  today's  surjiluses  will  disappear*. 
Worse,  those  operating  surpluses  are  now  par'ked  in  Treasury 
bonds,  which  help  mask  the  true  federal  budget  deficit.  By 
some  calculations,  the  payroll  tax  on  21st  century  workers 
might  have  to  nearly  triple,  to  40%,  to  fill  the  gap.  "The 
one  thing  we  all  agr-ee  on  is  that  the  ciurent  system  can't  gc 
on,"  says  University  of  Michigan  economist  Edwarxl  M.  Gr-am- 
lich,  chair  of  the  advisory  panel. 

Another  problem:  Social  Security  nc 
longer-  delivers  the  fat  i-etiu-ns  that  past  and 
cm-rent  retu-ees  have  enjoyed.  Today's  75- 
year-old  single  man  can  expect  to  get  bacl< 
all  the  taxes  he  and  his  employers  paid 
with  interest — plus  a  75%  windfall.  For  to- 
day's 65-year--old,  the  lifetime  windfal' 
shrinks  to  25%.  But  for  boomers,  the  oldest 
of  whom  are  just  turning  50,  "anyone  ear-n- 
ing  average  or  above-average  wages  won't 
even  get  back  his  or  her  taxes  plus  interest,' 
notes  benefit  consultant  Sylvester  J.  Schiebei 
of  Watson  Wyatt  Worldwide.  Schieber  helpec 
draft  the  Advisory  Council's  psa  plan. 

Even  Social  Security's  old  guard,  led  bj 
the  system's  patriarch,  ex-Social  Security 

  Commissioner  Rober-t  M.  Ball,  recognizes 

the  need  to  boost  retimis.  Ball  and  five  other  adviser-s  advocate 
letting  the  gover-nment  invest  part  of  Social  Security's  sm-plus 
in  stocks.  But  even  Democrats  quail  at  allowing  the  gover-n- 
ment to  own  a  multitiillion-dollar-  stake  in  Cor-{3or-ate  America 
Private  accounts  pose  problems,  too.  Under  the  psa  plan 
anyone  bor-n  before  1943  would  remain  in  the  old  system 
while  workers  born  between  1943  and  1968  would  face  £ 
mix  of  old  and  new  benefits.  To  pay  for  alr-eady  earned  ben 
efits  during  a  70-year  transition,  Schieber  proposes  a  new  se 
ries  of  "Liberty  Bonds"  backed  by  an  earmar-ked  1%'  nation 
al  sales  tax.  At  then-  peak,  in  2050,  the  bonds  could  boost  th( 
national  debt  by  $10.2  trillion,  $1.2  trillion  in  '96  dollars. 

Defenders  of  the  system  figiu-e  that  huge  price  will  kill  pri 
vatization.  They  bet  Congr-ess  will  r-epeat  the  Social  Seciuitj 
r-efor-ms  of  1977  and  1983  by  raising  taxes  and  the  r-etu-emenl 
age  and  trimming  benefits.  "This  system  needs  adjustment 
but  it's  not  fundamentally  broken,"  says  a  White  House  aide 
Backers  contend  that  tinkering  isn't  enough.  "If  you  tell  th( 
American  public:  'You  can  have  a  secure,  funded  pension 
and  the  cost  is  a  1%  sales  tax,'  they're  going  to  thirrk  that's  j 
pretty  good  deal,"  says  Scliieber.  Bar-gain  or  not,  that  deal  wil 
soon  be  on  the  table. 

Bij  Mike  McNamet 


The  latest  push  for  conversion  of  the  present  system 
is  coming  from  a  Clinton  panel 
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International  Business 


GERMANY 


REVOLUTION 
AT  DAIMLER 


Deutsche  Bank  is  forcing  an 
overhaul  of  the  industrial 
giant.  Will  Germany  Inc. 
ever  be  the  same? 

It  was  a  very  German  coup — quiet, 
slow-motion,  thorough.  In  a  bare- 
bones  press  handout  in  June,  1994, 
Daimler  Benz  announced  that  Ed- 
zard  Reuter  would  be  replaced  as  chief 
executive  by  Jitrgen  E.  Schi-empp,  head 
of  Daimler  Benz  Aerospace  (dasa)  after 
the  annual  meeting  the  following  May. 

For  Hilmar  Kopper,  chief  executive  of 
Deutsche  Bank  and  chair-man  of  Daim- 
ler's board  of  supervisors,  Reuter's  re- 
moval was  the  payoff  for  weeks  of  in- 
tense meetings  with  Daimler  directors 
and  advisers.  Slowly,  Germany  Inc. 
woke  up  to  what  had  happened:  A  pow- 
erful CEO  had  been  overthrowm  by  the 
company's  bank  and  major  shareholder. 
NEW  SCENARIO.  Fast  foi-ward  to  Januaiy, 
1996.  Schrempp  is  now  doing  things 
Reuter  would  never  contemplate.  In 
mid-January,  Sclu'empp  folded  the  rem- 
nants of  the  money-losing  aeg  electron- 
ics subsidiary  into  other  divisions.  The 
cost:  a  write-off  of  $1.1  billion.  Then 
came  the  real  shocker.  On  Jan.  22, 
Schrempp  cut  off  funding  for  Fokker 
Aircraft,  the  flounder- 
ing Dutch  aiiplane  mak- 
er 51%-owned  by  Daim- 
ler. The  probable 
fallout:  Fokker's  bank- 
ruptcy and  a  write-off 
for  Daimler  so  huge  it 
will  report  a  1995  loss 
of  $4.2  bilhon. 

What  is  happening  at 
Daimler  Benz  is  familial' 
enough  in  Corporate 
America  these  days. 
M  ijor  shareholder  gets 
mad;  shareholder  boots 
out  old  ceo;  new  ceo 
gets  tough.  But  in  Ger- 


many,  this  scenario  has  until  recently 
been  a  rarity.  Boardroom  politics  are 
too  consensual,  and  shareholders  unac- 
customed to  rocking  the  boat.  "There 
isn't  even  a  phrase  in  German  for 
'shareholder  acti\dsm'  or  'coiporate  gov- 
ernance,'" says  Hans  Decker,  former 
vice-chairman  at  Siemens  who  now 
teaches  at  Columbia  University. 

Yet  Kopper  is  signaling  that  his  bank, 
which  holds  24%  of  Daimler,  must  be 
more  active.  "Deutsche  Bank  had  to  take 
a  role  in  unseating  Reuter,"  says  Arie  Y. 
Lewin,  a  professor  at  Duke  Universi- 
ty's J.  B.  Fuqua  School  of  Business.  "It's 
not  the  [German]  stock  market  that's 
going  to  do  it."  If  Kopper  and  Schi-empp 
pursue  their  progi'am  to  the  end,  the 
idea  of  shareholder-inspii'ed  restmcturing 
could  become  pait  of  the  coi-porate  men- 
tality in  Germany.  Kopper  even  hints 
he  might  sell  off  a  chunk  of  Deutsche 
Bank's  $6  biUion  stake  in  Daimler — pro- 
vided the  price  rises  enough  and  puni- 
tive capital-gains  taxes  for  large  holding 
companies  are  legislated  out  of  existence. 
Such  a  move  would  show  other  Geiman 
investors  that  they  too  can  profit  by 
getting  tough. 

It's  certain  that  both  men  want  pro- 
found change.  The  focus  for  Daimler  is 
now  on  cars,  tincks,  and  those  areas  of 
aerospace  that  actually  make  money. 


<1 
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FOJIKER  FALLOUT?  The 

Diilch  firm  may  he 
hciuled  for  hankruptcy 


"It's  profitabiUty  first  and  strategic  fit 
second,"  says  Schrempp.  Meanwhile, 
Kopper  has  been  anything  but  idle  at 
Deutsche  Bank.  Deutsche,  a  lumbering 
giant,  is  facing  global  challenges.  Its  re- 
turn on  capital  of  8%  sadly  lags  the 
20%  of  U.  S.  rival  Citicoip.  So  he's  prun- 
ing thousands  of  jobs  in  Germany  and 
building  a  huge  investment-banking 
business.  Kopper  acknowledges  that 
Deutsche  Bank  has  an  image  of  being  a 
financial  battleship  that  is  "extremely 
solid."  Trouble  is,  he 
adds:  "The  age  of  bat- 
tleships is  over." 

Another  age  may  be 
ending  in  Germany — 
W^M0^^^  ^  the  era  of  patient  capi- 
^J^^JlJ  I  tal  where  banks  hold 
"  ^  •  outright  stakes  in  key 
companies  for  years. 
Deutsche,  for  example, 
has  stock  worth  an  esti- 
mated $15  billion  in 
more  than  a  dozen  com- 
panies ranging  from 
Daimler  to  insurer  Al- 
lianz.  Deutsche  itself 
has  been  a  Daimler 
[jartner  since  the  1920s, 
when  it  gained  stock  in 
a  debt-for-equity  swap. 
Deutsche  cultivated  a 
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UTSCHE  BANK  AND  DAIMLER  BENZ: 
iRMANY  ING/S  GORE  PARTNERSHIP 

:  COMPANIES  Deutsche  Bank  is  Germany's  largest 
(,  with  $400  billion  in  assets.  Daimler  Benz,  with 
billion  in  sales,  is  Germany's  biggest  industria 
pany,  making  everything  from  planes  to  autos. 

:  PARTNERSHIP  Deutsche  Bank  is  Daimler's 
^  banker.  More  important,  it  holds  24%  of  Daim- 
equity,  worth  some  $6  billion.  Deutsche  Bank 
f  Hilmar  Kopper  chairs  Daimler's  supervisory  board. 

:  PROBLEM  Deutsche  Bank  is  getting  an  inade- 
:e  return  on  its  Daimler  shares  and  until  recently 
little  to  promote  badly  needed  change  at  the  huge 
pany. 

'  SOLUTION  Kopper  pushed  out  Daimler  chief 
ard  Reuter  and  "leaned  out  Daimler's  management 
d.  He  installed  Jurgen  Schrempp,  who  is  forcing  a 
ful  restructuring. 


DATA:  BUSINESS  WEEK,  COMPANY  REPORTS 


KOPPER  AND  SCHREMPP:  The  two 

often  consult  face-to-face 


close  relationship  with  its  client,  which 
used  the  bank's  loans  and  capital-raising 
expertise  to  expand  rapidly. 

As  executives,  Schrempp  and  Kop- 
per gi'ew  up  inside  this  profoundly  sta- 
ble corporate  woi'ld.  Unlike  most  bank 
bosses  these  days,  the  61-year-old  Kop- 
per worked  his  way  up  fi'om  banking 
apprentice.  Kopper  reached  the  bank's 
management  board  at  42  and  assumed 
the  top  job  after  Alfred  Herrhausen 
was  assassinated  by  teiTorists  in  1989. 
Schrempp,  51,  started  at  the  bottom 
too,  as  an  automotive  apprentice  at 
Daimler's  luxury  auto  maker  Mercedes- 
Benz,  and  had  stints  in  the  U.  S.  and 
South  Africa  before  reaching  the  top. 

While  they  were  both  climbing  the 
corporate  ladder,  Kopper  and  Schi-empp 
saw  their  world  change  dramatically. 
German  manufacturers,  forced  to  com- 
pete with  global  rivals  and  counter  the 
effects  of  a  rising  Deutschemark,  dis- 
covered they  were  often  overstaffed  and 
inefficient.  German  banks,  facing  inter- 
national rivals  too,  needed  eveiy  bit  of 
capital  for  acquisitions  and  wi'ite-offs. 
The  stock  banks  held  in  Gennan  compa- 
nies began  to  look  like  poor-  investments. 

It  still  took  Deutsche  a  long  time  to 
wake  up  to  the  failm'e  of  Reuter's  strat- 
egy. Even  after  he  succeeded  HeiThau- 
sen,  Kopper  did  not  immediately  block 


any  of  Reuter's  plans.  "Kopper  let 
Reuter  do  whatever  he  wanted,"  com- 
plains Ekkehard  Wenger,  finance  pro- 
fessor at  Wiirzburg  University. 

Some  of  Daimler's  top  managers  were 
privately  having  doubts.  Wlien  he  need- 
ed backing  for  substantial  layoffs  at  dasa 
in  1993,  Schrempp,  insiders  say,  opened 
back  chaimels  to  both  Kopper  and  Depu- 
ty Chaii-man  Karl  Feuerstein,  the  rank- 
ing official  of  labor  union  IG  Metall  at 
Daimler  When  Kopjier  decided  Reuter 


BIG  BENZ:  Mi  rn drs  sinnild  pu.st 
billio>i  in  operati)iy  profits  this  year 

had  to  go,  there  was  no  doubt  in  his 
mind  who  would  succeed  him. 

Yet  critics  point  out  that  it  was 
Schrempp  who  thought  up  the  idea  of 
buying  51%  of  Fokker  in  1993.  Com- 
plains one  Frankfiul  banker:  "The  man- 
ager responsible  for  cb-eadftil  mistakes  is 


now  in  charge  of 
he  whole  company." 
Schrempp  now  admits 
his  blunder.  Still,  says 
Kopper,  "Schrempp  is 
the  right  man  for  the 
job."  The  market  has 
certainly  responded 
warmly  to  Schrempp's 
tough  act.  Since  the 
annoimcement  on  Fok- 
kei;  Daimler's  Gemnan- 
traded  shares  have  hit 
a  16-month  high  of 
$545.  The  U.  S.-traded 
ADR  shares  are  getting 
popular,  too.  San 
Diego's  Brandes  In- 
vestment Partners 
Inc.,  for  instance,  piled 
up  1.8  milHon  U. S.- 
traded  shares  worth 
$94  million  in  six 
months.  Says  Brandes 
Senior  Vice-President 
William  A.  Pickering: 
"[Schrempp]  is  finally 
taking  steps  to  undo 
the  diversification." 
ESCAPE  HATCH?  Kop- 
per must  still  figure 
out  his  designs  for 
Deutsche's  Daimler 
stake.  A  sell-off  would  realize  biUions — 
but  also  trigger  a  60%  capital-gains  tax 
that  holding  companies  have  to  pay. 
"No  deal!"  says  Kopper.  But  he  adds, 
"If  Germany  had  a  different  pattern  of 
tax  and  legislation,  I  would  reorganize 
[our  holdings]." 

An  escape  hatch  could  spring  open. 
The  opposition  Social  Democrats  may 
propose  legislation  whereby  Deutsche 
and  other  banks  could  sell  off  industrial 
holdings  without  paying  a  huge  capital- 
gains  tax,  provided  that  they  reinvest 
the  proceeds  in  the  German  economy. 
Kopper  says  he  is  open  to  discussion, 
but  will  fight  any  bill  that  dictates  how 
he  must  invest.  For  now,  Deutsche  has 
no  choice  but  to  push  for  a  turnaround 
at  Daimler  to  unlock  its  value  and 
achieve  a  better  flow  of  dividends. 

Faiku'e  to  twm  Daimler  aroimd  would 
vindicate  the  pessimists  who  say  Germa- 
ny is  too  rigid  to  adapt  to  the  global 
economy  fast  enough.  But  for  Kopper 
and  Schrempp,  there  can  be  no  retreat. 
They  have  started  a  revolution — and 
revolutions  have  a  way  of  continuing. 
Look  for  more  upheaval  at  these  two  gi- 
ant companies. 

By  John  Templeman  in  Frankfurt 
and  Stuttgart.,  with  Christopher  Power 
and  William  Glasgall  in  New  York  and 
bureau  reports 
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SOUTH  KOREA 


EXILE 

OF  THE  PATRIARCH 

Daewoo's  founder  is  off  to  Vienna-but  don't  count  him  out 


Armed  with  just 
$10,000,  Kim  Woo- 
Choong  started  the 
Daewoo  gi'oup  in  the  late 
1960s  by  making  cheap 
shirts  for  U.  S.  mass  mai'- 
keters.  Partly  thanks  to 
his  connections  with  South 
Korean  governments,  he 
was  able  to  build  Daewoo 
into  a  $57  billion  industri- 
al powerhouse,  making  au- 
tos,  ships,  electronics,  and 
a  wide  array  of  other 
goods.  The  chain-smoking, 
silver-haired  tycoon  be- 
came a  roving  ambassa- 
dor, circUng  the  world  in 
search  of  the  next  deal. 

Now,  the  59-year-old 
Kim  is  headed  into  exile. 
OiBciaUy,  Daewoo  says  the 
boss's  decision  to  base 
himself  in  Vienna  is  not 
connected  with  his  cuirent 
trial  on  two  charges  of 
paying  bribes  to  former 
President  Roh  Tae  Woo, 
who  is  at  the  center  of  a 
$650  million  corruption 
scandal.  In  comt,  Kim  has 
repeatedly  said  his  payments  to  Roh 
were  political  contributions,  not  bribes.  If 
Kim  is  convicted,  he  is  expected  to  be 
fined  or  win  a  suspended  sentence  in- 
stead of  facing  jail  time. 
DARING  PLAN.  Despite  company  denials, 
the  conclusion  appears  inescapable  that 
Kim's  plans  to  depari,  after  his  trial  re- 
flect his  feeling  that  the  investigation 
into  past  links  between  Korea's  chaebol 
and  its  militaiy-backed  governments  has 
been  overtly  political.  Kim  was  not  avail- 
able for  comment,  but  one  source  says 
going  on  trial  is  "sickening"  to  him. 

As  his  replacement,  Kim  has  appoint- 
ed Yoon  Yoimg-Suk,  previously  cliai)Tnan 
of  Daewoo's  heavy-industiy  unit,  to  nm 
the  whole  gi'oup,  with  the  exce))tion  of 
autos.  Kim  vvill  now  concenti'ate  full-time 
on  that  business.  "It  is  not  really  true 
that  Chairman  Kim  is  leaving  Daewoo," 
says  Yoon.  "He  wants  a  break  to  concen- 
trate on  overseas  automotive  ventures." 
Yoon.  57,  is  a  trusted  ally  who  gi-aduated 
from  the  same  high  school  Kim  did. 


Kims  decision  has  shocked  some  em- 
ployees, who  worry  about  a  potential 
managerial  vacuum.  But  few  Daewoo 
watchers  believe  the  gi'oup  will  begin  to 
diift.  Foi'  starters,  Kim's  full-time  i^res- 
ence  in  Europe  will  turn  up  the  heat  on 
competing  auto  makers.  Kim,  who  spent 
nearly  250  days  in  Europe  last  year. 


DAEWOO'S  MAJOR  AUTO 
JOIMT  VENTURES 


PLACE 


VOLUME 


DAEWOO  INVESTMENT 
(THROUGH  1998) 

MILLIONS 


UZBEKISTAN  100,000  CARS, 

100,000  SMALL  TRUCKS 

$658 

INDIA 

200,000  CARS 

$943 

ROMANIA 

200,000  CARS 

$760 

POLAND 

250,000  CARS, 
60,000  TRUCKS 

$1,100 

CZECH 
REPUBLIC 

25,000  COMMERCIAL 
VEHICLES 

NA 

DATA:  DAEWOO  MOTOR  CO, 

wants  to  knit  together  his  daring  auto  in- 
vestments of  nearly  $3  bilhon  (table). 

Kim  is  convinced  these  low-cost  man- 
ufactming  bases  vrill  allow  him  to  dra- 
matically undercut  such  rivals  as  Gen- 
eral Motors,  Ford,  Volkswagen,  and 
others  in  Western  Eui'ope.  Daewoo  is 
committed  to  investing  an  additional  $2 
bilUon  in  the  next  five  years  to  improve 
those  plants.  Daewoo  Motor's  ultimate 
goal  is  to  break  into  the  ranks  of  the 
world's  top  10  auto  makers  by  making  2 
million  cars  a  yeai-  by  2000. 
RETRIBUTION.  Kim  has  an  old  score  to 
settle  with  General  Motors  Corp.  in  par- 
ticular <jM  and  Daewoo  entered  an  alli- 
ance in  the  late  1980s,  with  the  American 
giant  buying  50%  of  Daewoo  Motor.  The 
ventui-e  fell  apart  in  1991  amid  acrimony, 
and  Daewoo  was  barred  from  the  U.  S. 
until  1996.  That  left  Kim  with  little  alter- 
native but  to  focus  on 
STRATEGIST  developing  markets. 
Kim  will  Now  it  could  be  pay- 

focus  on  cars  back  time,  with  gm's  po- 
in  Europe  sition  in  Europe  a  key 
target.  "He  wants  to 
prove  to  GM  that  his  strategy  of  concen- 
trating in  Third  World  markets  does 
work,"  says  one  soui'ce  close  to  Kim. 

Back  home,  Kim's  departure  could 
help  rejuvenate  the  ranks  of  his  group's 
management.  When  Daewoo  announced 
its  annual  round  of  promotions  in  early 
January,  nearly  100  younger  managers 
were  appointed  to  senior  posts.  Some  of 
the  newly  appointed  CEOs  of  Daewoo's 
comj^anies  are  in  their  40s,  a  bold  move 
in  Korea's  highly  seniority-based  system. 
If  Kim  were  still  in  place  in  Seoul,  his 
dominating  personahty  might  discourage 
the  younger  managers  from  making  more 
of  thefr  own  decisions. 

These  managers  are  now  expected  to 
hammer  away  at  the  group's  "global 
management"  strategy  with  even  great- 
er vigor  than  before.  That  strategy  calls 
foi'  Daewoo  to  build  hundreds  of  wholly 
owned  subsidiaiies  and  joint  ventures  in 
the  emerging  markets  of  Asia,  Europe, 
and  Latin  America  and  realize  total  sales 
of  $200  billion  by  2000.  Although  that 
target  may  be  unrealistically  high,  there's 
little  question  that  Daewoo  is  going  to 
continue  to  gi'ow  rapidly. 

So  although  Kim  will  be  in  self- 
imposed  exile,  his  move  doesn't  appear-  to 
reflect  a  blunting  of  Daewoo's  global 
push.  Company  sources  say  Kim  isn't 
likely  to  slow  down  appreciably.  For' 
thi'ee  decades,  he  has  never  taken  a  sin- 
gle day  off.  "He  won't  be  enjoying  opera 
in  Vienna,  but  watching  operations,"  says! 
Yoon.  Most  likely,  the  world  hasn't  heardj 
the  last  from  Chair-man  Kim.  ' 

By  Laxmi  Nakarmi  in  Seoul 
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)RIVING  LESSONS,  WHARTON  STYLE. 


Wharton's  Georj^e  Day  coined  the  term 
"market-driven  strategy,"  used  today 
'^^  companies  worldwide. 


To  successfully  drive  your  business,  you  have  to  be 
competitively  focused  and  customer  focused.  It  s  a 
lesson  too  many  people  forget. 

Not  George  Day,  Whart(jn  marketing  professor.  He 
introduced  "market-driven  strategy"  to  the  business 
vocabulary.  It's  one  of  the  many  innovative  ideas  that 
have  been  developed  by  our  wodd-class  faculty. 

As  the  oldest  business  school  in  the  world,  Wharton 
has  been  at  the  frontier  in  finance,  international 
business,  management,  strategy  and  marketing.  Driven 
by  a  faculty  with  unparalleled  depth  and  breadth,  the 


School  is  helping  many  organizations  negotiate  the 
tricky  turns  of  global  business  in  the  1990's. 

7'his  rich  tradition  of  innovation  is  the  foundation  for 
our  executive  education  programs,  which  incorporate  a 
unicjue  blend  of  scholady  excellence  and  real-world 
pragmatism.  These  insightful,  dynamic  courses  offer 
business  people  the  opportunity  to  refocus  and  refuel. 

Are  you  running  low  on  new  ideas  to  drive  your 
business.^  Come  to  Wharton  Kxecutive  Elducation. 
Then  put  what  you  learn  into  action  and  watch  your 
company  pull  away  from  the  field. 


□  Competitive  Marketing  Strateg\ 

May  19  -  24,  19%  •  December  S  -'l.\  19% 

□  Building  and  Leveraging  Brand  Equity 

April  28  -  May  3,  1996  •  October  27  -  November  1,  1996 

□  Discovery  Driven  Business  Planning:  Planning  to  Learn  From  New  Ventures 
April  3-4,  1996  •  December  12  -  13,  1W6 

□  New  Product  Development  and  Introduction 

April  21  -  26,  1 W6  •  October  19  -  25,  19% 

□  Strategic  Thinking  and  Management  for  Competitive  Advantage 

April  21  -  26,  1996  •  September  22  -  27,  1996 

Call  today  for  a  complete  catalog  listing  over  thirty  different  courses  focusing  on  developing  leaders,  strategies  for  growth, 
gaining  financial  advantage,  healthcare  management  and  managing  the  enterprise:  1-800-255-EXEC,  Ext.  1693.  Or  you  can 
use  e-mail:  execed^Hvharton. upenn.edu.  (Wharton  s  world-wide  wch  home  page  is:  http://www.whart()n.iipenn.edLi/) 


Wharton 


Executive  Aresty  histitute  of 

Education  Executive  Education 


255  South  3Sth  Street,  Philadelphia,  \\\  19104-6359  'Ph^  Wharton  School 

1-800-255-EXEC  ext.  1693  •  (215)  898-1776  ext.  1693  •  FAX  Attn:  Dept.  1()93  (215)  386-4304  University  of  Pennsylvania 
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BUSINESS  IN  QUEBEC 
IS  VOTING  WITH  ITS  FEET 

As  fears  of  sovereignty  rise,  companies  may  cut  back-or  flee 


Just  a  few  months  ago.  Jack  Ivivenko 
had  ambitious  expansion  plans  for 
his  family's  Montreal-based  Jack 
Spratt  Manufactunng  Inc.,  which  makes 
jeans  for  the  Canadian  market.  But  with 
the  Quebec  separatist  movement  on  a 
seemingly  unstoppable  roll,  those  plans 
have  been  canceled.  It's  a  common  tale 
for  the  himdreds  of  clothing  manufactiu'- 
ers  that  make  Montreal  Canada's  rag- 
trade  capital.  "Tliere's  so  much  political 
uncertainty,"  says  Kivenko  with  a  sigh, 
"that  I  can't  imagine  anyone  investing 
long-term  dollar-s." 

Such  pessimism  is  nmning  rampant 
as  the  niling  Parti  Quebecois  prepares 
to  install  Lucien  Bouchard  as  Quebec's 
Premier  on  Jan.  29.  No  wonder.  Bou- 
chard came  within  a  hair  of  leading  the 
sepai'atists  to  victory  in  the  Oct.  30  sov- 
ereignty referendum.  Now  that  he's  as- 
cending to  the  French-speaking  prov- 
ince's top  job,  many  executives  fear 
sovereignty  is  all  but  inevitable.  "We 
are  fighting  what  seems  to  be  a  losing 
battle,"  says  Brian  Neysmith,  president 
of  (^'anadian  Bond  Rating  Service.  Polls 
shov\  support  for  independence  has 
surged  t'  55%,  up  from  49.4%  in  Octo- 
ber. "The)  ?  is  a  real  possibility  that 
Quebec  wil.  be  a  sovereign  countiy  be- 
foi  e  2000,"  Neysmith  predicts. 

Although  Canadian  federalists  con- 
tend that  it's  too  early  to  write  off  a 


united  Canada,  the  gi-owing  possibility 
of  sovereignty  is  hurting  the  Quebec 
economy.  The  province  has  undei-per- 
formed  Canada  for  two  consecutive 
years.  Last  year,  Quebec  grew  just 
1.6%,  down  fi-om  8.9%-  in  1994,  the  Na- 
tional Bank  of  Canada  says. 

As  the  gloom  mounts,  Que- 
bec's housing  industry  has 
gi'ound  to  a  viitual  standstill, 
as  well.  With  fears  gi'owing 
that  sovereignty  would  prompt 
an  exodus  of  companies  and 
individuals,  housing  starts 
there  fell  43%  in  1995,  to 
8,000,  the  lowest  level  since 
I'ecord-keeping  began  in  1965. 

Business  leaders  fear  this 
is  just  a  taste  of  the  bitter 
medicine  to  come.  A  new  BOUCHARD: 
survey  by  the  Conseil  du  office  with 
Patronat,  which  represents  populariti/ 
Quebec's  largest  companies, 
reports  that  only  33%-  of  Quebec  execu- 
tives feel  economic  conditions  are  "good 
or  very  good,"  down  from  63%  a  year 
ago.  "We  have  to  accept  the  tnie  seri- 
ousness of  the  risks  we  are  nmning,"  ai-- 
giies  Bank  of  Montreal  Chairman  Mat- 
thew W.  Barrett.  He  predicts  that  a 
breakup  of  Canada  would  depress  Que- 
bec's economy  by  7%.  "in  the  fii"st  year 
alone"  and  cost  Canada  up  to  $150  bil- 
lion of  lost  growth  over  five  years. 


ON  HOLD:  Many  Montreal  clothing 
makers  will  put  off  investments 

Indeed,  companies  are  already  gear-  , 
ing  up  contingency  plans.  Canadian  Pa- 
cific Ltd.  has  announced  plans  to  move 
the  headciuarters  of  its  CP  Rail  System 
unit  fi-om  Montreal  to  Calgaiy.  Although 
CP  ai'gued  it  was  following  its  customers 
to  western  Canada,  the  move  sent  shiv- 
ers thi-ough  corporate  Montreal.  Bank  of 
Montreal  is  also  warning  that  it  may 
move  its  head  office  out  of  Quebec  if 
the  province  sphts  with  Canada. 
PLUNGING  CONFIDENCE.  Other  companies 
chartei'ed  to  do  business  in  Canada,  such 
as  Ail-  Canada  Inc.  and  telecommunica- 
tions giant  BCE  Inc.,  could  follow.  "You 
name  me  a  company  with  pan-Canadian 
(ji'  North  American  interests  now  head 
ciuartered  in  Montreal,"  says  Gordon 
Ritchie,  chief  executive  of  Ottawa-based 
ti-ade  consultants  Strategico  Inc.,  "and 
you've  named  a  company  looking  at  mov- 
ing out. 

Even  companies  such  as  General  Mo- 
tors Corp.,  which  produces  its  entire 
output  of  Chevrolet  Camaros  and  Pon- 
tiac  Firebirds  at  its  plant  in  Sainte 
Therese,  Que.,  face  uncertainty.  No  one 
knows  how  quickly  an  independent  Que- 
bec would  be  admitted  to  the  Norlh 
American  Fi'ee  Ti'ade  Agreement.  "It 
would  complicate  our  lives  tremendous- 
ly if  we  didn't  have  the  free-trad 
agreement  to  ship  duty-fr-ee  into  th 
LI.  S.  and  Mexico,"  warned  cm  of  Canada 
Pi'esident  Maur-een  Kempston  Darke 
at  the  Montr-eal  auto  show  on' 
Jan.  9. 

Such   plunging  husinessi 
confidence  has  already  caught: 
Boucharxl's  attention.  To  buckl' 
up  traist,  he's  pr'omising  hisj 
fii'st  priority  will  be  a  "vigor  j 
ous  housecleaning"  of  Que-iJ 
bee's  bloated  public  sector| 
That's  long  overdue.  Quebec's! 
total  debt  burden  is  higher! 
than  that  of  any  province  ex  ' 
cept  depr-essed  Newfound 
;  Takniy    land,  and  Quebec  is  the  only 
a  67%      pr'ovince  that  has  yet  to  vigji 
rating     or'ously  attack  its  deficit,  noV| 
$3   billion.   Boucharxl  alscj! 


j)ledges  to  delay  another  referendum 
pr'obably  until  next  yeai'. 

But  these  measiu-es  don't  addr-ess  th( 
fimdamental  pr-oblem;  Bouchar-d's  goa 
is  to  make  Quebec  a  sover-eign  country 
And  he'll  take  office  with  a  lofty  67k 
popularity  r'ating,  "the  highest  ever  re 
corded"  for-  a  Quebec  Premier,  says  polll 
ster  Jean-Marc  Leger.  No  wonder  busif 
ness  is  hedging  its  bets. 

By  William  C.  Symmids  in  Montrea 
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Ah,  what  a  day  it  was. 


You  visited  the  cash  machine.  It  worked. 


You  made  a  plane  reservation.  It  worked. 


You  filed  an  insurance  claim.  It  worked. 


You  made  a  mortgage  payment.  It  worked. 

And  it's  all  because  OS/2  has  a  rather 
attractive  feature.  It  works. 


Can  your         Computer  operating  systems  may  not 
software         he  your  liles  passion.  But  even  iJ  you ve 

do  this?  .     .  r  i 

never  sat  down  in  tront  oi  a  computer 
before,  you're  probably  a  certified  user  of  OS/2: 

That's  because  all  around  you,  businesses  that  can't 
aftbrd  to  interrupt  theii'  service  for  even  a  second  depenr] 
on  OS/2  to  run  many  of  their  computer  systems. 

Chances  are,  youVe  using  OS/2  wIkmi  you  step  up  to 
the  cash  machine  or  make  a  paynKMit  on  your  mortgage. 
\bu're  using  it  when  you  file  a  claim  witb  l^'ii-emans  Fimfl 
Insurance  Company,  use  Amtralv's  self-ticketing  kiosks  or 
enjoy  home  delivery  from  select  ICFC  restaurants. 
Across  every  industiy  OvS/2  (along  with  its  latest 


release,  OS/2  Warp  Connect)  provides  a  relialile.  32-bit 
foundation  for  advanced  distributed 
inlormation  systems.  It  also  allows 
companies  to  standardize  on 
one  common  system  across  all 
their  diverse  computing  platlbrms, 
from  notebooivs  and  desktops  to  servers  of  every  size. 

To  learn  more  about  how  you  can  use  OS/2  to  help 
run  your  company  mon^  efficiently  call  1  800  IBM-3.333, 
ext.  EAllO,  or  visit  us  at  http://www.software.ibm.com. 
YoifU  see  how  OS/2  ( 'an  =  =^  =  = 

make  a  difterence  in  your  —       —  ~  ^,5, 

business.  And  in  your  lite.       Solulions  for  a  small  planet" 


OS/2  Waip  Conned  Fullpack  is  available  from  IBM  loi  $189  by  calling  1  800 IBM-3333,  exi  EA110  In  Canada,  please  call  1  800  IBM  CALL,  exi  1290  Reseller  prices  may  vary  The  IBM  home  page  is  located  at  htlp  //www  ihm  com  IBM  and  OS/3 
are  registered  Irademarks  and  Ihe  OS/2  logo  and  Solutions  lor  a  small  planet  are  trademarks  ol  International  Business  Machines  Corporation  ©  1996  IBM  Coip  All  rights  reserved 
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EDITED  BY  STANLEY  REED 


JAPAN:  THE  BANKING  SCANDAL 
GOULD  HAMSTRING  HASHIMOTO 


Tokyo's  normally  placid  political  district  is  seething  these 
days.  Riot  poUce  are  linging  the  fortress-like  walls  of  the 
Ministry  of  Finance.  On  Jan.  21,  a  right-wing  group 
rammed  a  bus  into  the  central  gate  of  Japan's  Diet  building. 
Bullhorns  now  blare  out  anti-government  slogans  to  tlirongs 
of  angi'y  demonstrators. 

The  government  is  feeling  extreme  heat  from  the  public  be- 
cause of  a  proposed  $6.8  billion  rescue  of  seven  banki'upt 
housing  loan  coi-porations,  or  jiisen.  A  monster  scandal  seems 
to  be  bi'ewing  that  could  bog  down  the  Japanese  poUtical  sys- 
tem for  months.  Piime  Minister  Ryutai'o 
Hashimoto,  whom  the  ruling  coalition 
brought  in  as  a  dynamic  fresh  face  on 
Jan.  11,  is  in  danger  of  being  crippled  in 
his  fii'st  weeks  in  office. 

What  has  infuiiated  taxpayers  is  the 
prospect  that  they  will  have  to  foot  the 
bill  for  extraordinary  negligence  if  not 
outright  criminal  activity.  During  the 
go-go  late  1980s,  the  jusen  went  way 
beyond  their  original  home  mortgage 
businesses  and  lent  wildly  for  office 
buildings,  golf  courses,  and  other  risky 
deals.  Some  of  the  money  went  to 
yakuza  criminal  gangs  (BW — Jan.  29). 
The  regulators  and  mainline  banks  stood  by  and,  mysteriously, 
did  almost  nothing  to  stop  this  activity.  An  incredible  89%  of 
the  jusen's  $100  billion  loan  portfolio  has  gone  sour 

The  opposition  leader-,  Ichii'o  Ozawa,  has  ah'eady  jumped  on 
the  jusen  affaii"  as  a  vehicle  to  trash  Hasliimoto.  The  two  men 
are  likely  to  lead  their  respective  camps  in  a  general  election 
later  this  year.  Ozawa  giilled  Hashimoto  in  the  Diet  on  Jan. 
24,  demanding  that  he  drop  the  bailout. 

If  that  happens,  there  could  be  major  consequences  for 
the  big  Tokyo  banks.  They  have  already  agreed  to  forgive 
$60  billion  in  jusen  loans.  Now  the  bill  could  go  up.  Fuji 
Bank  Ltd.  and  Hokkaido  Takushoku  Bank  Ltd.  are  already 


A  bus 


planning  to  take  big  jusen-re\-dted  losses  in  the  fiscal  yeai- 
ending  in  March.  And  Moody's  Investors  Service  lowered  its 
rating  on  Sakura  Bank  Ltd.  and  Long-Term  Credit  Bank  of 
Japan  Ltd.  on  Jan.  23,  citing  debt  problems  related  to  the 

jusen. 

CLIPPING  WINGS.  But  there  seems  no  stopping  the  mush- 
rooming scandal.  Hashimoto  has  agreed  to  a  major  Diet  in- 
quiry into  the  jusen  problem.  Before  this  is  over  Liberal 
Democratic  Party  stalwarts,  ex-MOF  bureaucrats,  and  other 
prominent  members  of  the  establishment  are  going  to  face  se- 
rious embarrassment.  Ozawa's  aides  are 
determined  to  expose  links  between 
Hashimoto's  Liberal  Democratic  Party 
and  the  jusen.  Ozawa's  New  Frontier 
l)arty  has  set  up  a  fax  hotline  for  the 
public  to  send  in  tips. 

Ozawa  will  also  tiy  to  use  the  scandal 
to  accomphsh  one  of  his  pet  goals:  clip- 
ping the  bureaucrats'  wings.  Already, 
Yoshitaka  Murata,  an  ex-MOF  career  of- 
ficial, admitted  on  Jan.  9  that  he  re- 
ceived $190,000  in  director's  compensa- 
tion from  an  Osaka-based  real  estate 
company  that  is  deeply  indebted  to  the 
jusen.  Murata,  however,  has  agreed  to 
pay  the  money  back.  One  question  that  Ozawa  will  be  asking 
is  what  dozens  of  ex-MOF  officials  did  to  gain  lucrative  jusen 
jobs. 

But  whether  Ozawa  will  be  able  to  use  the  juseyi  affair  as 
his  ticket  to  power  is  an  open  question.  The  New  Frontier 
chiefs  also  may  have  jusen  ties  that  will  come  out  in  the 
probes.  Ozawa  is  a  pro  but  his  party,  says  political  lobbyist 
Dan  Harada,  "is  absolutely  no  match  for  the  entire  brain 
ti-ust  of  the  LDP."  Still,  the  jusen  affair  is  at  the  veiy  least  go- 
ing to  further  Hven  what  was  already  looking  like  a  stimu- 
lating pohtical  year  in  Japan. 

By  Brian  Bremner  in  Tokyo 


into  the  Di 


GLOBAL  WRAPUP 


VENEZUEU6ETS  OIL  BUCKS 

►  Global  oil  heavyweights  are  scram- 
bling to  regain  footholds  in  Venezuela 
two  decades  after  the  country  nation- 
alized its  oil  industry.  International 
consortiums  led  by  Mobil  Oil  Corp. 
and  Conoco  Inc.  were  among  the  win- 
ners in  a  sale  of  exploration  tracts  put 
on  the  block  by  cash-strapped  state 
oil  monopoly  pdvsa  in  a  week-long 
auction  starting  on  Jan.  22.  The  sale 
is  expected  to  trigger  $1  billion  worth 
of  exploration.  Despite  tough  terms, 
companies  are  drawn  by  Venezuela's 


track  record  as  a  major  producer,  its 
infrastructure,  and  relative  political 
stability. 

FIDEL  DRAWS  INVESTORS 

►  Continuing  to  end-run  the  Ameri- 
can embargo,  Cuba's  President  Fidel 
Castro  recently  signed  two  high-pro- 
file deals.  WMC  International  Ltd.,  an 
Australian  mining  company,  agreed 
to  a  65-35  joint  venture  with  Cuba's 
Commercial  Caribbean  Nickel  to  tap 
the  island's  huge  nickel  reserves  in  a 
transaction  valued  at  $500  million. 
WMC  joins  about  20  other  foreign 


mining  companies  in  Cuba.  Nickel  is 
the  island's  third-largest  hard  cur- 
rency generator,  behind  sugar  and 
tourism. 

Cuba's  tourism  sector  also  got  a 
boost  with  the  announcement  that 
Club  Mediterranee  will  market  and 
manage  a  300-room  resort  scheduled 
to  open  in  November.  Such  deals  have 
helped  Cuba  turn  a  corner  in  its  eco- 
nomic struggle.  After  falling  about 
35%  between  1989  and  1993,  gross  do- 
mestic product  is  now  forecast  to  reg- 
ister 5%  growth  this  year,  double  last 
year's  rate. 


B7  BUSINESS  WEEK  /  FEBRUARY  5,  1996 


Announcing  the 
future  of  trading 


from  one  of  the 
biggest  names  in  trading. 

e.Schwab  is  the  new,  state-of-the-art  computerized  trading  service  that 
lets  you  combine  the  two  things  you  need  most  in  your  trading:  a  low  commission  of 
just  $39  for  stock  trades  up  to  1,000  shares  and  the  confidence  of  knowing  that  you're 
trading  with  Charles  Schwab. 

e.Schwab  gives  you  a  higher 
level  of  control,  convenience  and 


$39  a  Trade 


(click) 


Stock  Commission  Comparison* 

100  Shares 

(?'  $25  Per  Shaie 

300  Shares 

CSS25Per  Share 

1,000  Shares 

@S25  Per  Share 

e.Schwab 

$39.00 

$39.00 

$39.00 

PC  Financial 
Network 

$40.00 

$80.00 

$140.00 

Fidelity 
On-Line  Express" 

$48.60 

$90.90 

$139.05 

capability.  You  can  access  your 
portfolio,  create  charts  and 
graphs,  and  get  quotes  24 
hours  a  day,  seven  days  a 
week.  What's  more,  if  you 


trade  eligible  Nasdaq 
stocks,  you'll  have  the 
opportunity  tor  price 
improvement  on 
qualified  orders**  through  Schwab's 
Assurance  Trading  technology. 

At  last,  your  computer  expertise 
has  its  rewards. 


In  this  market,  time  is  money. 
Act  now  and  save  both. 

You  can  get  e.Schwab  software  along  with  one  company 
report,  50  real-time  quotes,  60  minutes  of  access  time  to 
S&P  MarketScope®  and  one  month  of  Reuters®  Money 
Network — a  $140  value.  |ust  open  an  account  with  a 
$5,000  minimum  balance  before  March  31, 1995.  Call: 

1-800-e-Schwab 

1-800-372-4922 
htip //www  Schwab  com 


•Based  on  a  December  21, 1995,  survey  conducted  by  Schwab. Commission  rates  surveyed  are  for  stocl(s  and  may  vary  for  other  products,  Schwab  charges  a 
small  fee  to  register  and  ship  security  certificates.  "Qualified  orders  include  market  and  market -type  limit  orders  of  100  shares  or  more  received  during 
market  hours  in  Nasdag  stocks  in  which  our  affiliate  market  maker  makes  a  market  up  to  order  size  limits.  Schwab  reserves  the  nght  to  change  and/or 
suspend  automatic  execution  limits  and  Assurance  Trading  on  one  or  more  securities  due  to  unusual  market  conditions  or  other  circumstances.  Other 
conditionsandrestrictionsapply  to  Assurance  Trading.  ",i1996  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE,  (1/96) 


Science  &  Technology 


MEDICINE 


IS  THERE  A  CURE 
FOR  OBESITY? 

Could  be-and  drugmakers  are  determined  to  find  it 


For  obesity  sufferers,  it's  been  a 
painfully  long  dry  spell.  The  last 
new  drug  to  treat  the  condition 
was  appi'oved  in  1974,  and  it  could 
only  be  used  for  three  months.  Since 
then,  restrictive  diets  and  exercise  were 
the  only  treatment  options  for  the 
60  million  or  so  obese  adults.  It's  a 
strategy  that  has  failed.  Obesity 
costs  Americans  a  stagger- 
ing $100  billion  in  health- 
care costs  and  weight-loss 
schemes,  according  to  the 
U.  S.    Surgeon  General. 
Now,  finally,  there's  hope 
for  a  little  relief. 

The  Food  &  Drug  Ad- 
ministration is  considering 
two  promising  new  treat- 
ments for  obesity  and  a 
third  is  expected  in  a  year 
or  so.  These  dings  are  not 
magic  bullets.  In  clinical  tii- 
als,  they  achieved  only 
about  a  10%  reduction  in 
weight  even  in  conjunction 
with  diet  and  exercise  reg- 
imens. There's  no  guaran- 
tee that  the  drugs  will 
work  long  term,  and  the 
FDA  is  likely  to  set  high 
standards  for  approval.  But 
the  drugs'  appearance  is 
the  first  clear  sign  that 
such  companies  as  Hoff- 
mann-La Roche  Inc.  and 
Knoll  Pharmaceutical  Co. 
are  pursuing  what  could  be 
a  $3  billion  or  more  mar- 
ket. "We  are  seeing  drug 
companies  that  we've  not 
seen  in  years,"  says  Dr.  Su- 
san Z.  Yanovski,  who  heads 
the  National  Task  Force  on 
the  Prevention  and  Treat- 
ment of  Obesity. 

The  big  change  is  related 
to  a  fundamental  shift  in 
how  obesity  is  viewed.  Doc- 
tors have  concluded  that 
o>)esity,  once  deemed  a  lack 
of  will,  is  a  chronic  illness 


much  like  diabetes  and  must  be  treated 
long  term.  The  fda  is  following  suit. 
All  drugs  up  for  approval  must  be  safe 
and  effective  for  at  least  a  year,  and 
most  states  are  rescinding  their  thi'ee- 
month  restriction  on  new  dnjgs. 


A  Timetable  For 
Fat-Fighting  Drugs 

For  the  first  time  in  some  20  years,  a  drug  to  treat 
obesity  is  up  for  FDA  approval.  With  a  surge  in 
research,  more  are  likely  to  follow. 


IN  TWO  YEARS 


DEXFENFLURAMiNE  Decredses  appetite  by  promoting  the 
release  of  serotonin  and  preventing  its  uptake  in  the  brain. 
Interneuron  with  Wyeth-Ayerst  Laboratories 
siBUTRAMiNE  Also  reins  in  appetite  by  preventing  uptake  of 
serotonin,  as  well  as  another  brain  chemical  called  noradren 
aline.  Knoll  Pharmaceutical 

ORLisTAT  Promotes  weight  loss  by  blocking  fat  digestion. 
Hoffmann-La  Roche 


IN  THREE  TO  FIVE  YEARS 


BETA-3  ADRENERGIC  AGONISTS  Treat  obesity  by  speeding 
up  the  body's  energy  expenditure.  Wyeth-Ayerst  Laboratories 
ccK-A  PROMOTER  CCK-A  is  a  hormone  found  in  the  gut  that 
seems  to  inhibit  eating.  The  idea  is  to  enhance  its  effect. 
Astra,  Glaxo-Wellcome 


IN  FIVE  TO  TEN  YEARS 


OB-PROTEIN  Found  naturally  in  the  body,  this  protein  reduces 
appetite  and  speeds  up  fat-burning  in  mice.  Amgen 
OB-RECEPTOR  Researchers  are  designing  drugs  that  would 
help  convey  the  message  normally  delivered  when  the  Ob  pro- 
tein binds  to  its  receptor.  Hoffmann-La  Roche  w/Millennium 
NEUROPEPTiDE-Y  This  brain  chemical  seems  to  promote 
feeding  behavior  in  animals.  Blocking  its  effects  could 
reduce  appetite.  Neurogen  with  Pfizer,  Synaptic  Pharmaceutical 

DATA  DECISION  RESOURCES  AND  BUSINESS  WEEK 


This  view  of  obesity  reflects  a  wave 
of  recent  findings.  One  key  development 
was  the  discovery  last  March  of  the  so- 
called  Ob-gene  and  its  related  protein, 
leptin.  Some  20  genes  may  play  a  role  in 
obesity — and  more  are  expected.  Scien- 
tists are  hunting  down  brain  chemicals 
that  regulate  hunger,  and  they're  ex- 
ploring why  one  person  bums  fat  faster 
than  another.  The  result  is  a  clearer 
picture  of  what  causes  obesity  and  how 
best  to  treat  it.  "New  treatments  vdll  be 
designed  on  a  rational  basis  having  to 
do  with  our  knowledge  of  how  body 
weight  is  regulated  at  the  molecular 
level,"  says  Dr.  Jeffi-ey  M.  Friedman,  a 
reseai'cher  at  the  Howard  Hughes  Med- 
ical Institute  at  Rockefeller  University 
in  New  York. 

The  first  new  generation  of  drugs  is 
just  beginning  to  meet  this  criterion. 
The  dmg  closest  to  market,  dexfenflu- 
ramine,  made  by  Interneuron 
Phamiaceuticals  Inc.  in  Lex- 
ington, Mass.,  already  is 
available  in  65  countries.  It 
reduces  appetite  by  in- 
creasing the  levels  of  sero- 
tonin in  the  brain.  Recom- 
mended by  an  advisory 
committee  to  the  fda,  it 
now  awaits  approval.  Next 
in  line  is  sibutramine,  which 
was  submitted  to  the 
agency  in  August  and  is 
made  by  Knoll.  It  prevents 
uptake  of  serotonin  as  well 
as  another  brain  chemical 
called  noradrenaline,  which 
is  involved  in  metabolism. 
GUT  REACTION.  The  third 
ding  nearing  the  market  is 
Roche's  orlistat,  which  pre- 
vents the  intestines  from 
absorbing  about  one-third 
of  the  fat  a  person  con- 
sumes. The  ding  is  in  late 
clinical  trials  and  could  be 
approved  within  two  years, 
says  Dr  Arthur  Campfield, 
a  research  leader  in  the  de- 
partment of  metabohc  dis- 
eases at  Roche. 

Beyond  these  early  en- 
tries, a  handful  of  other 
drugs  may  be  ready  within 
five  years.  Drugs  called 
beta-3  adrenergic  agonists 
work  by  increasing  the 
body's  energy  expenditure.^ 
Wyeth-Ayerst  Laboratories 
Inc.  already  has  one  in  clin- 
ical trials.  Another  approach 
is  to  look  at  compounds  thati 
control  when  people  are  sa- 
tiated. An  example  is  ccK-A, 
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A  selection  of  domestic  equity 
funds  that  offer  performance, 
quality,  and  consistency. 


In  over  55  years  of  managing  invest- 
ments, we've  tried  to  do  what's  best  for 
our  clients.  To  us  that  means  recogniz- 
ing not  only  the  importance  of  returns 
but  also  of  risk. 

We're  pleased  that  our  efforts  have 
resulted  in  the  Morningstar  ratings 
shown  here.  In  large  measure,  these  rat- 
ings reflect  the  thorough,  fundamental 
stock  analysis  that  backs  every  equity 
fund  at  T.  Rowe  Price,  through  every 
market  environment,  regardless  of  the 
fund's  objectives  or  management  style. 

To  learn  more,  call  today  for  a  free 
report  on  any  of  our  domestic  stock 
funds.  As  with  any  stock  fund,  there 
will  be  price  fluctuation.  The  funds 
were  rated  among  1,336;  939;  and  491 
equity  funds  for  the  3-,  5-,  and  10-year 
periods  ended  1 1  /30/95,  respectively. 
The  minimum  investment  is  $2,500  per 
fund  ($1,000  for  IRAs).  100%  no  load. 


Morningstar  risk-adjusted  performance 
ratings  for  the  periods  ended  1 1/30/95 ' 


Fund 

Overall 

3yr 

5yr 

10  yr 

Balanced 

★  ★★★ 

★★★★ 

★★★ 

★  ★★* 

Capital  Appreciation 

★★★★ 

★  ★★★ 

Equity  Income 

★★★★★ 

★*★★* 

★★★★ 

★★★★★ 

Growth  &  Income 

★★★★ 

*★★★ 

★★★★ 

★  ★* 

Growth  Stock 

★  ★★* 

★★★★ 

★★★★ 

★★★ 

Mid-Cap  Growth 

★★★★★ 

★★★★★ 

New  America  Growth 

★  ★★★ 

★  ★★★ 

★★★★★ 

★★★★ 

New  Era 

★★ 

★★★ 

New  Horizons 

★  ★★★ 

★★★★★ 

★★★★★ 

★  ★★ 

OTC 

★  ★* 

★★★★★ 

★★★★ 

★  ★ 

Science  &  Technology 

★★★★★ 

★★★★★ 

★★★★★ 

Small-Cap  Vahie 

★★★★★ 

★★★★★ 

★  ★★★★ 

Spectrum  Growth 

★  ★★★ 

★★★★★ 

★★★★ 

The  following  fiinds  have  performance  records 
of  less  than  3  years,  and  therefore  are  not  rated. 
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Personal  Strategy  Bahmced 
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1-800-541-7853 
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nioiiey.  T  Rowe  I'rice  investment  Services,  Inc..  Distributor  '  di  ooj'nm.s 


Science  &  Technology 


a  hormone  produced  by  the  gut  that 
tells  the  brain  a  person  is  full.  Re- 
searchers at  Astra  Arcus  usA  in 
Rochester,  N.  Y.,  ai'e  testing  a  drug  that 
can  boost  this  effect  in  humans. 

Others  are  working  on  neuropeptide- 
Y,  a  substance  in  the  brain  that  causes 
rats  to  overeat.  The  idea  is  to  block  its 
effect  in  people.  Neurogen  Corp.  in 
Branford,  Conn.,  along  with  Pfizer  Inc., 
filed  on  Dec.  13  for  permission  to  begin 
trials  of  such  a  drug.  Synaptic  Phai-ma- 
ceutical  Corp.  in  Paramus,  N.J.,  also  is 
pursuing  an  NPY  blocker. 
TOUGH  SELL  Clinicians  are  most  excited 
about  the  potential  payoff  from  genetics 
research.  Since  discovering  the  Ob-gene 
last  year,  researchers  have  found  that 
the  Ob-protein,  or  leptin,  is  released  by 
fat  cells  in  the  body.  It  travels  to  the 
hypothalamus,  at  the  base  of  the  brain. 
There  it  binds  with  the  Ob-receptor  and 
touches  off  a  chemical  cascade  that  sui> 
presses  appetite.  Leptin  also  may  tell 
the  body  to  burn  more  fat. 

So  far,  though,  leptin 's  fimction  in  hu- 
mans is  miu'ky.  Amgen  Inc.  is  hoping  to 
inject  people  with  the  protein  to  see  if 
they  lose  weight.  The  sticking  point  is 
that  some  obese  people  already  have 
high  levels  of  leptin  in  their  blood- 
stream. Giving  them  more  may  not  have 
an  effect.  "I  think  the  jury's  still  out 
on  whether  leptin  could  be  a  dioig  or 
not,"  says  Friedman,  leader  of  the  team 
that  isolated  the  Ob-gene  and  -protein. 

Camjjfield's  gi-oup  at  Roche  is  focus- 
ing moi'e  on  the  Ob-receptor.  The  com- 
pany, with  Millennium  Pharmaceuticals 
Inc.  in  Cambridge,  Mass.,  found  the  re- 
ceptor in  December  and  deteiTnined  that 
leptin  does  bind  to  it.  The  problem,  says 
Campfield,  seems  to  be  getting  the  fat- 
fighting  message  through  to  cells  in  the 
hy]:)othalamus.  His  gi'oup  is  working  on 
finding  small  molecules  that  can  facilitate 
this  connection.  "I  think  we  could  get 
lucky  here,"  says  Campfield. 

Finding  a  profitable  dnig  likely  will 
retjuire  a  little  luck.  Researchers  be- 
lieve obesity  results  fi-om  a  number  of 
genetic  and  environmental  factoi's.  The 
hope  is  that  doctors  will  one  day  have 
an  arsenal  of  drugs  to  tailor  treatment. 

There  is  still  doubt  about  how  effec- 
tive any  one  treatment  can  be.  Eating  is 
an  instinct:  Use  a  dmg  to  interfere  with 
one  pathway  and  anothei'  might  take 
over,  says  Dr.  Richard  L.  Atkinson,  di- 
I  rect(jr  of  the  Beers-Mui-j^hy  Clinical  Nu- 
I   tritional  Center  at  the  University  of 
Wisconsin-Madison.  "There  may  be  a 
v/hole  lot  of  signals  telling  the  body  it 
j  should  be  fatter" 

I  Another  hurdle  for  obesity  drugs  is 
j   the  I'DA.  The  agency  released  prelimi- 


nary guidelines  on  these  therapies  in 
1994,  and  they  still  are  "evolving,"  says 
Dr.  Leo  Lutwak,  an  fda  medical  officer. 
Questions  remain  as  to  how  long  studies 
must  last  and  what  amount  of  weight 
loss  is  optimal.  Some  fda  advisers  want 
the  diTjgs  to  also  reduce  the  incidence  of 
such  obesity-related  problems  as  dia- 
betes or  hyi^ertension. 

Because  obesity  isn't  directly  life- 
tbreatening  like  aids  or  cancer,  the  risk 
of  taking  a  drug  long  term  is  weighed 
carefully  against  the  benefit  of  weight 
loss.  This  hesitancy  makes  some  weight- 
loss  advocates  impatient.  "I  don't  think 
approval  of  antiobesity  dnigs  falls  on  a 
very  sympathetic  advisory  committee 
or  FDA,"  says  committee  member  Ju- 
dith S.  Stern,  a  professor  of  nutrition  at 
the  University  of  Cahfomia  at  Davis. 


Perhaps  sensing  thiis,  EU  Lilly  &  Co. 
withdrew  its  obesity  drug  Lovan — a 
Pi-ozac-like  compound — fi-om  review  at 
the  FDA,  citing  costs  recjuired  for  two- 
year  studies.  Dexfenfluramine  was  nar- 
rowly recommended  amid  much  dissent, 
including  wonies  about  its  effect  on  the 
brain.  It  has  opponents  even  among 
some  obese  people. 

Still,  this  level  of  controversy  is  in- 
evitable in  such  a  new  area,  says 
Richaixl  E.  Gammans,  vice-president  for 
clinical  research  at  Interneui'on.  "We're 
at  the  stage  now  in  obesity  drags  that 
we  were  with  drugs  for  depression  15 
years  ago."  It  could  take  years  before 
obesity  suffering  is  traly  alleviated. 

By  Naomi  Freundlich  in  New  York, 
with  Colleen  M.  Scmber  in  Boston  mid 
John  Carey  in  Washington 


FOR  SOME.  IT'S  BEHER 
SAFE  THAN  SVELTE 


Lynn  McAfee  has 
reason  to  be 
waiy  of  obesity 
drugs.  By  the  age  of 
6,  McAfee  was  taking 
amphetamines,  digi- 
talis, and  diuretics  to 
treat  her  weight 
problem.  The  dnigs — 
given  to  millions  of 
overweight  people — 
took  a  toll.  "Many  of 
us  were  very  serious- 
ly damaged,"  she 
says.  McAfee,  now  46 
and  a  director  of  the 
Council  on  Size  & 
Weight  Discrimina- 
tion, an  advocacy 

group,  had  to  overcome  amphetamine 
addiction  as  well  as  psychological 
trauma. 

This  history  explains  why  McAfee 
and  other  advocates,  such  as  the  Na- 
tional Association  to  Advance  Fat 
Acceptance  (naafa),  oppose  approval 
of  the  latest  obesity  drag,  dexfenflu- 
ramine, made  by  Interneuron  Phar- 
maceuticals Inc.  Even  though  the 
dioig  is  available  in  65  countries, 
McAfee  says  she  is  troubled  by  re- 
ports of  brain  toxicity  in  monkeys 
and  the  increased  incidence  of  a  veiy 
rare  disordei- — primary  pulmonary 
hypertension  (pph),  which  affects 
blood  vessels  feeding  the  lungs. 

McAfee  recognizes  that  many 


ACTIVIST  McAFEE:  She  vows 
to  attend  new  drug  hearings 


obese  people  are 
clamoring  for  these 
new  dioigs.  But  she 
worries  that  society  is 
biased  against  over- 
weight people,  leading 
to  a  weight-loss-at- 
any-cost  attitude  and 
approval  of  dangerous 
drugs. 

"DETERMINED."  Bobby 
W.  Sandage  Jr.,  execu- 
tive vice-president  for 
research  and  develop- 
ment at  InteiTieuron, 
doesn't  see  dexfenflu- 
ramine as  harmful.  He 
says  that  neurotoxici- 
ty  was  seen  in  ani- 
mals only  at  doses  gi'eater  than  30 
times  those  given  humans.  In  year- 
long tests  on  humans,  there  were  no 
adverse  brain  effects.  As  for  pph, 
Sandage  says  the  drug,  along  with 
obesity  itself,  does  increase  the  inci- 
dence slightly.  "Risk-benefit  is  still  in 
favor  of  benefit,"  he  says. 

Assurances  aside,  McAfee  says  she 
will  personally  show  up  at  the  Food 
&  Drug  Administration  for  every 
obesity  dmg  review  possible.  Her 
goal:  "We're  determined  that  we're 
not  going  to  pay  again  foi'  dimgs  that 
harm  us  rather  than  help  us."  That 
may  mean  the  fda  decision  could  be 
political  as  well  as  medical. 

By  Naomi  Freundlich 
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Developments  to  Watch 


EDITED  BY  NEIL  GROSS 


A  NEW  GAUGE  FOR 
AIDS  TREATMENTS 

THE  EVALUATION  OF  AIDS 

therapies  is  a  tricky  busi- 
ness. Waiting  until  a  drug- 
regimen  shows  a  clear-cut 
effect  in  extending  life  or 
reducing  secondary  infec- 
tions may  take  years. 
And  measures  of  a  treat- 
ment's effectiveness  now 
in  use  are  less  predictive 
than  doctors  would  like. 
For  example,  it's  clear 
that  a  big  drop  in  the 
numbers  of  an  immune 
system  cell  called  CD4  is 
a  bad  sign.  But  a  small, 
drug-induced  rise  in  CD4 
counts  doesn't  necessarily 
help.  Doctors  and  aids  ac- 
tivists think  there  may  be 
a  better  gauge  of  a  pa- 
tient's progi'ess:  directly 
measuring  the  amount  of 
virus — the  viral  load — in 
the  body. 

Now  there's  fiiTn  proof 
that  it  works.  To  evaluate 
a  new  aids  drug,  Phamna- 
cia  &  Upjohn  Co.  is  using 
a  sensitive  test,  polymer- 
ase chain  reaction  (pcr),  to 
measm-e  viral  load.  The 
preliminaiy  results,  an- 
nounced on  Jan.  17,  are 
striking.  ^Subjects  who 
started  the  trial  with  less 
vims  took  longer  to  get 
sick  than  those  harboring 
more  Hiv.  And  those  in 
whom  the  dnag  cut  viral 
levels  90%  were  five  times 
less  likely  to  die  or 
progress  to  more  serious 
stages  of  the  disease.  That 
means  the  amount  of  vii-us 
is  "a  very  powei'ful  predic- 
tor," says  aids  activist 
Ben  Cheng  of  Project  In- 
form. Clinicians  and  acti- 
vists are  now  pressui^ing 
insurers  and  hmos  to  pay 
for  PCR  vii-al  load  tests, 
which  cost  between  $125 
and  $250  each,  as  part  of 
normal  patient  cai'e. 


CHIRPING*  LASERS  THAT  CAN  SMASH  ATOMS 


EVEN  BEFORE  THE  GIANT, 

-$11  billion  Superconducting 
Super  Collider  (ssc)  was 
scrubbed  in  1993,  an  inter- 
national band  of  scientists 
was  chasing  a  much  cheaper 
alternative:  an  atom-smash- 
er small  enough  to  sit  on  a 
laboratory  table  and  allow 
any  university  lab  to  probe 
the  frontiers  of  subatomic 
physics. 

Well,  splitting  atoms  on  a 
table  is  no  longer  the  stuff 
of  distant  dreams.  Gerard  A. 
Mourou,  director  of  the  Uni- 
versity of  Michigan's  Ultra- 
fast  Optical  Science  Center, 
is  convinced  that  semicon- 
ductor lasers  can  match  the 
ssc's  power — or  even  top  it. 
The  key  is  using  one  laser 
pulse  to  drill  a  hole  through 
a  gas,  creating  a  plasma 
tunnel  that  serves  to  guide 
subsequent  laser  pulses.  A 
following  pulse  can  then 
snare  electrons  in  its  energy 
field  and  push  them  to  atom- 
smashing  speeds. 

Accelerating  an  electron 


to  speeds  fast  enough  to 
split  an  atom  is  a  fimction  of 
distance.  In  normal  accelera- 
tors, it  takes  miles  of  elec- 
tromagnets to  get  up  the 
necessary  speed  and  energy. 
But  with  so-called  "chirping" 
lasers  that  Mourou  helped 
pioneer,  "we  could  achieve 
ssc  energies  in  just  a  few 
meters,"  he  says.  Chii-ping 
involves  stretching  a  laser 
pulse  so  its  energy  can  be 
ampUfied  many  times,  then 
compressing  it  into  an  ultra- 
short, ultrapotent  blast.  Be- 
fore the  plasma  tunnel, 
there  was  no  way  to  pre- 
vent these  pulses  from  rap- 
idly diffusing.  Optical  fibers 
wouldn't  woi'k  because 
chii-ped  pulses  would  vapor- 
ize the  glass. 

In  the  cuiTent  setup,  the 
pulses  travel  only  a  centi- 
meter. By  yearend,  Mourou 
hopes  to  extend  the  distance 
to  several  centimeters.  And 
scientists  are  already  work- 
ing on  plasma  tunnels  many 
meters  long  (photo). 


BEULAH, PEEL  ME 
A  VACCINE 


INNOVATIONS 


IT  MAY  NOT  BE  LONG  BEFORE  GETTING 

vaccinated  against  a  disease  is  as  easy 
as  eating  a  banana.  British  research- 
ers say  they've  found  a  commercially 
viable  way  of  gi'owing  medicines  from 
plants — an  advance  over  the  slow  and 
costly  fennentation  techniques  used  to 
produce  most  vaccines  today.  Axis  Ge-  ~  -  ' 

netics,  a  small  Cambridge  biotech  outfit,  first  infects  the 
plants  with  genetically  engineered  viruses.  These  in  turn 
j)roduce  stmctm^es  in  the  plant  leaves  that  contain  biological- 
ly active  proteins  and  protein  ft'agments,  called  peptides, 
that  can  be  used  as  vaccines. 

The  fii'st  peptides  produced  this  way  were  small  and  of  lim- 
ited usefulness.  Help  came  last  July  ft-om  scientists  at  the 
Scottish  Crop  Research  Institute  (scRi)  who  were  experi- 
menting with  the  same  technique.  They  altered  the  shape  of 
the  virus  particles  using  an  animal  protein  "overcoating." 
The  plants  then  began  producing  proteins  10  times  the  size  of 
earlier  peptides.  That  increase  makes  them  suitable  for  a 
variety  of  medicines,  says  Mike  Smith,  a  professor  at  SCRI. 


■  The  U.  N.  estimates  that 
there  are  100  million  land 
mines  buiied  in  64  countries 
around  the  world.  To  help  lo- 
cate them,  scientists  at  the 
Army  Research  Laboratory 
and  Mercmy  Computer  Sys 
tems  Inc.  in  Chelmsford, 
Mass.,  are  testing  new  mathe- 
matical algorithms  embedded 
in  computer  chips.  Radai'  sys- 
tems equipped  with  the  chips 
might  be  able  to  distinguish 
buried  pipes  from  bombs. 

■  British  glassmaker  Pilking- 
ton  PLC  says  it  has  a  new, 
environmentally  friendly  tech- 
nique for  making  miiTors:  It 
sandwiches  together  thin  lay- 
ers of  silicon  and  sihca  coat- 
ings, thus  reducing  depen- 
dence on  lead-based  paints 
and  other  harmful  chemicals. 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwfeb@businessweek.com 
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A  lot  of  pro  ^olfers"drwc  jor  shoiv  and  putt  for  doui^^h!' 
But  not  Tom  Kite.  Except  ivhcn  it  comes  to  showing 
off  Chrysler  Toivn  &  Country  LXi's  sleek  neiv  looks 
and  luxury  appointments ,  that  is. 

Because  in  aLLiitioii  to  America's  only  drivers  side  sliding 


do(yl^  arid  Easy  Out  Roller  Seats',"  Tou.ni  &  Counti'y  fias  luxm 
appointments  such  as  standard  leather-tmnmed  seats.  Fil 
and  i"ear  air  conditioning.  Front  dual  zone  temperat^ 
control.  A  lO-speaker  Infinity  Acoustic  10^"  sound  sysii. 
with  AM/FiM  cassette  and  CD  player.  And  personali^{ 


Drive  For  Show" 


note  entry,  xvherehy  two  different  drivers  can  pre- 
)gram  their  eight-way  seat  and  mirror  settings  and 
ivate  them  before  they  enter  the  vehicle. 
Add  in  extras  like  standard  ABS  brakes,  a  much  tighter 
ning  radius  for  greater  maneuverability,  arid  enough  room 


to  carry  six  of  Tom's  fellow  golfers,  and  it's  no  wonder  that 
our  friend  has  something  to  boast  about.  Golf  game  aside. 


Chrysler  Town  &  Country  LXi 
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Seniors 
Make  Their 

Mark 


By  Ron  Green 

The  pages  on  the 
calendar  turn, 
hair  grays,  lines 
deepen,  swings  grow 
shorter  and  less  certain, 
and  quietly,  unwittingly, 
champions  are  nudged 
aside  to  make  way  for 
new  champions.  It  is 
inevitable.  It  is  reason 
for  regret,  but  also  rea- 
son for  rejoicing. 

Their  tastes  in  food, 
books,  TV,  movies,  cloth- 
ing, politics,  philosophies  and  a  multitude  of 
other  things  are  as  diverse  as  their  faces  and  their 
golf  swings.  But  they  have  this  in  common:  they 
are  the  current  rulers  of  the  Senior  PGA  TOUR. 
They  were  the  Fab  Five  of  1995. 
They  can  get  the  ball  down  the  fairway  and 
into  the  cup,  and  they  did  it  better  and/or  more 
often  than  any  of  the  others  last  year.  They  were 
the  five  leading  money  winners  of  1995,  all  top- 
ping the  million-dollar  mark,  in  their  order: 
Colbert,  $1,444,386;  Floyd,  $1,419,545;  Stockton, 
$1,415,847;  Murphy,  $1,241,524,  and  Aoki, 
$1,041,766.  Among  them,  they  won  15  of  38 

A  good  measure  of  how  tough  it  has  become  is  tournament  victories 

official  Senior  TOUR  events  and  were  second  or 
tied  for  second  21  times.  They  banked  $6,563,068, 
close  to  20  percent  of  the  more  than  $32  million 
in  Senior  TOUR  purses. 

They  did  all  that  despite  occasional  forays 
onto  the  TOUR  by  Jack  Nicklaus,  the  arrival  in 
June  of  three-time  U.S.  Open  champion  Hale 
Irwm,  the  fact  that  Lee  Trevino  is  still  out  there 
stalking  trophies,  a  super  rookie  season  by  Bruce 


Summerhays  and  a  career 
year  by  J.C.  Snead,  among 
other  obstacles. 

A  good  measure  of  how 
tough  it  has  become  is  tour- 
nament victories.  Nobody 
won  more  than  four  tourna- 
ments in  1995.  It  was  the 
first  year  since  1984  that 
someone  didn't  win  at  least 
five.  In  1985,  Peter  Thomson 
won  nine.  In  1987,  Chi  Chi 
Rodriquez  won  seven. 

They  fill  space  once 
owned  by  Don  January, 
Miller  Barber,  Gene  Littler, 
Orville  Moody,  Lee  Elder, 
Thomson,  Bob  Charles, 
Bruce  Crampton,  George 
Archer,  Don  Bies,  Al 
Geiberger,  Mike  Hill,  Dale 
Douglass,  Charles  Goody. 
And,  of  course,  once 
owned  by  Hall  of  Famers  Arnold  Palmer, 
Gary  Player,  Billy  Casper,  Jack  Nicklaus, 
Trevino  and  that  irrepressible  showman, 
Rodriguez. 

Palmer  still  plays 
and  thrills  the  crowds 
-  but  doesn't  win  any- 
more. Player  won  once 
in  1995.  It  was  only  his  fourth 
victory  in  the  1990s.  Casper 
hasn't  won  since  1989.  Nicklaus 
plays  infrequently.  Trevino  is 
still  playing  well:  winning  twice 
in  1995  and  still 
chattering  away. 
But,  at  56,  even  he  acknowl- 
edges that  he  is  on  the  back 
nine  of  his  great  career. 
Rodriguez,  the  Senior 
tour's  most  entertain- 
ing player  and  a  22-time 
winner,  hasn't  picked 
up  a  trophy 
since  1993. 
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The  Fab  Five  of  1995  may  like  different 
foods,  books,  TV,  etc.,  but  there  has  to  be  some- 
thing they  all  have  that  brought  them  to  the  top. 

"They  play  a  lot  and  work  hard,"  said 
Trevino.  "Some  of  them  are  better  now  than 
they  were  25  years  ago  because  they're  work- 
ing more  at  it." 

J.C.  Snead,  who  flirted  with  the  top  five 
before  finishing  sixth  on  the  money  list,  said, 
"They're  all  very  good  putters.  Obviously,  they 
can  play  pretty  good,  too.  It's  not  all  done  with 
the  putters.  Stockton  hits  the  ball  better  now 
than  he  ever  has  because  he's  learned  more 
about  his  swing  and  proper  fundamentals." 

Stockton  says,  to  be  in  the  top  five,  "You 
have  to  have  an  all-around  game.  All  of  the 
players  at  the  top  are  going  to  be  good 
putters.  You  have  to  have  imagination 
You  have  to  be  a  positive  person,  look  at  the 
bright  side  all  the  time." 


•^Iiiiiiifiiii  I  iiiliiiii 
"We  all  have  a  competitive  nature,"  said 
Murphy.  "We  have  a  desire  to  do  well.  On 
the  golf  side,  you  have  to  point  at  the  putters. 
After  that,  putting  the  ball  in  play  and  being 
good  around  greens." 


Trevino  has  been  the  best  regular  player 
on  the  Senior  TOUR  since  1990,  when  he 
has  been  healthy.  But  Floyd,  who  joined 
the  TOUR  in  late  1992.  may  have  overhauled 
him  now.  In  1994,  Floyd  played 
20  senior  events  and  averaged 
winning  $69,138  per  event.  In 
1995,  he  played  21  senior  events 
and  his  average  winnings  were 
$67,597. 

At  that  rate,  you  might  think  he 
would  choose  to  play  more,  but  he 
says  he'll  stick  to  that  schedule. 

"I  don't  have  time  to  play 
more,"  he  said.  "I  enjoy  playing, 
but  I  have  a  course  design  business 

All  of  the  players  at  the  top  are  going  to  be  good  putters. 

and  I  have  a  family  life  to  lead,  so  I  can't 
play  every  week.  It's  not  the  quantity  of  play 
that  makes  the  player,  it's 
the  quality." 

Floyd  has  changed  little 
since  moving  from  the  PGA 
TOUR  to  the  senior  circuit.  He 
said  he  still  practices  as  hard, 
but  has  put  more  emphasis  in 
practice  on  his  short  game. 

"I  used  to  spend  about  half 
the  time  on  the  scoring  part  of 
my  game,"  he  said.  "Now  it's 
60-40.  maybe  65-35,  the  bigger 
part  being  on  the  scoring  shots." 

Floyd  played  straight  through, 
simply  lapping  over  from  the 
PGA  TOUR  to  the  Senior  TOUR, 
never  missing  a  beat.  He  still 
plays  in  several  PGA  TOUR 
events  each  year. 

Whereas  Floyd  was  literally 
a  Hall  of  Famer  when  he 
arrived  on  the  Senior  TOUR, 
Colbert  made  himself  a  top- 
notch  player,  redesigning  his 
life  to  make  way  for  the  player 
that  was  in  him.  He  finished 
last  year  by  winning  the 
Energizer  SENIOR  TOUR 
Championship  in  Myrtle  Beach, 
SC  to  clinch  first  place  on 
the  money  list  and  to  win  the 
Cadillac  Series,  in  which  points 
are  awarded  according  to  finish  in  TOUR 
events  televised  by  ESPN. 

Colbert  had  a  fine  career  on  the  PGA 
TOUR,  winning  eight  times,  but  he  never 
won  a  major.  His  finest  hour  came  in  1983 
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when,  at  age  43,  he  beat  Fuzzy  Zoeller  in  a 
playoff  to  win  the  Colonial  National  Invitation 
and  notch  his  second  victory  of  the  year. 

But  then  he  left  the  TOUR,  developed  a 
successful  golf  course  management  business 
and  became  a  TV  commentator.  Once  he  got 


(through  1995),  plus  two  money-winning  titles 
and  a  Player  of  the  Year  award  in  1994. 

"I  feel  good  about  what  I've  accomplished," 
Stockton  said.  "I  think  I've  helped  the  Senior 
TOUR.  It's  great  competition.  You  can't  ask  for 
anything  better.  I'm  still  having  fun.  It's  great." 

[ediy  will  push  his  way  into  the  top  five  in  1 996     ^"•^^  "^"''^  '^""^^ p^^^^^ 


into  senior  golf,  though,  he  cleared  the  decks. 

"I  gave  myself  every  opportunity  to  be  as 
good  as  I  could  for  as  long  as  I  could,"  said 
Colbert.  "I  hired  a  full-time  trainer.  I  stretch 
twice  a  day  and  work  out  four  times  a  week. 
I  wear  magnets  on  my  back  to  cope  with  a 
problem  I  have,  and  I  haven't  had  a  flare-up 
in  two  years." 

As  with  Colbert,  Stockton  abandoned  tour- 
nament golf  for  several  years  before  turning 

50.  In  the  1980s,  he  became 
known  as  the  "King  of  the 
Corporate  Outings,"  averag- 
ing more  than  90  days  a  year 
mixing  business  and  profes- 
sional people  with  golf. 

"I'm  sure  I  would  have 
won  more  tournaments  if  I 
had  played  more,"  he  said, 
"but  the  question  would 
have  been  how  my  kids 
turned  out.  I'm  so  proud 
of  my  kids  (David,  born  in 
1968,  now  a  PGA  TOUR 
player,  and  Ronald  born  in 
1970  and  also  involved  in 
golf).  I  have  no  regrets  about 
giving  up  my  competition 
for  a  number  of  years  and 
doing  corporate  outings, 
'  because  it  gave  me  a  lot  of 
time  at  home." 

He  had  a  splendid  PGA 
jl  TOUR  career,  winning  nine 
I  times,  including  two  PGA 
iiii|i]i/iislii|js.  In  1991,  he  captained  the 
U.S.  Ryder  Cup  team,  devoting  most  of  his 
time  to  promoting  that  event.  He  intended 
to  go  back  to  his  corporate  outings,  but  his 
captaincy  gave  him  a  positive  feeling  about 
himself  that  he  hadn't  expected. 

He  wasted  no  time  in  becoming  a  Senior 
TOUR  star,  winning  the  FORD  SENIOR 
PLAYERS  Championship  in  1992,  his  first 
full  year  out.  He  has  since  won  13  more 


PGA  TOUR  for  10  years,  winning  once 
when  he  holed  a  128-yard  wedge  shot  from  the 
rough  for  an  eagle  on  the  last  hole  to  leapfrog 
over  Jack  Renner  in  the  1983  Hawaiian  Open. 
By  the  end  of  1995,  he  had  won  four  times  on 
the  Senior  TOUR  since  turning  50  in  1992. 

He's  long  off  the  tee.  But  the  strongest  part 
of  his  game  is  his  putting,  which  he  does  by 
setting  the  heel  of  a  BuUseye-style  putter  on 
the  grass  and  turning  the  toe  up  at  about  a  45- 
degree  angle  before  making  his  stroke. 

He  credits  his  rise  to  the  top  five  to  being 
more  relaxed,  having  gotten  to  know  his  fel- 
low players  more  and  learning  to  speak  a  bit 
more  English. 

His  caddie,  John  McCready,  said,  "He's  got 
no  weaknesses.  He's  a  very  strong  driver,  and 
his  short  game  is  awesome.  He  has  fun  out 
there.  He  genuinely  enjoys  playing  the  game. 

"And  he  may  be  a  little  more  focused  now 
than  he  was  earlier." 

Aoki  had  a  scoring  average  of  under  70  in  '95, 
led  everybody  in  putting,  was  top  10  in  greens 
hit  in  regulation  and  total  driving,  and  was  No. 2 
behind  Floyd  in  the  all-around  category. 

Which  explains,  in  part,  why  he  said,  "  I  like 
the  Senior  TOUR.  I'm  very  relaxed.  Everybody's 
nice,  friendly.  I  feel  good." 

Irwin  undoubtedly  will  push  his  way  into 
the  top  five  in  1996.  He  almost  made  it  in 
1995,  though  playing  only  12  tournaments. 
He  finished  10th  in  money  with  $799,175, 
which  had  been  a  goal. 

"All  in  all,  it's  been  a  fabulous  start  to  my 
Senior  TOUR  play,"  he  said.  "The  Senior 
TOUR  is  great.  I'm  a  proponent.  My  future's 
out  here." 

Irwin  won  a  PGA  TOUR  event  as  recently 
as  1994,  when  he  captured  his  third  MCI 
Classic  in  Hilton  Head,  SC.  He  won  his  third 
U.S.  Open  in  1990.  He  has  remained  extreme- 
ly fit  and  has  kept  his  golf  sharp. 

Eligible  to  join  him  and  the  others  in  1996 
are  Frank  Conner,  Bob  Eastwood,  Grier  Jones, 
David  Graham,  Gil  Morgan,  John  Schroeder 
and  Hubert  Green. 


THE  NEXT  REVOLUTION 
IN  COMPUTING  IS  HERE. 


AND  HERE 


120MHz  PENTIUM 
PROCESSOR.  Fi>  ihrousk  etcn  tiu;  most 

Bcompla:  applicamns  uit/i  ease. 
Ai  only  2.9f,  the  Pentium'  processor 
giiies  you  pouer  uithoui  iocnftcm^ 
batlerv  li/e  w  hile  16MB  of  fasi 
synchronous  DRAM  memory*  maximizes 
ssstem  fvrfonTiiinee. 


AND  HERE 


AND  HERE 

LITHIUM  ION 
BATTERY.  Get  the  ulrimaie 
m  long  li/e  with  up  to  5  hours 
per  charge.  No  other  hattery 
technologj'  comes  close. 
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PCI  LOC.\L  BUS 
.ARCHITECTURE.  PC/  s  32+.t 
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per/orrmince  tirul  data  throughput.  Plus,  it 
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COLOR  DISPLAi. 

The  Hue  impmng  .si;c  jnd 
SOO16OO  resolution  o/lhis 
display  set  a  neu-  stanJarJ  m 
screen  quality 
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INFRARED  PORT. 

Send  and  tclciic  data  u  ithoiii  tcires. 
Beam  documents  conitnientK 
through  the  uir  to  in/rared^'ijuipped 
printers,  and  triins/er  files  to  any 
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STEREO  SOUND.  The  Tecr.i  700  is  Sound  Blaster 
Pro  ."mputiHc  iind  plays  .WAV  and  MIDI  sound  /lies. 
A  built-in  microphone,  stereo  speiilicrs  <ind  intcgruled 
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MODULAR  QU  AD-SPEED  CD-ROM. 
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Introducing  a  portable  so  advanced,  we  gave  it  an  entirely  new  name:  Tecral  From  the  modular 
design  to  the  uncompromising  power  ot  the  Pentium'  processor  and  PCI,  Tecra  is  Toshiba  engineenn  j 
at  its  best.  And  vuth  the  optional  Desk  Station  V,  Tecra  ofters  far  more  expandability-  and  high-pertormance  options  than  ordinarv 
desktops.  Readv  for  the  next  revolution'  Call  1-800-457-7777  for  more  information  or  a  dealer  near  vou. 


TECRA  700CT  AND  700CS: 

•  11.3'  dia.  color  display  in  your  choice  ot  active  matnx 
(Cn  or  DSTN  dual  scar  (CS) 

•  120MH:  Intel  Pentium'  piocessor(2.9s') 

•  SOD  x600  screen  resolution 
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•  Udiium  Ion  batten'  (up  to  5  hour  battery  lite) 

■  16bit  Sound  Blaster"  Pro  compatible  sound 
system  ivith  .W.W  and  MIDI  sound  sup[wrt 

■  Built-in  stereo  speakers 

■  .'\udio  jacks:  headphone/speaker,  microphone 


■  Two  PC  Card  (PCMC  W)  slots  (two  T'pe  II  or  one  Type  III) 


•  Infrared  data  fwrt  (IrDA<ompliant) 

■  Optional  Desk  Sranon  V;  PCI  (^ard  Suppt)TT, 
Plug  and  Pby,  Hot  Docking  and  more 

•  PnMnstalled  sottwatt:  Windows'  95  or  MSDOS' 
with  Windows'  for  Workgroups,  Run  Time  Video 
for  Windows',  Fn-esse'  software  and  Indai"  sida) 

■  SAKir  limited  warrants' 

■  Toll-free  Technical  Support  -  7  days,  24  bouts 
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Operational  details  are  well  orchosUated 
for  the  Las  Vegas  Senior  Classic  in  April, 
typical  of  all  five  Tournament  Players 
Clubs  playing  host  to  Senior  PGA  TOUR  events. 

Some  adjustments  are  required  for  tourna- 
ment week,  including  the  maintenance  sched- 
ule. Fairway  mowing,  for  instance,  is  shifted 
from  pre-dawn  to  the  afternoon 
following  play,  allowing  the 
crew  to  concentrate  on  greens, 
tees  and  bunkers  during  the 
oarly  morning,  prior  to  the 
start  of  each  round. 

At  the  TPC  at  Summerlin 
in  Las  Vegas,  though,  the  after- 
noon shift  involves  one  slight 
hitch.  Consequently,  superin- 


players  and  spectators  see  is  the  culmination  of  months  of  planning 


tendent  Collier  Miller  takes  on  an  additional 
role  that  he  easily  could  do  without.  But  it's 
necessary. 

Due  to  the  location  of  Summerlin's  mainte- 
nance facility  and  the  configuration  of  the  golf 
course,  a  fleet  of  riding  mowers  must  negotiate 
a  busy  public  road  to  get  to  their  assigned 
holes  in  a  timely  manner. 

It  falls  upon  Miller,  then,  to  step  into  the 
road  and  direct  traffic.  "I  don't  look  forward 
to  that  time  of  day,"  acknowledged  Miller, 
who  repeats  the  procedure  in  October  during 
the  PGA  TOUR'S  Las  Vegas  Invitational. 


Playing  host  to  a  professional  golf  tourna- 
ment is  no  simple  matter,  particularly  one 
of  the  magnitude  of  a  PGA  TOUR  or  Senior 
TOUR  event.  What  players  and  spectators 
see  is  the  culmination  of  months  of  planning 
and,  hopefully,  the  successful  execution  of 
behind-the-scenes  coordination  between  the 
clubhouse,  food  &  beverage  and  maintenance 
operations. 

Leading  into  tournament  week,  trucks  rum- 
ble in  with  tons  of  equipment,  corporate  tents 
and  skyboxes  begin  to  spring  up  and  miles  of 
cable  are  laid  throughout  the  grounds.  Plans 
are  made  to  coordinate  service  in  hospitality 
areas  as  well  as  the  clubhouse,  plus  there's 
consideration  for  increased  merchandising. 
And  once  the  tournament  arrives,  the  club 
suddenly  is  engulfed  by 
thousands  of  spectators, 
all  with  their  own  agenda  of  what  to  do, 
where  to  go  and  what  to  buy. 

This  said,  the  TPCs  have  proven  themselves 
as  model  operations  for  golf  tournaments. 
Besides  Summerlin,  host  clubs  on  the  Senior 
TOUR  are  the  TPC  of  Michigan  in  Dearborn,  site 
of  the  FORD  SENIOR  PLAYERS  Championship; 
the  TPC  at  Piper  Glen  in  Charlotte,  host  to  the 
PaineWebber  Invitational;  the  TPC  of  Tampa 
Bay,  site  of  the  GTE  Suncoast  Classic,  and 
the  TPC  at  Prestancia  in  Sarasota,  site  of  the 
American  Express  Invitational  Presented  by 
Business  Week. 
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Fact  is,  short  of  the  neces- 
sary planning  and  tweaking, 
these  faciUties  essentially 
remain  tournament-ready 
throughout  the  year. 

Scheduling  change  is  part 
of  the  system.  During  tourna- 
ment week,  the  maintenance 
crew  at  Summerlin  starts 
mowing  the  greens  and  tees 
as  early  as  4:30  a.m.  and  also  sets  pins  and 
rakes  bunkers.  This  work  is  completed  by 
9  a.m.  It  then  typically  returns  to  the  course  at 
3  p.m.  -to  mow  fairways,  fill  divots,  and  roll 
and  water  the  greens. 

It's  essentially  the  same  for  all  five  TPCs 
with  tournaments  on  the  Senior  TOUR.  Even 
when  the  tournament  is  the  prestigious  FORD 
SENIOR  PL/.YERS  Championship,  one  of  the 
Senior  TOUR's  major  championships. 

"We  try  to  prepare  the  course  on  a  daily 
basis  so  there  isn't  a  great  deal  of  change  prior 
to  the  tournament,"  said  TPC  of  Michigan 
superintendent  Mike  Giuffre.  "Our  biggest 
challenge  really  is  weather-related.  For  the 
last  three  years,  we  have  had  heavy  storms 
blow  through  the  course  during  the  tourna- 
ment. That  is  where  all  of  our  time  and 
effort  has  gone,  bringing  the  course  back  to 
playable  condition." 

The  TPC  of  Michigan  has  bentgrass  greens, 
which  require  special  care  due  to  the  summer 


The  'I'l'CoJ  Mu  hi:4,in  in  lh;ni,nni  .li'jjcnd: 
member  and  guest  satisfaction  for  success 


where  the  biggest  changes 
come  in  temporary  staffing 
and  increase  in  merchan- 
dise inventory  and  food  & 
beverage. 

"Because  of  the  philoso- 
phy of  standards  we  expect 
to  meet  at  each  TPC,  you  see 
the  same  look  in  terms  of 
quality  presentation,"  said 
Wayne  White,  General  Manager  of  the  TPC  at 
Piper  Glen.  "Go  from  one  TPC  operation  to 
another,  and  you  see  the  same  setup  of  opera- 
tion. The  senior  players  say  they  look  forward 
to  playing  the  tournaments  at  the  TPCs 
because  of  this  excellence." 

Each  department  has  a 
checklist  of  things  to  do  lead- 
ing up  to  tournament  week. 
White's  own  lengthy  list  is 
set  in  motion  four  months 
prior  to  the  event,  held  the 
week  after  Las  Vegas. 

"You  really  have  a  differ- 
ent focus  when  the  tourna- 
ment comes  in,"  said  Jack 
Morrison,  General  Manager  at  Prestancia, 
which  previously  played  host  to  the  Chrysler 
Cup.  "As  you  move  away  from  the  day-to-day 
routine  with  food  &  beverage  and  the  golf 
operation  to  prepare  for  thousands  of  people 
coming  to  the  property  and  the  traffic  through 


A  lot  of  time  and 
effort  keeps  the 
TPC  at  Prestancia 
in  Sarasota.  FL  in 
playable  condition. 


want  to  get  the  course  too  soft,  and  we  want 
the  greens  consistent  throughout  the  high, 
low  or  level  spots." 

The  general  preparedness  for  tournament 
week  holds  true  for  the  clubhouse  operation 


heat  and  number  of  mowings.  ^      prepare  the  course  Oil  a  daily  basis  so  there  isn't  a  great 

"We  do  a  lot  of  hand-watering,"  „hon««  n-ioH     tho  tn..Hnomon*  " 

Guiffre  explained.  "We  don't 

the  golf  shop,  the  ftmctions  remain  the  same. 
It's  just  a  different  concentration  due  to  the 
number  of  people  on  property.  So  the  real 
change  comes  with  the  numbers  of  people 
with  whom  vou  are  dealing."  And  once  tour- 
nament week  ends? 

"We  have  a  philosophy," 
said  Allen  Jones,  General 
Manager  and  Director  of 
Golf  at  Summerlin.  "When 
we  open  back  up  for  play 
after  the  tournament,  we 
take  the  pros'  names  off  the 
lockers  and  take  the  ban- 
ners down.  Other  than  the 
large  tents  on  property,  it's 
the  same  operation." 

As  it  is  throughout  the 
TPC  Network. 


No  matter  what  you  ship  overseas,  no  one  gets  it  there  hke  FedEx.  In  fact,  we  can  get  your  box  through  customs 
before  it  even  gets  to  customs.  So  it  gets  there  on  time  and  hassle  free.  So  the  next  time  you  need  to  ship,  whatever  you  need  to  ship, 
just  call  1-800-247-4747'  or  visit  us  at  http://www.fedex.com.  Hey  we  didn't  become  the  world's  "I  express  shipper  by  being  picky. 


Federal  Express 


I'  )  1996  Federal  Express  Corporation  'TOO-  1-800  238-4461  Some  restrictions  apply  See  FedEx  Service  Guide  for  details 
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and 
Good 
Company 

By  Chelle  Delaney 

When  it  comes  to  golf,  being  50-some- 
thing  isn't  a  bad  deal.  The  players 
on  the  Senior  PGA  TOUR,  who  must 
be  50  to  qualify,  prove  it.  Some  of  them  are 
earning  more  on  the  Senior  TOUR  than  they 
did  on  the  PGA  TOUR. 

The  Senior  TOUR  itself  is  doing  well. 
From  two  events  and  prize  money  of 


Royal  Caribbean 
reaches  the  audi- 
ence it  wants  most 
effectively  through 
its  association 
with  the  Senior 
PGA  TOUR. 


$250,000  back  in  1980,  the  Senior  TOUR  in 
1996  has  developed  into  44  events  and  more 
than  $37  million  in  prize  money. 

Another  winner:  Charity. 

As  the  Senior  TOUR  has  grown,  so  has  its 
contributions  to  charity.  Just  one  tournament, 
the  Royal  Caribbean  Classic,  which  con- 
tributes to  Miami  charities,  is  expected  to 
reach  the  $1  million  mark  this  year.  "That's 
our  goal,"  says  Mark  Kammerer,  director  of 
marketing  for  Royal  Caribbean,  "so  it's  been 
a  major  win  for  the  Senior  TOUR." 


And  for  Miami-based 
Royal  Caribbean  Cruises 
Ltd.,  the  Senior  TOUR  and 
Royal  Caribbean  associate 
well.  "The  TOUR  is  mostly 
associated  with  beautiful 
places  and  warm  climates, 
something  that  Royal 
Caribbean  offers,  as  well," 
Kammerer  says. 

"But  we  need  to  do  more 
beyond  the  single  week 
of  the  tournament.  We've 
been  reviewing  marketing 
ideas  with  the  Senior  TOUR,  talking  about 
the  areas  we  want  to  cover,  such  as  ways 
to  reward  the  volunteers  who  are  so  vital 
to  every  tournament." 

The  Senior  TOUR  provides  its  marketing 
partners  with  in-depth  marketing  assistance. 
Leo  P.  McCullagh  Jr.,  Vice  President  of  Mar- 
keting and  Retail  Licens- 
ing, says,  "We  recognize 
the  realities  of  the  '90s; 
sponsors  want  to  know 
^mm^    how  they  can  increase 
^JPF^^    their  return  on  investment. 
^^^W^  ^1    We've  created  three  tiers 
of  marketing  service:  from 
those  on  the  executive 
level  to  the  grass  roots 
support  staff  at  the  tourna- 
ments. The  three-tier  inte- 
grated approach  allows 
us  to  learn  more  about  our 
client's  business,  figure 
out  ways  to  make  golf 
increase  their  sales  and 
execute  the  promotions 
on  site  and  at  retail." 

McCullagh  adds,  "We 
always  hope  our  clients 
use  their  official  status  with  the  TOUR  in  their 
advertising  and  promotion.  O'Doul's  is  a 
good  example  of  a  fully  integrated  corporate 
marketing  campaign. 

"They  have  golf  theme  ads,  golf  theme 
packaging  and  golf  theme  promotions  at  the 
point  of  sale.  And  they  sample  on-course  at 
various  golf  tournaments." 

Bill  Ellis,  the  Anheuser-Busch  brand 
manager  for  O'Doul's,  says,  "The  majority 
of  beer  drinkers  who  have  not  tried  a  non- 
alcoholic malt  beverage  before  have  bad 
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product  perceptions.  Sampling  has  been  very 
successful  and  is  the  best  way  to  dispel  those 
perceptions." 

Sampling  on  the  Senior  TOUR  is  provid- 
ed by  an  O'Doul's  "Oasis"  truck  and  some- 
times via  a  golf  cart  with  a  half  barrel  of 
O'Doul's  draft. 

"Golf  enthusiasts  and  the  brand  demograph- 
ics match  up  very  nicely,"  Ellis  says.  The 
association  with  golf  also  is  used  at  the  point 
of  sale.  For  example,  O'Doul's  packaging 
incorporates  the  PGA  TOUR  logo. 

This  year,  from  April  through  June,  every 
12-ounce  12-pack  will  have  an  O'Doul's  scratch 
golf  game  promotion  card  and  consumers  will 
have  an  opportunity  to  be  instant  winners.  "We 
have  over  20,000  prizes  that  we're  incorporat- 
ing into  the  promotion,  tie-ins  with  golf  equip- 
ment and  grand  prize  winners  for  two  to  a  PGA 
TOUR  event.  There's  also  an  O'Doul's  second 
chance  sweepstakes  that  includes  golf  trips." 

Another  advantage  to  being  a  Senior  TOUR 
sponsor  is  the  Senior  TOUR's  marketing  people. 

O'Doul's  Ellis  says,  "My  experience  with 
the  people  of  the  PGA  TOUR  is  that  they  truly 
are  our  partners  and  truly  interested  in  how 
they  can  maximize  their  return  on  investment 
through  golf  for  their  sponsors.  They  look  for 
ways  to  enhance  our  ideas;  they  bring  ideas 
to  us  that  might  help  us  meet  our  goals." 


events  alid  18  PGA  TOUR  events  in  1996. 
The  weekly  $15,100  purse  culminates  in  a 
$500,000  purse  for  the  Merrill  Lynch  Senior 
TOUR  Shoot-Out  Championship,  to  be  held 
at  The  Homestead  in  Hot  Springs,  VA. 

"The  Shoot-Outs  are  fim,"  says  Claudia  J. 
Kahn,  first  vice  president,  executive  commu- 
nications and  client  services,  Merrill  Lynch 
&  Co.  "They're  popular  with  the  players  and 
the  spectators." 


On-course 
sampling  at 
Senior  TOUR 
events  has 
been  very 
successful  for 
OVouVs. 


The  Shoot-Outs,  which  have  been  played 
for  about  decade,  typically  are  held  on  the 
Tuesday  of  a  tournament  week,  so  they  add 
another  day  to  the  tournament  and  infuse 


Lee  Pinkard,  national  director    ^g^^j,,  ^^^^^  ShOOt-OutS  are  popular  With  the  playerS 

additional  money  into  the  community. 


of  marketing  and  communica 
tions  for  Coopers  &  Lybrand  L.L.P.,  New  York, 
a  professional  services  firm,  agrees.  "We're 
in  constant  dialogue  with  them.  'These  are 
our  goals.  Here's  the  message.  How  can  we 
deliver  it?'" 

"Our  goals  link  with  golf  in  two  ways.  We 
can  reach  a  higher  percentage  of  our  total 
audience  in  golf  than  in  any  other  way.  And 
golf  has  the  connotations  of  sportsmanship, 
fair  play  and  high  quality.  Golf  is  a  metaphor 
to  talk  about  our  people,  who  can  help  pro- 
vide solutions." 

There's  another  Senior  TOUR  sponsor  in 
the  relationship  business  Merrill  Lynch  &  Co., 
Inc.,  New  York,  the  nation's  largest 
stock  brokerage  firm. 

The  Merrill  Lynch 
Shoot-Outs,  a  10-man 
nine-hole  elimination 
competition,  are 


"Merrill  Lynch  uses  each  Shoot-Out,"  says 
Kahn,  "to  entertain  about  250  clients  and 
prospective  clients  of  our  local  or  regional 
office.  Prior  to  the  Shoot-Out,  we  usually 
invite  our  clients  to  a  business  seminar  and 
luncheon,  where  there  is  always  valuable 
information  to  be  shared  along  with  the 
opportunity  to  have  some  fun.  No  where 


and  spectators. 


Bayer  is  considering 
incorporating  the 
Senior  TOUR  logo 
on  some  of  its 
packaging. 


Introducing  SkyTel  2-Way  Paging. 

The  only  paging  system  with  Guaranteed  Delivery  "  so 
you're  always  sure  that  your  nnessages  arrive.  It  also 
lets  you  reply  to  messages  directly 
from  your  pager  If  your  pager  can't 
do  that,  call  us  at 
800-798-6861.  SkKlel2W 


rid  Stays  InTouch" 


98  6861 
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else  in  professional  sports  can  our  clients  get 
as  close  to  the  athletes  as  they  can  here." 

And  that  brings  up  Team  Bayer.  In  1996, 
three  PGA  TOUR  players  and  four  Senior  TOUR 
players  (Tom  Weiskopf,  Dick  Rhyan,  Lee  Elder 
and  Dave  Stockton)  will  boost  the  Bayer  Cor- 
poration's program,  "Strokes  Against  Stroke." 

Each  player  has  had  some  association  with 
stroke  or  cardiovascular  disease  through  their 
own  personal  experience,  or  that  of  a  family 
member  or  friend. 

So  it  means  a  lot  to  them  that,  during  the 
month  of  May,  which  is  "Stroke  Awareness 
Month,"  Bayer  will  contribute  $500  to  the 
American  Heart  Association  for  every  birdie 
recorded  by  every  member  of  the  team. 

"In  1995,  those  $500  contributions  added 
up  to  $50,000,"  says  Jay  Kolpon,  Bayer  mar- 
keting director,  "and  we  hope  that  it  increases 
this  year.  'Strokes  Against  Stroke'  is  a  win- 
win  situation. 

"That's  why  we've  expanded  our  team  for 
1996.  The  American  Heart  Association  gets 
money  for  stroke  research  and  education,  and 
Bayer  and  the  Senior  TOUR  get  terrific  public 
exposure  -  which  builds  public  awareness  of 
the  dangers  of  stroke." 


Coopers-  Lvhituh 
gets  prominent 
display  on  elec- 
tronic scoreboards 
at  Senior  TOUH 
events. 


Bayer  leverages  ils       lu:ipation  on  the 
Senior  TOUR  with  its  televised  Bayer  Power 
Play  and  by  entertaining  customers,  execu- 
tives from  drug  and  grocery  chains  and  mass 
merchandisers.  Kolpon  adds,  "it  is  a  fully  inte- 
grated relationship  that  really  works  for  us." 

The  audience  at  Senior  TOUR  events  is 
also  ideally  suited  to  Business  Week  maga- 
zine. Harold  K.  Somerdyk,  vice  president 
of  marketing  at  Business  Week,  says,  "The 
management  audience  is  what  Business  Week 


caters  to,  and  golf  is  certainly  part  of  the 
landscape.  That  has  led  us  to  become  the 
presenting  sponsor  of  a  brand-new,  sanc- 
tioned event  on  the  Senior  TOUR  that  will 
be  rather  unique." 

The  American  Express  Invitational 
Presented  by  Business  Week  in  Sarasota,  FL, 
at  the  TPC  at  Prestancia,  is  scheduled  the 
week  of  Feb.  19-25.  That  happens  to  coincide 
with  the  start  of  spring  training  for  America's 
other  favorite  sport,  baseball.  The  event  will 
combine  the  legendary  heroes  of  baseball 
with  the  legendary  heroes  of  golf. 

"Baseball,"  Somerdyk  says,  "is  America's 
pastime,  golf  is  America's  passion." 

Jack  Birch,  group  director  of  Advantage 
International,  a  sports  and  event  marketing 
company,  is  helping  to  organize  and  present 
the  event.  "It'll  be  awesome,"  Birch  says. 
"Imagine  Lee  Trevino  chasing  down  some 
famous  baseball  player  for  his  autograph. 
Or  vice  versa." 

This  year,  the  Cadillac  Series  will  include 
Royal  Caribbean  Cruise  Lines.  They  have 
teamed  up  with  Cadillac  to  sponsor  ESPN 
television  coverage  of  20  Senior  TOUR  events 
in  1996. 

Gust  Kouvaris,  account  supervisor  for 
Cadillac  golf  programs  at  DMB&B  advertising 
agency,  says,  "The  bottom  line  is  that  Cadillac 
didn't  just  buy  blanket  TV.  We've  got  local 
involvement  for  our  dealers,  and  we're  associat- 
ed with  professional  golfers.  Faiis  see  Cadillacs 
driving  around.  They  see  pros  wearing  the 
crest,  meet  them  at  local  hospitality  tents. 
They  watch  the  game  recap  on  TV  and  hear 
it  referred  to  as  part  of  the  Cadillac  Series. 
It's  a  great  way  for  a  great  company  to  show 
off  a  great  product  and  it  sells  cars." 

Cadillac  also  offers  opportunities  to  raise 
money  for  local  charities.  "Some  areas  have 
one-day  events  with  amateur  golfers  and 
golf  clinics  to  benefit  charities  like  Multiple 
Sclerosis  and  Cystic  Fibrosis,"  says  Kouvaris. 
"The  big  one  is  the  Cadillac  Invitational  for 
the  National  Kidney  Foundation.  There  are 
125  one-day  tournaments,  and  Cadillac  is  the 
title  sponsor  of  all  of  them.  Fred  Couples  and 
Lee  Trevino  were  the  spokespersons  for  the 
Cadillac  Invitational  last  year.  It  raised  more 
than  $3  million."  * 


BusinessWeek  readers  are  perhaps  the  nuist  dedicated  m  all  of  publishing.  In  tact,  each 
week  they  devote  an  average  1  '/2  hours  of  their  precious  tune  to  reading  the  magazine. 

That's  because  Business  Week  goes  beyond  the  news  to  provide  the  timely  intelligence  they 
need  to  manage  their  businesses,  their  careers  and  their  personal  tinances. 

hi  short,  our  6.8  million  readers  consider  BusinessWeek  a  must  read.  That's  precisely  why 
many  advertisers  find  it  such  an  intelligent  buy. 

For  information,  call  Bill  Kupper  at  (212)  512-6945,  or  e-mail  adsales@businessweek.com. 


BusinessWeek 


Beyond  news.  Intelligence. 

Sources:  MRI,  Spring  1995,  Business  Week  Estini.ite  for  Intern.ition.il.  199.^  Business  Week  Subscriber  Stud\ 
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What's 

Bag 


in  the 


You  CO!]  find 
metal  ivoods  and 
a  long  putter  in 
Gary  Groh 's  bag. 


By  Reid  Hanley 


Gary  Groh  is  a  very  traditional 
guy.  He  doesn't  even  wear 
striped  shirts. 
You  always  knew  what  was  in  his 
golf  bag.  There  would  be  two  big  per- 
simmon woods,  12  forged  Wilson  irons 
and  a  conventional  putter.  In  the  ball 
pocket,  you'd  find  real  balata  golf  balls. 

Things  have  changed.  Groh,  a  Senior 
PGA  TOUR  rookie  last  year  who  is  also 
head  pro  at  suburban  Chicago's  presti- 
gious Bob  O'Link  Golf  Club,  has  been 
caught  up  in  the  wave  of  technology  that  is 
sweeping  the  Senior  TOUR.  Groh  now  has 
metal  woods  and  a  long  putter.  He  likely 
will  start  the  1996  season  with  Wilson  RM 


Technology  is  limited  only  by  the  Rules  of  Golf. 

cavity-back  irons.  He  might  be  using 
a  blended  covered  golf  ball,  too.  Titleist 
isn't  making  his  beloved  384-Tour 
ball  anymore. 

"I'm  the  last  guy  to  change,"  said  ' 
Groh,  who  won  the  1972  Buick  Open 
and  the  1975  Hawaiian  Open. 
"Something  I  like,  I  stick  with 
it.  But  when  everybody  else 
started  using  high  tech  stuff, 
I  looked  into  it.  Now  they  have 
so  many  different  shafts  and 
flex  points.  I  tried  a  lot  of 
them,  and  then  I  found 
one  I  liked  and  it  really 
worked.  I've  stuck  with 
it  ever  since." 

The  Senior  TOUR  is 
a  working  laboratory  of 
golf  technology.  There  are 
millions  of  dollars  to  be  made 
out  there,  and  the  seniors  are  look 
ing  for  any  edge  they  can  find  to  get 
their  share  of  the  pot.  Manufacturers, 


sac 


Eleven  players, 
including 
Lee  Trevino 
(above)  and 
Bay  Floyd  I  right  I. 
played  a  no-cut. 
two-piece  ball  at 
the  ;y,y5  Energizer 
SENIOR  TOUR 
Championship. 


eager  to  increase  sales,  are 
working  furiously  to  put  the 
best  equipment  in  their  hands 
and  then  advertise  it.  Players 
also  are  taking  advantage  of 
some  technology  designed  for 
W  the  average  player  and  then 

^^^^  refining  it. 

Technology  is  helping 
these  over-50s  play  some  of  the  best  golf  of 
their  careers  in  spite  of  their  age.  They 
are  hitting  the  ball  as  long  or  longer  than 
they  ever  did.  They  are 
hitting  just  as  many 
greens  as  they  did  20 
years  ago  and  are  putt- 
ing the  ball  closer  to  the 
hole.  Technology  is  the 
Senior  TOUR's  Fountain 
of  Youth. 

Technology  is  limited 
only  by  the  Rules  of 
Golf.  Balls,  woods,  irons, 
putters  have  improved. 
Nothing  is  sacred. 

The  1995  Energizer  SENIOR  TOUR 
Championship  at  the  Dunes  Golf  and  Beach 
Club  in  Myrtle  Beach  is  proof  that 
the  Senior  TOUR  has  gone  high  tech. 
According  to  the  Darrell  Survey,  which 
keeps  track  of  equipment  use 
,  ,    on  the  PGA  TOUR  and  Senior 
TOUR,  only  two  of  the  45  elite 
players  at  the  tournament 
used  steel  shafts  in  their 
drivers.  The  only  wood 
players  used  was  the  peg 
they  teed  their  balls  on. 
Cavity-back  irons 
were  an  overwhelm- 
ing choice  of  the 
SENIOR  TOUR 
Championship  players 
with  just  a  handful 
of  forged  blades  being 
used.  Putters,  long  and 
short,  also  have  a  modern 
look  to  them.  There 
were  11  players  who 


played  a  no-cut,  two-piece 
ball,  including  Lee  Trevino 
cind  Raymond  Floyd. 

"The  Senior  TOUR  is  all 
about  extending  careers," 
said  Senior  TOUR  player 
Bob  Murphy.  "It's  also  about 
extending  your  capability  to 
play  well.  It's  adapting  golf 
clubs  so  they  fit  the  individual. 
People  who  want  to  play  better 
golf  should  avail  themselves  of 
stuff  that  has  already  been  tested.  You  can  tell 
what  works  by  what  guys  out  here  are  using." 

What  does  this  mean  to  the  average  golfer? 
Can  the  18-handicapper  peer  into  the  bags 
on  the  Senior  TOUR  and  learn  from  it?  Using 
this  information  intelligently,  you  bet. 

The  golf  ball  is 
most  basic  to  the 

game,  and  some  players  have  been  slow  to 
change.  Trevino  wasn't.  Since  changing  to  a 
solid  two-piece  ball,  Trevino  has  won  27  tour- 
naments and  almost  $5  million. 

"Yeah,  that  ball's  not  too  bad,"  said  Trevino, 
who  uses  Spalding's  Top  Flight  Z-Balata. 

"Let  me  tell  you  some- 
thing, for  as  much 
money  as  we  play  for 
out  here,  if  I  didn't 
think  I  could  play 
with  this  ball,  I 
wouldn't.  It's  too 
late  in  life." 

The  trend  is  to 
synthetics  like 
surlyn,  lithium  bala- 
ta,  z-balata,  zylin, 
iotek  and  blends.  No 
cut  balls  can  be  tai- 
lored to  every  flight 
pattern  and  combine 
distance  and  durability. 

Oversized  woods  and 
irons  are  a  hit  on  the  Senior 
TOUR.  They  think  bigger  is 
better  because  of  the  expanded 
sweetspot's  accuracy.  Clubs 
are  getting  even  bigger  than 
oversized,  like  the  increasingly 
popular  Callaway  Great  Big 
Bertha  that  leading  money 
winner  Jim  Colbert  uses.  They 
could  become  the  norm. 


rd  driver  is  inchin 
ttocky  Thompson  ha 
Senior  PGA  TOVH  with  a  57-inch  driver. 


Many  club  makers  say  the  shaft  is  more 
important  than  the  clubhead,  and  here  the 
choices  are  overwhelming.  There  are  approxi- 
mately 200  different  shafts  available  for  woods 
and  150  for  irons.  Steel  is  yesterday's  news. 
Graphite  has  become  so  versatile,  it  can  virtu- 
Can  the  18-handicapper  peer  into  the  bags  on  the  Senior  TOUR  and  learn  from  it? 

ally  do  whatever  a  player  wants  it  to.  It  can  be 
light,  as  heavy  as  steel,  stiff,  flexible,  make 
you  hit  it  high  or  low.  Light  is  the  new  wave. 

"I've  been  able  to  take  two  ounces  out  of 
the  shaft  and  put  it  in  the  head,  which  gives 
me  a  bigger  clubhead  mass,"  said  Trevino. 

"When  I  connect  with  the  ball,  there  is  not 
as  much  recoil  and  you're  going  to  get  an  extra 
five,  six,  seven  yards." 

The  long  putter  is  becoming 
less  of  a  factor  on  the  Senior 
TOUR.  The  hottest  putters 
among  the  seniors  are  the 
Odyssey  putters  that  feature 
a  soft-faced  insert.  They  add 
steel  for  players  using  a  two- 
pieced  ball. 

You  can  buy  the  same  clubs 
that  the  winners  on  the  Senior 
TOUR  use,  but  to  take  full 
advantage  of  the  technology 
that  wins  millions,  you  need  to 
get  your  clubs  custom  fitted  like 
the  pros  do.  That's  not  as  hard 
as  you  might  think.  Twenty- 
seven  manufacturers  offer  club 
fitting  programs  that  will  put 
the  right  set  in  your  bag. 
Go  to  a  full  service  pro  shop 
and  get  the  sticks  Trevino,  Murphy, 
Groh  and  the  rest  of  the  Senior  TOUR 
players  use.  Get  them  fitted  properly, 
and  then  buy  the  same  balls  they  use.      [j^"'  Calhwavc'reat 
Step  up  to  the  cash  register.  Big  Bertha. 
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Hualalai:  A  Course  Set  in  Stone 

By  Chris  Smith 


The  IVIasterCard  Championship, 
formerly  the  Senior  Tournament 
of  Champions,  assumes  a  dra- 
matic new  look  in  January  1997,  one 
that  literally  can  be  found  only  in  the 
middle  of  the  Pacific  Ocean. 

Senior  PGA  TOUR  winners  from  the 
1996  season  will  discover  a  tropical 
arena  of  startling  contrasts,  of  imposing 
dark  rock,  rich  green  fairways  and 
inviting  turquoise  waters.  It  is  a  setting 
that  is  both  stark  and  unusually  beau- 
tiful, created  by  the  most  volatile  of 
nature's  elements  and  most  imaginative 
human  minds. 

The  location  is  the  Big  Island  of 
Hawaii,  specifically  the  western 
extreme  known  as  the  North 
Kona  Coast. 

The  venue  is  the  new 
oceanside  residential 
resort  Hualalai,  rever- 
ently named  after  the 
true  architect  of  this 
memorable  landscape, 
a  dormant  volcano  that 
rises  majestically  some 
10  miles  inland. 

Featuring  a  Four  Seasons  Hotel  that 
is  scheduled  to  open  in  the  fall  of  '96 
and  designated  a  PGA  TOUR  Resort, 
Hualalai  is  an  oasis  of  elegance,  charm 
and  beauty,  having  evolved  through  the 
marvels  of  creative  vision  and  modern 
machinery. 

The  last  of  its  namesake's  erup- 
tions poured  molten  lava  toward 
the  sea  nearly  200  years  ago.  It 
is  within  this  tangle  of  rock 
that  the  course  has  been 
chiseled  and  blasted  to  the 
specifications  of  Jack 
Nicklaus.  Roughly  120 
acres  of  brilliantly  green 
turf  are  set  within  the 
foreboding  blacks,  grays 
and  browns  of  the  lava. 

"Every  time  I  came,  we 
kept  widening  this  place," 
Nicklaus  recalled.  "You  want 


to  keep  the  lava  just  out  of  play,  but  in 
play  visually.  It  can  be  a  great  feature 
visually,  but  it  also  can  be  a  pretty  stiff 
hazard.  I  don't  care  how  far  back  you 
crush  the  lava,  though,  people  are 
going  to  get  into  it." 

Offering  the  variety  of  five  sets  of 
tees  ranging  from  5,282  yards  to 
7,094,  the  course  flows  naturally  with 
the  terrain,  a  gentle  five-degree  slope 
toward  the  sea  from  the  base  of  the 
volcano.  Each  hole  has  a  view  of  the 
Pacific,  though  the  finish  is  particularly 
dramatic.  Nos.  1 5  and  1 6  play  toward 
the  ocean,  the  par-3  No.  17  cuts  along 
the  coastline  and  the  18th  tee  is  nestled 
on  a  peninsula  of  lava. 

Throughout  the  course,  lava 
establishes  the  absolute  bound- 
aries of  each  hole,  at  times 
with  actual  walls  of  rock. 

"One  of  the  nice  features 
of  a  lava  course,"  Nicklaus 
said,  "is  that  while  most 
courses  have  to  be  planted 
out  when  they  are  done, 
a  lava  course  is  framed  from 
Day  One." 
But  to  create  the  picture  within  that 
frame  is  a  laborious  task  of  crunching, 
blasting  and  heavy  machinery. 


There  is  no  subtle  way  to  shape  a 
course  in  solid  rock.  Oace  Nicklaus 
established  the  routing  and  elevation 
specifications  of  each  hole,  the  heavy 
equipment  arrived  to  begin  crushing 
and  scraping  lava.  Everything  from  the 
fairways  and  bunkers  to  the  irrigation 
system  literally  had  to  be  cut  from 
rock.  What  the  big  machinery  couldn't 
handle  was  blasted. 

"Lava  creates  a  different  situation," 
Nicklaus  said.  "You  have  to  crush  it, 
then  put  down  the  top  soil.  But  all  the 
form  must  be  in  the  crushed  lava." 

The  entire  course  ultimately  was  set 
in  stone  before  a  choker  layer  of  several 
inches  was  spread  to  keep  the  final 
topsoil  from  falling  through  the  cracks. 
Finally,  more  than  300,000  cubic  yards 
of  dirt  were  spread  over  the  growing 
area.  Once  completed,  the  actual  grow- 
ing of  the  course  was  easy. 

"I'm  really  pleased  with  the  final 
product,"  Nicklaus  said.  "This  project 
took  some  time,  and  I  think  those  who 
play  it  will  see  the  efforts  that  went 
into  it." 

And  now  it  prepares  to  showcase 
the  best  players  on  the  Senior  TOUR, 
a  course  as  unique  as  the  setting  itself. 

"I  certainly  am  eager  to  see  the 
Senior  TOUR  go  there,"  Nicklaus  added. 
"Of  course,  when  you  have  your  name 
on  a  golf  course,  you  are  a  little  ner- 
vous, too.  I  think  the  guys  will  like 
what  we  have  done.  Plus,  it  is  such 
a  beautiful  setting.  That's  what 
ike  most  about  projects  in 
Hawaii.  You  are  able  to  have 
a  wonderful,  natural  setting 
on  each  hole. 

"I'm  pretty  confident 
the  layout  will  provide  a 
good  combination  -  it's 
challenging  and  fair." 

With  ocean  on  one  side, 
volcano  to  ttie  ottier  and 
expanses  of  tiardened  lava. 
Hualalai  makes  for  dramatic 
and  visually  intimidating  golf. 

Photograptiy  by  Jo  tin  Severson 
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Tips  from  the  Senior  TOUR 


?iM\wl\V\\^  By  Phil  Stambaugh  with  Jim  Colbert 
v\i ».  >  \  V)iU  i  v  V 

Save  Strokes  By  Crossing  the  Hands  Over 


Golfing  legend  Bobby  Jones  once 
said  that  the  secret  to  shooting  low 
scores  is  the  ability  to  turn  three  shots  into 
two.  The  higher  your  score,  the  faster  you  can  / 
lower  it  -  with  the  short  game.  / 

Since  joining  the  Senior  PGA  TOUR 
in  1991,  Jim  Colbert  has  had  one  of 
the  best  short  games  on  the  circuit. 
That  was  never  more  evident 
than  during  the  season-ending 
Energizer  SENIOR  TOUR 
Championship  last  November 
in  Myrtle  Beach,  SC. 

His  deft  touch  with 
a  variety  of  clubs  from 
around  the  small, 
undulating  greens 
at  The  Dunes  Golf  • 
Club  contributed 
heavily  to  a  wire- 
to-wire  victory  and 
$262,000  first-place  check - 
the  largest  in  Senior  TOUR  history. 
The  win  was  Colbert's  fourth  in 
1995  and  not  only  propelled  him  to 
his  first  Arnold  Palmer  Award  as  the 
circuit's  leading  money-winner,  but 
also  to  his  first  Player  of  the  Year 
honor  from  a  vote  of  his  peers. 

"I  really  don't  think  many  profes- 
sionals and  good  amateur  players 
understand  the  fundamentals  of  a 
good  short  game,"  Colbert  says. 
"The  short  game  is  really  just  an 
extension  of  the  overall  golf  swing. 
The  key  is  to  get  yourself  in  the 
strongest  position  you  can  to  hit 
the  ball.  Once  in  a  powerful  posi- 
tion, I  can  control  the  clubhead 
and  hit  a  shot  as  hard  or  as  easy 
as  I  like.  In  order  to  do  that,  the 
arms  should  stay  close  to  the 
body,  the  left  side  should 
clear  out  of  the  way  and, 
most  importantly,  the  right 
hand  should  ALWAYS  be  allowed 


to  cross  over  the  left  through  the  shot,  whether  you're 
talking  about  a  full  shot,  a  pitch  shot,  a  chip  shot  or 
a  bunker  shot." 

Remember,  any  shot  in  Colbert's  short  game 
and  that  of  most  touring  pros  is  a  RIGHT-handed, 
RIGHT-sided  shot.  Imagine  any  shot  from 
around  the  green  as  just  a  mini-golf  shot, 
'\         and  make  sure  to  allovy  the  RIGHT 
V  HAND  TO  CROSS  OVER  THE  LEFT. 

iis»!»     The  handle  of  the  club  never 
should  go  toward  the  target. 
The  clubface  goes  toward 
the  target! 


After  mastering  the  proper 
technique,  Colbert  believes  it's 
easy  to  adapt  to  any  situation  a 
player  faces  around  the  green. 
A  slight  change  in  posture  is  all  that 
is  needed  when  attempting  to  hit  pitch  and 
chip  shots  high  or  low.  For  higher,  softer 
shots,  stand  up  straighter  at  address.  The 
more  one  bends  the  trunk  of  the  body, 
the  lower  the  trajectory  of  his  shot. 

In  order  to  get  the  ball  close  to  the 
hole,  Colbert  emphasizes  the  importance 
of  simplicity  when  measuring  distance, 
generally  try  to  judge  everything 
from  point  'A'  to  point  'B'  or  from  where 
my  ball  is  to  where  the  hole  is  located,"  he 
says.  "If  I  think  about  trying  to  land  the  ball 
on  a  particular  spot,  then  I've  got  an  'A',  a  'B' 
and  now  a  'C  to  think  about." 

The  bottom  line  is  that  the  RIGHT  hand  should 
always  cross  over  the  left. 


BEEN  THERE  BEFORE? 
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Tips  from  the  Senior  TOUR 


By  Phil  Stambaugh  with  Bruce  Summerhays 

Utility  Woods  Might  Save  Your  Game 


Long  irons.  Most  average  players  struggle  to  hit  them 
consistently,  and  have  even  greater  trouble  convincing 
themselves  to  seek  an  alternative  as  they  get  older. 
Clint  Eastw/ood's  famous  movie  line  about 
a  man  knowing  his  limitations  is  certainly 
true  when  it  comes  to  taking  one's  game 
from  the  practice  range  to  the  first  tee. 
A  senior  citizen  could  be  fooling  him- 
self if  he  thinks  he  can  hit  the  same 
shots  he  executed  in  days  gone  by. 

As  a  player  gradually  moves 
into  his  fifties  on  the  golf 
course,  his  body  might  have 
trouble  keeping  up  with  what 
his  mind  tells  him  to  do. 
Unless  he's  Jack  Nicklaus  or 
Tom  Weiskopf,  he  probably 
should  check  his  long  irons  and 
ego  at  the  door  of  the  clubhouse. 
It's  time  to  move  on  and  put  the 
utility  woods  in  the  bag. 


At  one  point  in  his  career,  a  player  might  have  been  able 
to  hit  a  high  sliot  and  get  the  ball  to  land  softly  on  the  green 
from  195  yards  with  a  3-iron.  But  because  he  isn't  aware  - 
or  won't  admit  -  his  muscles  aren't  as  supple  as  they  used 
to  be,  it  now  might  take  a  5-  or  7-wood  to  get  the  job  done. 

While  it  might  lack  the  sex  appeal  of  a  1-iron,  the  utility 
wood  provides  some  functionality  and  is  easy  to  hit  if  the 
proper  technique  is  used.  The  club  is  also  a  great  alternative 
to  trying  to  play  a  shot  from  heavy  rough,  a  nasty  fairway 
bunker  or  an  unforgiving  hardpan  with  a  shallow-faced 
ong  iron  that  has  little  margin  for  error.  Over  the 
course  of  his  rookie  season  last  year,  former  club 
professional  Bruce  Summerhays  gradually  became 
known  as  one  of  the  best  5-  and  7-wood  players  on  the 
circuit.  By  using  these  clubs  effectively,  he  finished  his 
initial  campaign  on  the  Senior  PGA  TOUR  with  more 
than  $700,000  in  official  earnings  and  was  among 
the  top  10  in  over  one-third  of  his  appearances. 
"Most  amateurs  think  powerwhQU  they  get  a 
wood  in  their  hand,"  Summerhays  says.  "Mentally,  the 
first  thing  an  average  amateur  needs  to  do  is  convince 
himself  to  let  the  loft  of  the  club  do  the  work  and 
concentrate  on  just  swinging  smoothly." 

When  using  a  utility  club,  Summerhays  also  empha- 
sizes the  importance  of  ball  position  -  situating  the  ball 
in  the  middle  of  the  stance  rather  than  near  the  left 
heel.  The  desired  path  of  the  club  is  a  steeper  down- 
swing and  a  more  descending  blow  into  the  ball. 
"With  the  ball  located  too  far  forward  in  the  stance 
and  opposite  the  left  heel,  a  player  will  swing  upward 
and  try  to  help  the  ball  into  the  air.  It  is  impossible 
for  him  to  consistently  use  the  loft  of  the  club 
properly,"  he  explains.  "Basically,  the  player 
should  have  the  same  thought  process 
that  he  does  with  a  short  iron  in  his 
hand:  play  the  ball  toward  the  middle 
of  his  stance  and  come  into  it  with 
a  sharp  downward  angle,  even  to 
the  point  of  actually  taking  a  divot," 
Summerhays  says. 

Trying  a  utility  club  in  place  of 
those  hard-to-hit  long  irons  might 
be  just  what  the  doctor  ordered  for 
many  frustrated  players.  Combine 
that  with  a  different  ball  position  and 
some  practice,  and  one  is  sure  to  see 
positive  results. 


Other  Luxuiy  Sedans  Negotia! 

This  One  Seizes  It! 


rhe  Road. 


V-8  Powered  Lincoln  Continental 
With  Road-Calibrated  Suspension 

Throw  a  twisty  mountain  road  or  a  teeth-rattling 
stretch  of  potholes  at  a  lot  of  luxury  sedans  and  they 
just  passively  accept  the  situation.  Present  the  same 
to  a  Lincoln  Continental,  however,  and  it  rolls  up  its 
sleeves  and  goes  to  work. 

Sensors  in  Continental's  exclusive  Road-Calibrated 
Suspension  "read"  the  driving  conditions,  then  relay 


that  information  to  powerful  microprocessors.  They, 
in  turn,  change  Continental's  shock-absorber  damping 
between  normal  and  firm  to  provide  better  handling 
to  match  the  situation.  It 
all  happens  faster  than  the 
blink  of  an  eye. 

The  Road-Calibrated 
Suspension  is  a  perfect 
complement  to  Continental's 
InTech  '  System,  a  technological 
showcase  that  includes  a 
responsive  32-valve,  260-horse- 
power  V-8  engine. 

But  even  though 
Continental  exhibits  an  almost 
sports-car-like  approach  to 
the  road,  it  is  still  first  and 
toremost  a  luxury  car.  Its 
spacious  cabin  is  trimmed  in 
hand-finished  walnut.  The  supple  leather  of  its  seats 
was  selected  not  just  for  its  look  and  feel  but  also  for 
its  scent.  And  at  every  corner  there  are  impressive 
features  like  dramatic  virtual  image  instrumentation 
and  a  12-function  Memory  Profile  System. 

So  instead  of  just  negotiating  the  road,  why 
not  take  control  of  it?  In  a  Lincoln  Continental.  To 
learn  more,  call  i  800  446-8888  or,  for  information  via 
the  Internet, enter  http://www.Lincolnvehicles.com. 

LINCOLN 

W  hat    A    Luxury    Car    Should  Be 


You  never  practice.  He  never  practices. 
You  rarely  play.  He  rarely  plays.  He's  won 
PGA  events.  You  barely  break  90.  What  gives? 


Life  is  full  of  irony  -  especially  if  you 
golf  Consider  Bruce  Lietzke.  After  21  years 
as  a  pro,  you'd  expect  him  to  slow  down 
and  start  scoring  somewhere  in  your  neck 
of  the  woods. 

Well,  he  did  slow  down.  But  despite  his 
relaxed  pace,  Bruce  continues  to  score  low 
enough  to  make  younger  pros  shred  their 
scorecards  in  envy. 

"What's  the  deal?"  you  may  ask.  After 
all,  he  probably  practices  less  than  you  do. 
And  he  plays  just  a  few  events  each  year  in 
order  to  spend  more  time  with  his  family. 
Without  taking  anything  away  from  Bruce's  talent,  we  suggest  that  the  right 
clubs  can  help.  Like  the  oversize  855s  Golden  Scot  Irons  and  Metal  Woods  from 
Tonmiy  Armour.  With  a  progressive  offset  and  increased  sole  width,  they're 
more  forgiving  than  o'her  clubs.  And  the  oversize  sweet  spot  and  lighter 
graphite  shaft  will  help  you  achieve  maximum  distance,  even  though  your 
backswing  may  be  a  little  shorter. 

At  Tommy  Armour,  we  believe  experience  -  and  the  right  clubs 
-  truly  can  lead  to  better  scores.  And  that's  what  golf  is 
really  about  -  improving  your  score. 

So  even  it  you  don't  have  Bruce's  skills,  you  can  still 
play  better  golf.  Just  pick  up  a  set  of  Golden  Scots.  After 
all,  if  he  isn't  spending  every  available  moment  on  the 
driving  range,  why  should  you? 

For  more  information,  call  1-S00-468-726S  or  visit  our 
Wr)rld  Wide  Web  site  at  http://www.tommyarmour.com. 


Oversize  Golden  Scot 
6555  Irons  G  Woods 


TAKL  YOUK  C  A  M  L  TO  THE  NEXT  LEVEL 


overnment 


BRAVE  NET 
WORLD: 

Varney 
believes  that 
"the  laws  on 
the  books 
should  exist 
in  cyber- 
space, too" 


ULATORS 


OW  DO  YOU  POLICE 
YBERSPACE? 

)  FTC's  Varney  wants  Net  folk  to  help  write  the  rulebook 


|o  the  dismay  of  seasoned  net  smf- 
ers,  government  arrived  in  fi'ee- 
wheeling  cybei"space  last  year  with 
a  heavy  hand.  Congi-ess  proposed 
il  anyone  sending  smut  onhne.  A 
■al  judge  ruled  against  Pi-odigy  Ser- 
;  Inc.  for  libel.  And  abroad,  Ger- 
authoiities  ban-ed  CompuSei-ve  Inc. 
offering  sites  containing  pornog- 
y.  Internet  pioneers  were  outraged 
le  intiiisions. 

it  as  cyberspace  increasingly  be- 
;s  a  medium  of  social  transaction 
commerce,  government  efforts  to 
late  it  are  sure  to  increase.  Enter 
stine  A.  Varney,  40,  the  youngest 
iber  of  the  Federal  Ti-ade  Com- 
ion.  Her  mission:  To  become  the 
U.  S.  Cyber-Marshall,  protecting 


consumers  buying  products  and  ser- 
vices online  against  fraud,  deceptive 
ads,  and  privacy  violations.  "The  laws 
on  the  books  should  e.xist  in  cyber- 
space, too,"  she  says. 

Varney,  a  Clinton  appointee  who 
joined  the  ftc  in  October,  1994,  insists 
she  isn't  about  to  strangle  the  burgeon- 
ing technology  with  loiles.  "As  a  New 
Democrat,  I  believe  we  don't  know 
nearly  enough  to  regulate  now,"  she 
says.  That's  why  she  endorses  industry 
self-policing  as  a  fu-st  step.  In  Septem- 
ber, she  inaugin-ated  the  ftc's  Privacy 
Initiative,  inviting  consumers,  online  ser- 
vice companies,  advertisers,  and  others 
to  propose  voluntary  industry  guide- 
lines to  protect  the  privacv  of  Internet 

USCl'S         Spl'lIlL!.    In  UCt  thi'  (halniJlU'  L'D- 


ing,  the  ftc  has  es- 
tablished a  Web  site, 
which  has  logged  al- 
most 200  comments 
so  far. 

Cyber-snooping  is 
not  big  business  yet. 
But  with  electronic 
marketing  expected 
to  take  off  this  year, 
Varney  is  heeding 
predictions  that  con- 
sumers will  clamor 
for  more  safeguards 
against  marketers  culling  personal  data 
from  their  virtual  communications.  In 
the  meantime,  the  former  partner  at 
the  Washington  law  fti'm  of  Hogan  & 
Hai"tson  has  spurred  ftc  probes  into 
alleged  fraud  and  misleading  advertising 
in  cyberspace.  Several  cases — including 
actions  against  advertising  in  the  guise 
of  anonymous  online  testimonials — will 
be  unveiled  this  spring. 

Varney  is  no  stranger  to  the  Brave 
Net  World.  As  foi-mer  Cabinet  Secre- 
tary for  the  Clinton  White  House,  her 
job  was  to  monitor  and  cooi'dinate  com- 
munications among  the  Administration's 
agency  chiefs.  But  the  longtime  cyber- 
surfer  was  shocked  that  her  wards 
didn't  have  E-mail  and  pushed  to  get 
them  wired. 

UNLIKELY  ALLIES.  Now  her  go-slow  atti- 
tude on  regulation  worries  privacy 
rights  advocates.  The  ftc  has  "adopted 
a  see-no-evil,  heai-no-evil  strategy,"  com- 
plains Mark  Rotenberg,  director  of  the 
Electronic  Privacy  Information  Center. 
"Because  the  ftc  is  not  prepared  to 
protect  privacy,  there  will  be  tremen- 
dous waffling"  in  the  industry. 

But  Varney  has  support  from  some 
unlikely  allies,  who  share  her  fear  that 
tight  regulation  of  the  Net  may  be  pre- 
mature. "You  don't  want  to  regulate 
tliis  new  frontier  to  death  before  giving 
it  a  chance  to  hve  and  flourish,"  says 
Richard  F.  O'Donnell,  spokesman  for 
the  Progi'ess  &  Freedom  Foundation, 
a  conservative  think  tank  allied  with 
House  Speaker  Newt  Gingrich.  And 
many  in  the  Net  avant  garde  agree. 
"We're  in  the  age  of  the  Stanley  Steam- 
i'V  tr\nm'  tn  timii't'  out  liow  l-'X>  is  v:tnnv: 


IRNEY'S  AGENDA 


Commissioner  Chrisline  Varney  will  lead  the  Federal  Trade  Commission's  search 
for  ways  to  protect  consumers  from  abuses  in  cyberspace. 


AUD  Law-enforcement  authorities 
tracking  down  fraudsters  hawking 
lir  wares  online.  In  1995,  the  FTC 
id  a  credit  repair  shop,  and  state 
;ulators  pursued  everything  from 
amid  schemes  to  miracle  cures. 


MISLEADING  ADVERTISEMENTS 

The  FTC  is  investigating  deceptive 
ads  in  cyberspace — such  as  product 
endorsements  by  company  represen- 
tatives offered  anonymously  in  casual 
chat-room  talk. 


PRIVACY  The  FTC  supports  a  self- 
policing  mechanism  against  viola- 
tions of  customers'  privacy.  It  wants 
consumers  to  decide  whether  infor- 
mation gleaned  from  their  E-mail  and 
Web  visits  is  disclosed  to  marketers. 
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It  prints 


It  copies 


(It  does  not,  unfortunately,  monitor  taste.) 


Introducing  the  first  color  printer-copier.  The  HP  CopyJet 


Look  at  the  vivid  color.  Look  at  the  flawless 
reproduction.  Don't  look  at  the  hat.  Wliat's 
important  is  that  the  new  CopyJet  gives  you 
the  quality  you'd  expect  from  an  HP  color 
printer,  and  it  has  the  full  functionality  of 
A  OPv*  ^  color  copier  Besides  the 
Lu^.kJ tJ  departmental  convenience, 

•Estimated  U  S  retail  puce  Actual  price  may  vary  f  With  Adobe  PostScript  ^  Adobe  PostScript  is  a  trademark  of  Adobe  Systems  Incorporated   PE 12584 


the  CojjyJet  is  easy  to  operate  and  uses  p 
paper  If  the  whole  department  needs  C( 
printing  and  copying,  there's  the  netwo 
ready  HP  CopyJet  M  ,  for  *3199.  That's] 
a  fraction  of  the  money  you  won't  have 
spend  for  color  copies.  Wl\ich  will  make 
look  good,  no  matter  what  you're  wear' 


EWLEl 


Government 


to  work  in  50  years,"  says  D.  C.  attor- 
ney Ronald  Plesser. 

While  Varney  believes  the  ftc  can 
police  online  fraud  and  deceptive  ads 
through  traditional  enforcement,  she 
thinks  protecting  privacy  will  create  the 
greatest  challenge  for  regulators  be- 
cause fast-changing  technology  presents 
totally  new  ways  for  business  to  ob- 
serve consumers'  habits.  For  example, 
marketers  may  soon  be  able  to  track 
someone's  "clickstream" — the  areas  in 
cyberspace  that  a  consumer  clicks  on 
to  with  a  mouse,  includ- 
ing all  Web  sites  visited, 
pages  accessed,  and  time 
spent   per   page.  That 
could  provide  a  stai'kly  re- 
vealing glimpse   of  an 
Internet  user.  Given  such 
possibilities,  "we  do  need        Opt  OUt  Of 
to  exercise  some  seli-con- 
trol,"  says  Roland  J.  Shar- 
ette,  vice-president  at  J. 
Walter  Thompson  USA  in 
Detroit,  which  represents 
onUne  advertisers  includ- 
ing Ford  Motor,  Motoro- 
la, and  Kodak. 

For  now,  electronic  pri- 
yacy  concerns  center  on  tranSaCtiORS- 
the  sale  of  E-mail  ad- 
dresses   to  marketers 
interested  in  sending  so- 
licitations via  the  Net. 
A  handful  of  mailing-list 
brokers   have  recently 
launched  E-mail  businesses.  Altoona 
(Pa.)-based  net.net  advertising  inc.,  for 
example,  is  about  to  rent  a  list  of  1  mil- 
lion E-mail  addi'esses  collected  from  the 
Net  to  four  large  coiporations,  including 
Shell  Oil  Co.  Net.net  is  clipping  the  list 
into  100  interest  categories — including 
sports,  arts,  and  investments.  But  the 
company  claims  to  protect  privacy  by 
allowing  consumers  to  opt  out  of  the 
mailing  list — similar  to  a  database  main- 
tained by  the  Direct  Marketing  Assn. 
that  allows  consumers  to  avoid  receiving 
snail-mail  solicitations. 
PRIVACY  EDGE.  Cyber-marketers  recog- 
nize that  such  protections  might  lure 
more  consumers  into  electronic  trans- 
actions— fi'om  shopping  to  banking.  "If 
you  don't  respect  privacy,  the  industry 
is  not  going  to  grow,"  says  William  J. 
Tobin,  president  of  Oakton  (Va.)-based 
PC  Flowers  &  Gifts  Inc.,  a  pioneering 
online  marketer.  And  guaranteeing  pri- 
vacy may  give  one  online  semce  provid- 
er an  edge  over  others.  "Consimiers  are 
stalling  to  shop  ai'oimd,"  notes  Bill  Bur- 
rington,  assistant  general  counsel  at 
America  Onhne  Inc.  in  Vienna,  Va. 

Still,  online  service  companies  are  un- 


Marketers 
recognize  that 
allowing  users 


E-mailing  lists 
might  lure  more 
of  them  into 
electronic 


from  shopping 
to  banking 


likely  to  give  up  the  revenues  they're 
getting  from  selling  infonnation  about 
their  subscribers  to  marketers,  aol  and 
CompuServe  sell  such  data,  and  Prodigy 
will  send  messages  to  targeted  subscrib- 
ers on  behalf  of  advertisers. 

But  the  industry  realizes  it  has  to 
come  up  with  its  own  rules  of  the 
road — at  least  to  stave  off  burgeoning 
attempts  by  the  states  to  regulate  on- 
line privacy.  The  online  service  compa- 
nies successfully  scuttled  a  proposal  in- 
troduced in  Maryland  last  fall  requiring 
them  to  give  subscribers 
the  opportunity  at  least 
every  year  to  opt  out 
of  receiving  unsolicited 
E-mail.  Now,  a  Minneso- 
ta lawmaker  is  contem- 
plating introducing  a  mea- 
sure prohibiting  online 
service  providers  from 
giving  out  personal  infor- 
mation about  their  users 
without  their  consent. 

The  industry  has  just 
begun  to  devise  minimum 
privacy  standards  under 
the  auspices  of  the  Inter- 
active Services  Assn. — 
wliich  may  offer  on-screen 
options  for  consumers  to 
click  on  to  bar  the  use  of 
personal  data.  But  some 
businesses  balk  at  rules 
they  say  would  put  them 
at  a  disadvantage  to  other 
industries.  For  example,  if  E-mailing 
your  personal  shopper  at  Nordstrom's 
entails  lots  of  time-consuming  questions 
aimed  at  securing  consumer  consent  on 
private  information,  you  might  simply 
use  the  telephone.  "Erecting  huge  num- 
bers of  roadblocks  becomes  burdensome 
for  E-mail-based  transactions,"  says 
William  R.  Moroney,  president  of  Multi- 
media Telecommunications  Assn.,  which 
represents  phone  and  computer  tech- 
nology companies. 

An  even  gi-eater  challenge  is  the  glo- 
bal nature  of  the  technology.  "We  could 
run  our  company  off  a  sailboat  in  the 
middle  of  the  ocean,"  says  PhiUp  E.  De- 
vonis,  net.net's  president.  "I  don't  know 
how  you  could  police  it." 

Even  Varney  admits  that  her  initial 
moves  at  cyber-regailation  are  just  the 
beginning  of  a  long  process.  "I  don't 
think  self-regulation  ultimately  will  pro- 
vide all  the  answers,"  she  says,  envi- 
sioning a  time  when  the  government 
may  have  to  adopt  more  aggressive 
rules.  "But  it's  a  good  start."  Varney 
only  hopes  that  in  the  end,  both  technol- 
ogy and  consumers  win. 

By  Catherine  Yang  in  Washington 


To  find  out  how 
the  HP  CopyJet 

can  pay  for 
itself  in  a  year, 
call  1-800-761-8999 
Ext.  113a 


Call  now  or  contact  us  at 
http://www.hp.  coni/info/1 133 
and  we  will  send  you  print 
samples  den\onstratmg  the 
incredible  color  reproduction 
of  the  HP  CopyJet.  We  will 
also  be  glad  to  include  a 
detailed  product  brief 
explaining  our  Inkjet  tech- 
nology with  precision  digital 
color  imaging.  Find  out 
about  the  HP  CopyJet  and 
start  saving  money  on  color 
printing  and  copying  today. 
A  year  from  now  you'll  be 
happy  you  did. 
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ecial  Report 


FHE  BEST 

mUTUAL 

FUNDS 

11  you  need  to  know  to  pick 
le  ones  that  fit  your  needs 

■  fter  a  year  like  1995,  who's  going  to  complain?  Diver- 

■  sified  equity  mutual  funds,  the  meat  and  potatoes  of 
A  most  investors'  portfolios,  earned  an  avei'age  return 
"of  32.1%,  including  dividends  and  capital  gains.  Think 
LU"  funds'  managers  are  so  smart?  Think  again.  The  Stan- 
rd  &  Poor's  500-stock  index  recorded  a  smasliing  37.5%  re- 
•n,  and  it  beat  more  than  80%  of  the  mutual-fimd  managers, 
en  with  its  stock-picking  smarts  and  trading  prowess,  the 
i.7  billion  Hdci-lity  Magellan  Fund  came  close  but  could  not 
at  the  market. 

Maybe  you  made  ;i  lot  of  money,  but  perhaps  you  could 
ve  made  more  in  another  fimd.  Or  perhaps  you  could  have 
d  a  fund  that  earned  as  much  without  taking  as  much 
k.  Last  year,  lisk-taking  ]3aiil  off,  but  the  returns  earned  in 
35  were  a  once-in-two-decades  occurrence.  And  investors 
itinue  to  throw  money  at  funds — an  estimated  record  $16 
lion  in  the  fii'st  three  weeks  of  1996,  says  Robert  Adler  of 
IG  Data  Services,  which  tracks  flows  to  fimds.  But  this 
ar,  returns  will  likely  be  tempered  and  the  market  not  so 
■giving  to  those  who  misjudge  their  risks. 
LONG  VIEW.  That's  why  you  need  the  business  week  Mu- 
il  Fund  Scoreboard.  It's  a  feast  of  infomiation  on  885  equity 
ids  that's  an  indispensable  tool  for  mutual-fimd  investors  in 
tnitoring  the  funds  they  own  or  searchii  ii:  for  the  funds 
;'y  need  to  build  their  investment  progi'ams.  Want  some 
ggestions?  We've  asked  four  investment  advisers  who  spe- 
Jize  in  mutual  funds  to  design  poilfolios  that  fit  the  Idnd  of 
cuicial  goals  you  must  meet  (page  104). 
The  Scoreboai'd  includes  what  you  need  to  know  about  a 
id's  peifomiance,  fees,  and  expenses.  We  examine  returns 
rned  over  the  past  three-,  five-,  and  10-year  periods,  both 
fore  and  after  taxes.  After  all,  it's  not  what  you  make  but 
.■•it  you  keep  that  counts.  We  peei'  inside  the  portfolio  to  see 


what's  beliind  the  numbers.  We 
look  at  "turnover,"  or  how  fi'e- 
quently  the  fund  trades, 
"style,"  the  kinds  of  stocks  it 
invests  in,  and  its  largest  hold- 
ing. We  also  categorize  the 
fund's  risk  from  "very  high" 
down  to  "very  low." 

The  Scoreboard  takes  risk 
seriously.  It's  what  sets  the 
BUSINESS  WEEK  ratings  apart 
from  most  others.  At  BW,  it's 
not  enough  to  get  the  highest 
returns:  A  fimd  has  to  get  the 
highest  returns  after  adjusting 
for  the  nsk  its  managers  took 
with  your  money.  And  we 
don't  award  ratings  to  hot  pei 
formers  that  burst  on  the 
scene  in  the  past  year  or  so. 

We  rate  a  fund  only  after  it  has  built  a  five-year  track  record, 
long  enough  to  see  how  the  fund  perfoi'ms  in  a  variety  of 
market  conditions. 

We  know  you've  been  taking  on  a  lot  more  risk.  During 
1995,  some  60%  of  the  estimated  $120  billion  that  pom'ed  into 
equity  funds  went  to  the  riskiest  categories  of  funds,  such  as 
gi'owth,  maximum  growth,  small-company,  and  specialty  fimds, 
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j^The  Top  Performers 

These  equity  mutual  funds  have  earned  three  upward- 
pointing  arrows  in  the  BUSINESS  WEEK  Mutual  Fund  Score- 
board. To  get  this  rating,  they  needed  to  deliver  superior  risk- 
adjusted  total  returns  over  the  last  five  years. 


FUND                                        AVERAGE  ANNUA  L 

INVESTMENT 

RISK 

TOTAL  RETURN* 

OBJECTIVE 

ALLIANCE  GROWTH  B 

23.8% 

Growth 

Average 

BABSON  ENTERPRISE 

19.8 

Small  company 

Low 

BERWYN  INCOME 

16.1 

Asset  allocation 

Very  low 

CRABBE  HUSON  EQUITY 

20.6 

Growth 

Low 

EXCELSIOR  INCOME  &  GROWTH 

17.7 

Growth/income 

Very  low 

FAM  VALUE 

18.8 

Small  company 

Low 

FIDELITY  ADVISOR  GROWTH  OPPORTUN.  A 

22.4 

Growth 

Low 

FIDELin  CONTRAFUND 

24.1 

Growth 

Average 

FIDELITY  DESTINY  1 

23.7 

Growth 

Low 

FIDELITY  DESTINY  II 

0  ^  1 
24.1 

Growth 

Average 

FIDELITY  EQUITY-INCOME  II 

22.0 

Equity-income 

Low 

FIDELin  GROWTH  &  INCOME 

21.2 

Growth/income 

Low 

FIDELin  LOW-PRICED  STOCK 

24.3 

Small  company 

Low 

FIDELITY  SELECT  HOME  FINANCE 

39.1 

Financial 

Average 

FIDELITY  SELECT  REGIONAL  BANKS 

1 0  1 

32.1 

Financial 

Average 

FIDELin  VALUE 

20.8 

Growth 

Low 

FRANKLIN  BALANCE  SHEET  INVESTMENT 

22.3 

Small  company 

Very  low 

FRANKLIN  INCOME  1 

17.6 

Balanced 

Very  low 

HANCOCK  REGIONAL  BANK  B 

33.8 

Financial 

Low 

HEARTLAND  VALUE 

27.8 

Small  company 

Low 

IDS  DIVERSIFIED  EQUITY-INCOME  A 

16.8 

Equity-income 

Very  low 

INCOME  FUND  OF  AMERICA 

14.7 

Asset  allocation 

Very  low 

INVESCO  STRATEGIC  FINANCIAL  SERVICES 

28.0 

Financial 

Average 

INVESCO  TOTAL  RETURN 

15.3 

Asset  allocation 

Very  low 

LIBERTY  EQUITY-INCOME  A 

19.3 

Equity-income 

Very  low 

LINDNER  DIVIDEND 

15.8 

Balanced 

Very  low 

LONGLEAF  PARTNERS 

23.3 

Growth 

Low 

MERGER 

12.1 

Growth 

Very  low 

MERRILL  LYNCH  GLOBAL  ALLOCATION  B 

15.2 

Multi-asset  global 

Very  low 

MUTUAL  BEACON 

18.8 

Growth/income 

Very  low 

MUTUAL  QUALIFIED 

19.5 

Growth/income 

Very  low 

MUTUAL  SHARES 

19.1 

Growth/income 

Very  low 

OPPENHEIMER  MAIN  ST.  INCOME  &  GROWTH  A 

30.6 

Growth/income 

Average 

OPPENHEIMER  QUEST  OPPORTUNITY  VALUE  A 

23.5 

Asset  allocation 

Low 

PIONEER  CAPITAL  GROWTH  A 

25.4 

Small  company 

Low 

PIONEER  EQUtn-INCOME  A 

17.6 

Equity-income 

Very  low 

T.  ROWE  PRICE  CAPITAL  APPRECIATION 

14.4 

Growth/income 

Very  low 

T.  ROWE  PRICE  EQUITY-INCOME 

18.0 

Equity-income 

Very  low 

T.  ROWE  PRICE  SMALL-CAP  VALUE 

20.6 

Small  company 

Very  low 

T.  ROWE  PRICE  SPECTRUM  INCOME 

11.2 

Asset  allocation 

Very  low 

SELIGMAN  INCOME  A 

15.1 

Asset  allocation 

Very  low 

SKYLINE  SPECIAL  EQUITIES 

23.7 

Small  company 

Average 

SMITH  BARNEY  PREMIUM  TOTAL  RETURN  B 

15.1 

Equity-income 

Very  low 

SOGEN  INTERNATIONAL 

13.8 

Multi-asset  global 

Very  low 

STEINROE  CAPITAL  OPPORTUNITIES 

26.2 

Maximum  growth 

Average 

STRONG  COMMON  STOCK 

25.6 

Small  company 

Average 

THIRD  AVENUE  VALUE 

21.2 

Growth 

Low 

WINTHROP  FOCUS  AGGRESSIVE  GROWTH 

21.0 

Maximum  grovrth 

Low 

1991-95,  pretax  return,  includes  appreciation  plus  reinuestment  of  dividends  and  capita! 
DATA:  MORNINGSTAR  INC. 


IRREN 
»ELLE 

'he  bulk  of  our 
nd  is  small- 
p,  but  it's  not 
r  mandate.  We 
where  we  can 
ike  money" 

:ording  to  Avi  Nachmany  of  Strategic  Insight,  a  mutual- 
id  consulting  finn.  In  1994,  the  riskiest  funds  took  just  one- 
rd  of  the  money,  and  in  1993,  only  one-quaiter.  The  reasons 
•  the  shift?  Perhaps  investors  ai-e  lengthening  then*  hoiTzons, 
ilizing  that  more  short-term  volatility  could  mean  better 
ig-term  results.  The  other  reason,  says  Nachmany,  is  sim- 
;r:  "Money  flows  to  the  best  performers,  and  that's  where 


the   performance   has  been." 

This  year,  48  funds  earned 
three  upward-pointing  arrows, 
the  highest  rating  for  the  period 
1991  through  1995  (table).  The 
ratings  and  all  Scoreboard  data 
are  prepared  for  business  week 
by  Morningstar  Inc.,  the  fund 
ratings  company.  The  top-rated 
funds  span  the  investment  spec- 
trum from  the  T.  Rowe  Price 
Spectrum  Income  Fund,  an  as- 
set allocation  fund  with  an  11.2%- 
a-year  average  annual  return,  to 
Fidelity  Select  Home  Finance,  a 
.  specialty  fund  concentrating  on 
savings-and-loan  stocks  with  a 
39.1%-a-year  average  annual  re- 
turn. It's  a  varied  lot;  it  includes 
eight  funds  specializing  in  small 
companies  and  two  ma.ximum- 
gi'owth  funds,  those  empowered 
to  take  the  biggest  risks.  What 
they  all  have  in  common  is  that 
they  give  then-  shareholders  the 
most  I'eward  for  the  amount  of 
risk  taken. 

HAT  TRICK.  The  list  includes  17 
holdovers  from  last  year,  and 
several  have  been  on  the  list  fi"e- 
quently  in  the  past — including 
Heartland  Value,  Lindner  Divi- 
dend, and  SoGen  International. 
It  also  includes  repeaters  such 
as  Mutual  Beacon,  Mutual  Quali- 
fied, and  Mutual  Shares,  all  iim 
by  the  same  portfolio  manager, 
Michael  F.  Price.  Price's  fimd  are 
uniciue,  investing  in  bankrupt- 
cies, corporate  reorganizations, 
and  private  placements  and 
mergers — and  there  is  some 
question  about  then-  futm'e.  Last 
week,  BUSINESS  week  reported 
that  Price  is  trying  to  sell  the 
fluids'  management  company  to 
pursue  investments  on  his  own 
(BW^an.  29). 

Price  isn't  the  only  mutual- 
fimd  manager  to  pull  off  a  hat 
ti'ick.  Fidelity's  George  A.  Van- 
derheiden  has  three  fimds  with 
tlii'ee  up-arrows,  all  for  the  fu'st 
time:  Fidelity  Advisor  Growth 
Opportunities  A,  Fidelity  Des- 
tiny I,  and  Fidelity  Destiny  II. 
Tapping  Vanderheiden's  exper- 
tise isn't  cheaiD — the  two  Destiny 
funds  carry  stiff  8.24%  loads, 
among  the  highest  of  all  funds 
in  the  Scoreboaixl — and  that's  not 
all.  The  two  funds  are  sold  as 
installment  plans,  which  obligate  investors  to  make  monthly 
payments  of  $50  to  $10,000  for  a  10-  or  15-year  period.  The 
cost  for  dropping  out  early  can  be  stiff.  In  the  first  year,  half 
the  monthly  investment  goes  to  paying  a  sales  charge.  Van- 
derheiden's Advisor  fimd,  a  part  of  the  Fidelity  family  that's 
sold  by  brokers  and  financial  planners,  carries  a  3.5%  load. 
If  you're  worried  about  the  high  level  of  the  stock  market 


BUSINESS  Vi/EEK  /  FEBRUARY  5,  1995  101 


Special  Report 


and  the  high  prices  of  many  stocks,  you  will  like  the  thfee-up- 
aiTow  funds.  All  have  average  or  less-than-average  risk  pro- 
flies.  Of  them,  36  practice  a  "value"  investment  style:  They 
buy  stocks  with  below-average  price-to-eamings  and  price-to- 
book  ratios,  as  op- 
posed to  "growth" 
stocks,  which  have 
higher  growth  rates 
but  higher  p-e  and  i>b  ratios.  John  Rekenthaler,  publisher  of 
Moniivgstnr  Mutual  FiDids,  thinks  the  value-dominated  list 
is  particularly  well-timed.  "After  last  year's  strong  perfor- 
mance fi'om  the  gi'owth  side,"  he  says,  "this  could  be  the  yeai' 
for  value  stocks."  Eleven  funds  are  blends  of  value  and 
gi'owth,  and  only  one,  SteinRoe  Capital  Opportunities  Fund, 
has  a  pure  gi'owth  portfolio.  The  fund  caught  the  crest  of  the 
growth-stock  wave  in  1995,  racking  up  a  50.8%  return. 

Although  she  works  in  a  highflying  sector  of  the  market, 
Gloria  J.  Santella,  SteinRoe  Cap's  portfolio  manager,  strives  to 
keep  risk  under  control.  She  put  a  lid  on  technology  stocks 
when  they  liit  25%  of  the  portfolio,  wliile 
many  of  her  competitors  increased  their  GLORIA  SANTELLA 
allocations  to  technology.  "That  hurt  us  Slic  put  <t  lid  on 
early  in  the  year,  when  tech  did  so  well,  tecliiiologi/ 
but  it  certainly  paid  off  in  the  fourth  hol<liii{/it  ivlini 
quarter,"  she  says.  She  maintains  a  fau-ly  the  if  hit  2'i%  of 
concentrated  portfolio,  just  48  stocks,  but  t)>o  (mrtfolio 


Although  international  funds  have  done  poorly  recently, 


argues  that  with  fewer  companies,  she  can  minimize  risk  by 
doing  more  thorough  research  on  each.  Once  she  finds  an  in- 
vestment she  likes,  Santella  gives  it  time.  Her  portfolio 
turnover  is  only  about  a  thiixl  that  of  her  peer  gi'ouj). 

Another  new  name  on  the  top  performers'  list  is  Oppen- 

{The  Largest  Funds  } 

Here's  how  the  business  week  Mutual  Fund  Scoreboard 
rates  the  largest  equity  funds 


FUND 

ASSETS 

BILLIONS 

BW      AVG.  AN'L 
RATING  TOTAL  RET* 

FIDELITY  MAGELLAN 

$53.7 

20.4% 

INVESTMENT  COMPANY  OF  AMERICA 

25.7 

AVG 

14.6 

WASHINGTON  MUTUAL  INVESTORS 

18.8 

16.7 

VANGUARD  INDEX  SOO 

17.4 

16.4 

FIDELITY  PURITAN 

15.6 

16.6 

FIDELITY  CONTRAFUND 

14.8 

24.1 

FIDELITY  GROWTH  &  INCOME 

14.8 

*  *  * 

21  2 

TWENTIETH  CENTURY  ULTRA  INV. 

14.6 

25.0 

INCOME  FUND  OF  AMERICA 

13.8 

14.7 

VANGUARD/WINDSOR 

13.6 

18.4 

VANGUARD/WELLINGTON 

12.7 

14.9 

JANUS 

12.5 

16.7 

FIDELITY  EQUITY-INCOME  II 

12.0 

22.0 

FIDELITY  ASSET  MANAGER 

11.2 

13.7 

VANGUARD  WINDSOR  II 

11.0 

17.6 

FIDELITY  ADVISOR  GR.  OPPORT.  A 

10.9 

22.4 

EUROPACinC  GROWTH 

10.9 

13.4 

FIDELITY  EQUITY-INCOME 

10.5 

18.9 

DEAN  WITTER  DIVIDEND  GROWTH 

9.4 

15.6 

NEW  PERSPECTIVE 

9.3 

15.0 

'  1991-95,  pretax  return,  includes  appreciation  plus  reinvestment  of  diuidends  and  capital  gams 
LEGEND:  (3  arrows  uo)  superior,  (2  arrows  up)  very  good,  (1  arrow  up)  above  average.  (1  arrow  down)  below 
average,  (2  arrows  down)  poor,  (3  arrows  down)  very  poor 

DATA:  MORNINGSTAR  INC, 


heimer  Quest  Opportunity  Value  Fund  A,  managed 
Richard  J.  Glasebrook.  Categorized  as  an  asset  allocat 
ftmd,  the  portfolio's  asset  mix — 87%  stocks,  12%  cash,  and 
bonds — looks  more  like  that  of  a  gi'owth  fund.  "I  can  m:j 
more  money  by  selecting  stocks  than  by  tiying  to  shift  assi 
around  to  take  advantage  of  small  moves  in  the  cap! 
markets,"  he  says.  "But  I  have  the  flexibility  to  presel 
capital  in  a  difficult  market."  I 
Glasebrook  also  invests  in  relatively  small  numbei)^ 
stocks,  usually  less  than  50 — "stocks  eveiybody  has  hetj 
of."  Two  of  his  largest  positions  are  McDonnell  DouiS 
Corp.,  a  stock  that  doubled  in  price  over  the  past  year  i 
now  makes  up  7.5%  of  the  fimd.  The  next-largest  jtMsi ; 
is  Intel  Corp.,  about  5%.  With  a  contrarian  bent,  <  ih  '. 
brook  was  busy  adding  to  his  Intel  stake  on  Jan.  ! 
when  a  bad  fomlh-quarter  profit  report  triggered  a  g\,i 
er  of  sell  orders.  "Intel's  aftertax  return  on  capita  l 
over  20%',"  he  says.  "And  its  competition  is  falling  furt< 
and  fiulher  behind." 

STRONG  IN  A  REBOUND?  The  willingness  to  swimj] 
stream  is  a  key  factor  behind  the  success  of  Pioneer 
ital  Growth  Fund  A.  Portfolio  Manager  Warren  J.I 
abelle  hunts  for  Wall  Street's  unloved  or  unnotK 
companies  and  selects  those  where  he  finds  the  most  ,2 
ue.  And  he  has  so  far  been  able  to  knock  out  doubled 
it  returns  every  one  of  the  past  five  years — inclua 
the  veiy  difficult  1994,  when  the  average  fund  lost  mcie 

Now,  Isabelle's  largest  holding  is  the  unloved  Toy"! 
Us  Inc.  In  a  small-company  fund?  "The  bulk  of  our  fuil  ; 
small-cap,  but  it's  not  our  mandate,"  says  Isabelle.  "  e 
go  where  we  can  make  money."  Isabelle  says  Toys  T)H 
to  revamp  its  foiTnat  to  put  more  emphasis  on  electrcic 
but  its  basic  problem  is  the  retail  sales  slump.  "But  pi  a 
survivor,"  he  says,  "and  in  a  rebound,  it  will  have  tm  p 
operating  and  pricing  leverage."  s 

What's  also  notable  about  the  top-perfbr-mers'  1:: 
what  it  doesn't  have — technology  funds  and  internatm  ^ 
funds.  Eight  tech  funds  made  the  list  for  the  1990-9p  if 
riod,  but  all  slipped  off  in  1995,  despite  the  44.5%  avijii  ,5, 
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retiu-n  ft-om  the  lech  funds.  The  funds  plunged 
in  the  fourth  quarter — along  with  the  rest  of 
the  tech  sector— and  that  lowered  their  risk- 
adjusted  scoi-es  enough  to  cost  them  their  top- 
notch  ratings.  The  tech  blow-off  also  took  a  toll 
on  the  Fidelity  fund  complex,  which  had  taken 
big  stakes  in  the  sector  and  started  to  sell 
them  off  in  the  latter  part  of  the  year.  In  the 
fu-st  nine  months  of  1995,  13  of  the  22  Fidelity 
growth-oriented  funds  in  the  Scoreboard  beat 
the  s&p;  by  year-end,  only  five  were  ahead  of 
the  index. 

No  portfolio  of  funds  is  complete  without  a 
dollop  of  international  fimds.  But  the  best  rat- 
ing you'll  find  on  a  non-U.  S.  fund  is  average, 
and  most  ai-e  below  average.  That's  because 
foreign  markets  have  woefuUy  undeiperfoi-med 
the  U.  S.  in  four  of  the  past  five  years.  From 
1991  through  1995,  international  fimds  lagged 
U.  S.  funds  by  nearly  seven  percentage  points. 
In  1995,  the  gap  was  even  wider,  nearly  23 
percentage  points.  Yet  there's  virtually  no  dif- 
ference between  U.  S.  and  international  funds 
over  the  past  35  years,  says  fund  expert  A. 
Michael  Lipper  of  Lipper  Analytical  Sei-vices 
Corp.  That  leads  him  to  believe  non-U.  S. 

ow  rate  them  a  buy 

funds  are  a  buy.  "The  gap  will  close,"  he  says, 
"if  not  in  1996,  then  in  1997."  Indeed,  some  in- 
vestors are  already  moving  their  money 
abroad,  amg's  Adler  says  about  20%  of  this 
year's  fund  cash  flow  is  going  into  non-U.  S. 
funds. 

In  BW's  Scoreboard,  the  best-rated  interna- 
tional fimds  ai'e  "world"  funds,  but  those  fimds 
combine  both  U.  S.  and  non-U.  S.  stocks.  They 
owe  their  stronger  performances  to  the  U.  S. 
portions  of  their  portfohos.  To  really  play  the 
rebound,  select  fi'om  the  foreign  fimds,  which 
explicitly  don't  contain  any  U.  S.  stocks. 
Among  the  better-rated  foreign  fimds  are  gam 
International,  Managers  International  Equity, 
and  the  Templeton  Foreign  Funds.  Lipper 
thinks  the  biggest  rebounds  will  come  in  the 
battered  emerging  markets  fimds,  particularly 
those  investing  in  Latin  America. 

As  you  tiuTi  to  the  Scoreboaixl,  note  some  of 
its  features: 

'Po)ifolio  manager.  You'll  see  a  head-and- 
shoulders  figiu-e  next  to  some  fimds.  If  the  figiu'e  is  filled,  the 
manager  has  been  on  the  job  10  years  or  more — a  plus  in  se- 
lecting a  fund.  If  the  figui'e  is  outlined,  there's  been  a  change 
in  the  past  12  months.  Take  note  of  Govett  Smaller  Compa- 
nies Fund  A,  which  got  a  new  manager  near  the  end  of  the 
year.  That  51.1%  average  annual  retui'n  for  the  last  three 
years  was  someone  else's  work. 

'Assets.  Rapid  asset  gTOwth  can  cool  a  fimd  manager's  hot 
hand.  During  1994,  Ci'abbe  Huson  Special  Fund  increased  its 
asset  base  more  than  tenfold.  In  1995,  assets  were  up  143%^ — 
and  the  fund  was  up  only  10.8%.  (Part  of  the  reason  for  the 
poor  performance  was  that  the  fimd  sold  tech  stocks  short 
well  before  they  started  to  fall.  That  bet  may  yet  pay  off'.) 

■  Expense  ratios.  The  average  expense  ratio  for  the  Score- 
board funds  is  1.28%.  It  hasn't  gone  up  in  the  past  few 
years,  nor  has  it  come  down,  which  it  should  have,  consider- 
ing the  funds  have  much  larger  asset  bases  over  which  to 


{The  Fund  Groups} 

The  best  stock  market  in  two  decades  led  to  bountiful  returns. 
Even  though  returns  were  high,  the  average  fund  could  not 
keep  up  with  the  S&P  500.  International  funds  were  sluggish, 
and  emerging  markets  funds  were  the  only  group  to  post  a 
negative  return  for  1995. 


FUND 
OBJECTIVE 

AVERAGE  ANNUAL  TOTAL  RETURN* 
1995     1993-95  1991-95  1986-95 

BEST  PERFORMER  IN  1995 

HEALTH  CARE 

47.3% 

15.7% 

18,3% 

19.6% 

Dean  Witter  Health  Sciences 

FINANCIAL 

45.7 

18,0 

29.5 

16.4 

Fidelity  Select  Home  Finance 

TECHNOLOGY 

44.5 

26.6 

28.4 

16,6 

Fidelity  Select  Electronics 

SPECIALTY 

37.6 

16.3 

19,9 

16.1 

Fidelity  Select  Air  Transport 

MAXIMUM  GROWTH 

34.5 

16.7 

22.1 

15,2 

SteinRoe  Cap,  Opportunities 

GROWTH 

32.5 

13.9 

17.3 

13,9 

Wasatch  Mid-Cap 

SMALL  COMPANY 

32.2 

15.7 

21,5 

14,4 

Govett  Smaller  Companies  A 

GROWTH/INCOME 

31,7 

13.8 

15.8 

13.0 

Washington  Mutual  Investors 

EQUITY-INCOME 

28,9 

13,2 

15.2 

11,7 

Vanguard  Equity-Income 

UTILITIES 

28.1 

10.3 

12.0 

11.8 

Strong  American  Utilities 

BALANCED 

25,4 

11.2 

13,4 

11.5 

AIM  Balanced  A 

NATURAL  RESOURCES  23.7 

14,2 

10.3 

9.2 

Fidelity  Sel.  Energy  Service 

ASSET  ALLOCATION 

23.4 

10,9 

13,3 

10,5 

Oppenheimer  Quest  Opp,  Val.  A 

COMMUNICATIONS 

18.6 

16.3 

21.5 

17.6 

Flag  Inv.  Telephone  Income  A 

MULTI-ASSET  GLOBAL  18  5 

10,8 

11.1 

11.3 

Robertson  Stephens  Contrarian 

EUROPE 

18.0 

15.9 

10.3 

9.4 

Dean  Witter  European  Growth 

WORLD 

15,3 

13,7 

12,3 

12,1 

AIM  Global  Agg,  Growth  A 

REAL  ESTATE 

9.3 

10.1 

14.5 

NA 

Cohen  &  Steers  Realty  Shares 

FOREIGN 

7.9 

14,1 

10.9 

12.6 

GAM  International  A 

PACIFIC 

3.3 

14.3 

10.0 

13.3 

Colonial  Newport  Tiger  T 

PRECIOUS  METALS 

1,4 

18.7 

6.3 

7,6 

United  Services  World  Gold 

EMERGING  MARKETS 

-5.1 

12,1 

10.8 

9.6 

Vanguard  Int.  Eq.  Emrg.  Mkts. 

US.  DIVERSIFIED  FUNDS  32  1 

14.3 

17.8 

13.7 

ALL  EQUITY  FUNDS 

26,9 

^4.2 

16,3 

13.3 

S&P  500 

37.5 

15,3 

16,6 

;  14.9 

*Pretax  return,  includes  appreciation  plus  reinuestmenf  of  tliuidends  and  capital  gams 

DATA:  MORNINGSTAR  INC 

spread  their  cost.  Note  that  some  of  the  worst-performing 
funds  have  among  the  highest  expense  ratios. 

'Pretax  and  aftertax  returns.  Aftertax  returns  assume  a 
31%  federal  tax  rate  on  income  and  short-tenn  gains,  and  28% 
on  long-teiTn  capital  gains.  The  difference  between  pretax  and 
aftertax  retm-ns  should  be  small  for  gTowth  funds,  but  gi-eater 
for  yield-oriented  fimds  such  as  balanced  and  equity-income 
fimds.  Yield-oriented  ftinds  may  not  be  atti-active  for  taxable 
accounts.  But  they  make  good  choices  for  tax-defeired  indi- 
vidual retirement  accounts  and  401(k)  plans. 

■  Style.  You  can't  rely  only  on  the  name  on  the  door,  or  the 
ftmd's  investment  objective  to  tell  you  how  it  invests.  Despite 
its  name,  the  Alger  Small  Capitalization  Fund  has  a  mid-cap 
portfolio,  accoi'ding  to  Morningstar's  analysis. 

Those  are  just  some  of  the  highlights.  Plenty  more  await 
you,  starting  on  page  110. 

By  Jeffrey  M.  Laderman  in  New  York 
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FOUR  EXPERTS 

GO  SHOPPING  FOR  YOU 


To  help  guide  the  perplexed,  here  are  model  portfolios  of  funds  for  all  sorts  of  investors 


Browsing  the  vast  range  of  mutual  funds  is  like  walking 
the  supermarket  aisles.  Some  of  the  items  are  fresh  and 
tasty,  some  old  and  stale;  some  are  bargains,  some  over- 
priced. And  even  if  you  select  great  food  at  good  prices, 
your  cart  may  not  contain  the  right  mix  of  ingi-edients  to 
make  a  well-balanced  meal. 

That's  why  business  week  asked  four  expert  "shoppers," 
investment  advisers  who  pick  mutual  funds  for  their  clients, 
to  go  shopping  for  you.  We  asked  our  experts  to  consti-uct 
portfohos  of  fimds  that  meet  one  of  the  kinds  of  investment 
challenges  you  may  face,  such  as  investing  for  a  child's  edu- 


cation or  finding  an  optimal  mix  for  your  401(k)  plan.  One  pro 
invests  a  six-figure  lump  sum  that's  tucked  away  for  retire- 
ment. Another  invests  for  a  new  retiree  who  wants  growth 
but  also  needs  to  generate  some  spending  money  now. 

This  isn't  a  contest  to  pick  1996's  best-performing  funds. 
Each  adviser  chooses  funds  not  on  forecasts  of  near-term 
returns,  but  because  of  acumen  in  such  investment  areas  as 
emerging-growth  companies  or  foreign  stocks. 

Sui'e,  over  the  next  year  some  of  these  funds  might  tiuii  in 
less  than  sparkling  results.  It's  rare  for  all  kinds  of  funds  to 
do  well  at  the  same  time.  These  portfolios  were  designed  with 

the  current  market 
C   ri       inj_-j_  T      conditions  in  mind  but 

J    HeadbtartOn     I     intended    to  fumn 

1 A CoUege  Fund  J"  JXr"  1 

cast  in  stone.  Advis- 
ers drop  funds  as 
their  clients'  needs 
change,  the  portfolio 
managers  leave,  funds 
switch  strategies — or 
just  plain  flop. 

Here  are  our  ad- 
visers' suggested  mu- 
tual-fund portfolios. 
■  COLLEGE  FUNDS. 
It's  the  most  daunt- 
ing financial  hurdle 
that  many  families 
will  face.  Many  have 
more  than  one  child, 
and  at  just  the  time 
the  parents  should 
start  socking  it  away, 
there  are  other  needs 
as  well.  That's  why 
a  college  plan  must 
make  aggressive  in- 
vestments even  if 
tliat  means  some  short-term  volatility. 

Take  the  case  of  a  three-year-old  whose  grandpai-ents  in- 
\  est  $10,000  in  her  name.  Investment  adviser  Debra  B.  Sil- 
versmith of  Sterling  Partners  in  Denver,  a  fee-only  advis-  , 


Head  Start  on  1 
A  College  Fund  J 

Investment  adviser 
DEBMsaffiRSMin  suggests  this 
portfolio  for  a  3-year-old 
whose  grandparents  put 
$10,000  in  her  name  to  get  a 
college  fund  going.  They're  all 

no-load  funds,  available 
through  the  big  discount  bro- 
kers or  directly  from  the  fund 
companies. 


FUND 

OAKMARK 

STRONG 
OPPORTUNITY 

PBHG  GROWTH 

BARON  ASSET 

WARBURG  PINCUS 


ALLOCATION 

20.0% 
15.0 

25.0 
15.0 
25.0 


INT'L  EQUITY  COMMON 


A  college  fund  for  a  3-year-old?  A  new  retiree  with  a  big 
lump  sum?  A  good  mix  for  an  employee's  401  (k)? 
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Let  The  Next 
Move  Be  Ours. 


To  Gain  True  Competitive 
Advantage  From  Your 
Computing  Investment... 


Competitive  advantage  means  making  the  mofit 
of  your  strategic  business  assets:  people,  data, 
and  computer  hardware.  It  means  eUminating 
the  obstacles  to  enterprise  information  delivery. 
And  it  means  empowering  everyone  in  your 
organization  with  facts  to  fuel  effective  decisions. 

SAS  Institute's  software  solutions,  backed  by  our 
exclusive  core  technologies,  provide  everything 
you  need  to  achieve  true  competitive  advantage. 

■  Enterprise  Infoniwtion  Systems  (EIS)... 
for  etisuriijg  that  key  decision  makers  have  fast, 
user-friendly  access  to  the  most  relevant  and 
up-to-date  business  information 

■  The  SAS  Data  Warehouse...  for  managing  and 
organizing  data  from  any  source,  and  then  exploiting 
that  data  ming  a  full  range  of  business  intelligence 
and  cmalytieal  tools 

■  Tlie  SAS  MidtiVendor  Architecture  "...for  sharing 
data  and  business  solutions  across  your  entire 
luirdivare  landscape — desktop  and  beyond 

We'd  like  to  hear  about  your  current  information 
needs.  Well  respond  with  a  software  solution  that  s 
customized  for  the  way  you  do  business. 


Call  nntf  for  your  free 
SAS  Institute  overvieii 
or  send  us  E-nuiil  at 
bwvsas.sas.com 


/M 


SAS  Institute 
Phone  919-677-8200 
E-mail:  bw@sas.sa.s.c<)in 
URL;  http://www.sas.coni/ 


We're  SAS  Institute, 
and  we'll  help  you 
leverage  technology 
to  meet  your 
business  goals. 


Software  for  Successful  Decision  Making 


SAS  is  a  registered  tratlemark  cif  SAS  Institute  Inc 
Copyrijiht  ©  1W6  by  SAS  Institute  Inc. 


rAll-Fidelity401(k)l 
1     Portfolio  J 

Adviser  JAMES  KRUZAN  counts  many 
General  Motors  managers  among 
his  clients,  and  many  of  them 
look  to  hun  for  help  in  choosing 
among  the  38  Fidelity  mutual 
funds  in  GM's  401(k)  plan.  This 
allocation  is  for  a  43-year-old  with 
$50,000  in  a  401  (k),  but  could  as 
easily  be  used  by  anyone  wanting 
an  all-Fidelity  line-up. 

FUND  ALLOCATION 

FIDELITY  GROWTH  CO.  10.0% 
(OR  FIDELITY  CONTRAFUND) 

FIDELITY  BLUE  CHIP  20.0 

FIDELITY  OTC  20.0 

FIDELITY  SMALL  CAP  20.0 

FIDELITY  CANADA  7.5 

FIDELITY  DIVERSIFIED 
INT'L  GROWTH  7.5 

FIDELITY  EUROPE  7.5 

FIDELITY  PACIFIC  BASIN  7.5 


er  who  uses  the  fimds  in  the  Schwab  OneSoiu'ce  network,  rec- 
ommends a  portfolio  weighted  toward  funds  emphasizing 
small  and  midsize  companies  whose  growth  prospects  are 
higher  than  those  of  companies  in  the  Standard  &  Poor's 

500.  "Over  time,  the 
higher  growth  rates 
should  lead  to  gi'eater 
fund  performance," 
she  says. 

That's  tine,  as  long  as  you  select  funds  whose  managers 
are  skilled  at  playing  the  growth-stock  game.  As  the  accom- 
panying table  shows,  for  the  40%  of  the  poitfolio  dedicated  to 
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smaller-company  stocks,  she  chooses 
Baron  Asset  and  pbhg  Growth  funds. 
Baron,  which  has  outperformed  its  ri- 
vals for  nearly  10  years,  is  light  on 
technology  stocks,  pbhg  Growth,  un- 
known until  a  few  years  ago,  carries  a 
heavy  complement  of  tech  stocks — and 
is  nm  by  a  veteran  growth-stock  man- 
ager. Silversmith  would  prefer  to  have 
a  more  equal  weighting  between  the 
two  funds,  but  pbh(;  Growth  has  a 
$2,500  minimum  initial  investment.  "It's 
a  good  time  to  buy  it,"  she  says,  noting 
that  because  of  the  tech  sell-off,  it's 
down  7%  this  year.  For  midsize  com- 
panies, Silversmith  selects  the  Oak- 
mark  and  Strong  Opportunity  funds. 
Looking  abroad,  she  chooses  Warburg 
■  J  ^  '  Pincus  International  Ecjuity  Fund 
^/  \,.  %.  Common  Shares,  "a  good  mix  of  de- 
veloped and  emerging-market  stocks." 
Adds  Silversmith,  "If  you  were  going 
to  buy  one  foreign  fund,  this  is  it." 

Silveremith  tliinks  this  portfolio  could 
earn  an  average  annual  return  of  14%. 
If  she's  right — and  that's  an  ambitious 
goal — the  $10,000  will  grow  to  more 
than  $70,000  when  this  preschooler  tmiis 
college  li'eshman.  Piivat^'  college  alre;uly 
costs  $27,000  a  yeai;  so  good  fimd  choic- 
es are  not  enough — her  parents  will 
need  to  add  money  over  the  years. 
■  FUNDS  FOR  A  40l(k).  Employees  of- 
ten fi'eeze  when  asked  to  choose  ft-om  five  or  six  investment 
options  in  their  companies'  401(k)  plans.  So  consider  the 
plight  of  the  General  Motors  Coip.  employees,  who  can  select 
from  among  38  Fidelity  mutual  funds.  That's  where  adviser 
James  B.  Kinzan  of  Investment  Management  &  Reseai'ch  Inc. 
in  Clarkston,  Mich.,  spotted  an  opportunity.  He  has  advised 
some  400  GM  employees  on  fund  selection  for  their  401(k)s. 

Take,  for  instance,  a  4;3-year-okl  executive  who  has  amassed 
$50,000  in  his  401(k)  but  has  it  mvested  in  low-retmTi  fixed-in- 
come fimds.  He'd  like  to  have  an  equity  portfoho  but  hasn't  a 
clue  which  fimds  to  choose  and  in  what  proportions. 

Since  the  employee  is  25  years  from  retirement,  Kruzan 

{a  Rollover  IRA} 

Planner  WILLIAM  YOUNG  suggests 
this  portfolio  for  a  50-year-old 
woman  who  is  leaving  a  job  with  a 
$100,000  lump-sum  payment  that 
will  be  rolled  over  into  an  IRA.  As 
a  commission-based  adviser,  Young 
sells  load  funds. 


FUND 

ALLOCATION 

PUTNAM  GROWTH 

17.0% 

&  INCOME  A 

GUARDIAN  PARK 

20.0 

AVENUE 

MFS  RESEARCH  A 

20.0 

SMALLCAP  WORLD 

20.0 

TEMPLETON 

FOREIGN  1 

23.0 
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he  future. 


THE  EXHIBIT  PROGRAIVI  AT 
HANNOVER  FAIR  '96: 

PARTNER  USA 

Robotics  and  automation 

Materials  handling  technology 

and  logistics  (CeMAT) 

Surface  treatment 

Subcontracting  parts 

and  industrial  materials 

Energy  and  environmental 

technology 

Installation  technology 
for  buildings 
Lighting  technology 
(World  Light  Show) 
Plant  engineering 
Research  and  technology 

DIRECT  INFORMATION 

Fax  polling  service:  Oil  49-511-288  87 50 
Via  Internet:  http://www.messe.cle 


Find  the  right  technology  for 
your  future  plans  and  projects 
at  HANNOVER  FAIR  '96,  the 
world's  leading  exhibition 
of  industrial  technology  for 
7,000  manufacturers  fronn 
60  countries.  Sample  the  latest 
technologies,  preview  the 
newest  trends  and  find  the 
inspiration  -  and  products  - 
you  need  to  lead  your  business 
into  the  new  millenium.  Be 
there  at  the  HANNOVER  FAIR. 
Our  special  focus  in  1996: 
Partner  USA.  Check  out  your 
exhibit  options,  catalog  displays 
and  visitor  packages  today! 


HANNOVER 
MESSE  ^96 

Your  company  depends  on  new  ideas.      april  22-27 


For  more  information:  Hannover  Fairs  USA,  Inc.,  103  Carnegie  Center,  Princeton,  NJ  08540,  Tel:  609-987-1202,  Fax:  609-987-0092 
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recommends  a  fairly  aggi-essive  mix  he  believes  should  beat 
the  s&P  500  by  an  average  of  two  percentage  points  a  year: 
40%  for  funds  that  buy  small-cap  stocks,  20%-  for  midcap,  10% 
for  large-company,  and  30%  for  foreign  stocks.  The  plan 

could  be  fulfilled  by 
scores  of  funds,  not 
just  Fidelity's.  But  for 
the  GM  clients,  Kruzan 
selects  from  the  Fidelity  menu.  For  the  most  aggressive 
funds,  he  chooses  FideUty  OTC  and  Fidelity  Small  Cap  funds. 
For  the  midcap  slot,  he  picks  Fidelity  Blue  Chip  Growth. 
"The  name  is  misleading,"  he  says.  "It's  really  a  midcap 
fund."  The  big-stock  slice  is  a  toss-up  between  Fidelity 
Growth  Company  and  Fidelity  Contrafund. 

Kiiizan  divides  the  international  into  four  equal  parts:  Fi- 
delity Canada,  Europe,  and  Pacific  Basin  funds,  and  the  Di- 
versified International.  He  would  choose  Fidelity  Japan  Fund, 
but  it's  not  available  to  the  401(k)  plan.  But  the  Pacific  Basin 
ftmd  is  40%-  invested  in  Japan,  the  di- 
versified fund,  about  25%. 

For  ongoing  contributions,  Ki-uzan 
suggests  allocating  money  in  the 
same  proportions,  with  one  excep- 
tion: Split  the  foreign  portion  be- 
tween the  more  volatile  Diversified 
International  and  the  Pacific  Basin 
fluids.  "That  allows  you  to  use  the 
market's  volatility  to  yoiu-  advantage 
by  bu.ying  more  shares  at  bottoms 
and  fewer  at  tops,"  says  Kiiizan. 
■  ROLLOVER  IRAs.  With  companies 
shrinking  payi'olls,  longtime  employ- 
ees often  walk  away  with  six-figiu-e 
pension  distributions  and  no  idea  of 
how  to  invest  them.  "That's  the  kind 
of  help  many  of  our  new  clients 
need,"  says  William  S.  Yoimg  of  First 
Financial  Group  in  Towson,  Md. 

Look  at  the  example  of  a  50-year- 
old  single  woman  with  $100,000.  She's 
not  a  gambler,  but  she  is  willing  to 
take  as  much  risk  as  her  adviser 
thinks  is  appropriate.  So  Young  de- 
vised an  all-equity  portfolio  with 
moderate  risk.  "With  at  least  10 
years  to  go  before  retirement,  you  can  go  with  an  all-stock 
portfolio,"  says  Young.  "In  all  the  10-year  periods  since  World 
War  II,  bonds  have  beaten  stocks  less  than  10%'  of  the  time." 

Young  earns  his  pay  from  commissions — and  so  chooses 
load  funds.  When  a  fund  has  front-end  or  back-end  shares, 
he  recommends  the  upfront  "A"  or  "I"  shares,  because 
they're  usually  most  cost-effective  for  investors  over  the  long 
term. 

Young's  prescription  is  simple:  five  funds,  with  near-equal 
weightings.  He  eschews  the  latest  highfliers  in  favor  of  those 
that  show  "consistency  of  results."  The  fii'st  two  holdings,  Put- 
nam Fund  for  Growth  &  Income  A  (17%)  and  Guardian  Park 
Avenue  (20%),  are  "core"  funds,  with  Putnam  having  a  "val- 
ue" (higher  dividend,  low  price-earnings  ratio)  approach, 
while  Guardian  is  more  oriented  toward  gi'owth  stocks.  He 
also  recommends  MFS  Research  A,  a  growth  fund  whose 
stocks  are  chosen  by  research  analysts,  not  portfolio  man- 
agers. "The  fund's  not  dependent  on  any  one  manager's  skill," 
he  says.  Still,  the  fund  has  beaten  the  market  over  the  past 
three-  and  five-year  periods.  "It's  an  underappreciated  gem." 

The  remaining  4:-J%'  of  the  portfolio  goes  to  SmallCap 
World  and  Templeton  Foreign  I  ftmds.  That  may  appeal-  to  be 
a  bit  too  heavy  on  foreign  stocks.  But  Young  says  SmallCap 
World,  despite  its  name,  has  only  about  one-third  of  its  assets 


abroad.  That,  combined  with  Templeton  Foreign,  puts  the 
portfolio's  overseas  investments  at  30%. 
■  EQUITY  FUNDS  FOR  RETIREMEffT.  Pvetii'ement  is  no  reason  to 
drop  equity  investments.  In  fact,  the  longer  you  hope  to 
live,  the  more  you're  going  to  need  them.  That's  the  ap- 
proach adviser  Madeline  I.  Noveck  of  Novos  Planning  Asso- 
ciates Inc.  in  New  York  takes  in  constructing  a  $500,000 
portfolio  for  a  62-yeaj"-old  recent  retiree. 

Noveck  works  with  a  large  palette  of  fimds,  both  no-load 
and  load,  since  that  affords  more  and  better  investment  op- 
tions. If  she  uses  a  load  fund,  the  portion  of  the  commission 
paid  her  is  credited  against  her  regular  asset-based  fees. 

Noveck's  list  is  long,  with  11  funds.  But  she's  working 
with  more  money,  which  usually  requires  more  funds.  The 
client  has  two  needs:  about  $7,500  a  year  to  supplement  his 
income;  and  capital  appreciation,  so  there  will  be  enough  to 
fimd  20  years  or  so  in  retirement.  She  beheves  her  portfolio 
can  beat  the  s&P  500  return,  but  with  less  volatility. 


For  the] 
Golden  \ 
Years  J 

MADELINE  NOVECK 

recommends  this 
portfolio  for  a  62- 
year-old  with  a 
$500,000  lumi>sum 
pension  payment. 
This  retiree  has 
other  income 
sources,  and  needs 
to  generate  $7,500 
ayearlixjmthis 
nest  egg.  Most  of 
the  money  is  in- 
vested for  long- 
term  growth.  No- 
veck uses  both  load 
and  no-load  fiinds. 


FUND  ALLOCATION 

FIDELITY  ADVISOR  7.5°/° 
GROWTH  OPPORTUNITIES  A 

HARBOR  CAPITAL  7.5 
APPRECIATION 

SIERRA  EMERGING  4.0 
GROWTH  A 

THIRD  AVENUE  VALUE  4.0 

IVY  INTERNATIONAL  A  23.0 

COHEN  &  STEERS  8.0 
REALTY  SHARES 

FIDELITY  ADVISOR  7.0 
GLOBAL  RESOURCES  A 

VANGUARD  F/l  SHORT-  7.0 
TERM  CORPORATE  BOND 

HARBOR  BOND  18.0 

T.  ROWE  PRICE  9.0 
INTERNATIONAL  BOND 

MONEY-MARKET  FUND  5.0 


Like  our  other  advisers,  Noveck  covers  every  segment  o 
the  stock  market.  For  large-to-midcap  stocks,  she  chooses  th< 
Fidelity  Advisor  Growth  Op])ortunities  A  and  Harbor  Capita 
Appreciation  fimds;  and  for  small  companies,  SieiTa  Emerginj 
Growth  A  and  Third  Avenue  Value  Funds.  For  foreign  in 
vestments,  she  opts  for  Ivy  Intemational  A,  a  large-cap  func 
focusing  mainly  on  Eiu'ope  but  with  some  exposure  to  Japa' 
and  emerging  markets. 

Noveck  also  places  money  in  funds  that  don't  correlate  ti 
the  mai'ket  in  general  and  thus  diversify  the  portfolio.  For  inj 
stance,  she  allocates  7%  to  Fidelity  Advisor  (Global  Resourcei 
A,  a  gold  and  natural-resources  fund.  "When  the  Do\ 
dropped  165  points  in  two  days,  the  fund  went  up,"  sh 
says.  Cohen  &  Steers  Realty  Shares  and  T.  Rowe  Price  Ir 
ternational  Bond  are  in  the  portfolio  for  the  same  reason; 
Five  percent  goes  to  a  money-market  fimd  ("choose  one  wit 
a  high  yield")  both  for  diversification  and  hquidity. 

The  realty  fimd  has  another  job — to  provide  cun-ent  ir 
come.  That,  plus  the  income  from  Harbor  and  Vanguar 
bond  funds,  should  provide  the  $7,500  a  year  the  client  need 
now — with  a  few  dollars  to  spare.  The  distributions  froi, 
the  other  fimds,  says  Noveck,  should  be  reinvested.  Th; 
keeps  the  investor's  capital  at  work  for  another  day. 

By  Jeffrey  M.  Laderman  in  New  Yor 
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lum 


O    C     E     S     S  O 


Open 
Doom/ 


Undo 


FIND  FILE 


Switch  to 
e-mail 


PASTE 


HELP! 


FAX 


4,532 
35,767 
52,577 
54,998 

7,449 


NEW  FONT 


Spell 
Check 


Order 


21,477 
6,981 
71,270 
99,245 
5,012 


SAVE 


FINALLY,  SOMEONE  AROUND  THE 
OFFICE  YOU  CAN  TELL  WHAT  TO  DO. 
IMAGINE  THE  POSSIBILITIES. 


Let's  start  with  the  simple  stuH. 
"Find  file.  "  Zap.  There  it  is. 

Now  try  something  a  bit 
more  advanced.  Change  a 
column  ol  twenty  numbers  to 
twenty  new  numbers  —  )ust  by 
readmg  them  aloud.  Done.  And 
your  lingers  never  touched 
the  keyboard. 


The  AST'  Bravo  MS  with 
AST-VoiceCommand  software 
could  make  all  your  work 
easier.  Not  that  a  133  MHz 
Pentium  processor  cioesn't  help 
speed  things  along  iilread\'. 

You'll  also  be  able  to  v\ork 
more  creatively  with  16-bit  stereo 
sound  and  64-bit  graphics. 


More  securely  with  built-in 
virus  protection  for  Windows'  95. 

Now  imagine  this.  It's  all 
very  affordable.  When  our 
customers  asked  tor  "Help,  we 
heard  them.  Please  call  us  at 
800-876-4AST  or  visit  our 
web  site  at  http://ww\v. ast.com. 

"Ouit." 
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Equity  Funds 

MUTUAL  FUND  SCOREBOARD 


How  to  Use  the  Tables 

BUSINESS  WEEK  RATING 

Based  on  five-year  risk-adjusted 
performance,  relative  to  the  S&P 
500.  Calculated  by  subtracting  a 
fund's  risk-of-loss  factor  (see 
RISK)  from  historical  pretax  total 
return.  To  get  a  positive  rating, 
fund  must  beat  the  S&P  500  on 
a  risk-adjusted  basis.  The  ratings 
are  as  follows: 
*  *  •*  SUPERIOR 
■»  *        VERY  GOOD 


•*■  GOOD 

AVG  AVERAGE 

■»  BELOW  AVERAGE 

♦  ♦  POOR 

♦  ♦  ♦  VERY  POOR 

MANAGEMENT  CHANGES 

X  indicates  the  fund's  manager 
has  held  the  job  at  least  10 
years;     indicates  a  new  manager 
since  Dec.  31,  1994. 
S&P  500  COMPARISON 
The  pretax  total  returns  for  the 
S&P  500  are  as  follows:  1995, 
37.5%;  three-year  average 


(1993-1995).  15.3%;  five-year 
average  (1991-95),  16.6%;  10- 
year  average  (1986-95),  14.9%. 
SALES  CHARGE 

The  cost  of  buying  a  fund,  or  the 
"load."  Many  load  funds  take  the 
charge  out  of  the  initial  invest- 
ment, and  for  ratings  purposes, 
performance  is  reduced  by  these 
charges.  Loads  may  be  levied  on 
withdrawals,  either  as  a  flat  fee  or 
one  that  declines  over  time. 
EXPENSE  RATIO 
Expenses  for  1995  as  a  percent- 
age of  average  net  assets,  a  mea- 


sure of  how  much  shareholder: 
pay  for  management.  Footnoti 
indicate  if  a  ratio  includes  a 
12(b)-l  plan,  which  spends  sh 
holder  money  for  marketing  co 
OBJECTIVE  j 
Some  funds  specialize  in  one  j 
tor,  which  is  indicated.  Others 
grouped  as  follows:  Asset  alloc 
tion:  mixes  U.S.  stocks,  bonds 
and  cash  and  possibly  gold,  re 
estate,  and  foreign  securities. 
Multi-asset  global:  same  as  as 
allocation,  but  always  include: 
eign  securities.  Balanced:  buy 


FUND 

RATING 

OBJECTIVE 

SIZE 

FEES 

199S  RETURNS  (%) 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

PRE- 

AFTER- 

RANK Will 

$MIL 

1994-5 

CHARGE  (%) 

RATIO  (7o) 

TAX 

TAX 

YIELD 

OBJECTS 

AARP  BALANCED  STOCK  &  BOND 

Balanced 

277.7 

56 

No  load 

1.01 

23.9 

22.1 

3.6 

39/5 

AARP  CAPITAL  GROWTH 

Growth 

709.2 

12 

No  load 

0.95 

30.5 

29.7 

1.0 

141/22 

AARP  GROWTH  &  INCOME 

•** 

Growth/income 

3259.8 

42 

No  load 

0.72 

31.8 

30.0 

2.7 

70/13 

ACORN  X 

Small  company 

2399.3 

21 

2.00* 

0.62 

20.8 

18.1 

0.6 

80/9 

ACORN  INTERNATIONAL 

Foreign 

1276.8 

-6 

2.00* 

1.20 

8.9 

8.9 

0.0 

38/6 

AFFILIATED 

* 

Growth/income 

5306.6 

30 

5.75 

0.63t 

31.7 

27.4 

2.3 

73/13 

AIM  AGGRESSIVE  GROWTH 

Maximum  growth 

2304.1 

222 

5.50t 

1.07t 

41.5 

40.6 

0.0 

8/3 

AIM  BALANCED  A 

* 

Balanced 

91.8 

144 

4.75 

1.25t 

35.0 

34.0 

2.4 

1/5 

AIM  CHARTER  A 

AVG 

Growth/income 

2070.9 

40 

5.50 

1.17t 

35.7 

31.9 

1.5 

36/13 

AIM  CONSTELLATION 

AVG 

Maximum  growth 

7377.4 

99 

5.50 

1.20t 

35.5 

34.2 

0.0 

19/3 

AIM  GLOBAL  AGGRESSIVE  GROWTH  A 

World 

237.6 

575 

4.75 

2.02t 

32.1 

32.0 

0.0 

\M 

AIM  GLOBAL  UTILITIES  A  (a) 

Utilities 

169.6 

13 

5.50 

1.18t 

27.7 

26.7 

3.3 

14/J 

AIM  GROWTH  A 

Growth 

171.4 

39 

5.50 

1.22t 

34.3 

32.2 

0.0 

99/2: 

AIM  INTERNATIONAL  EQUITY  A 

Foreign 

705.5 

8 

5.50 

1.64t 

16.4 

15.5 

0.0 

8/( 

AIM  SUMMIT  , 

Growth 

1052.8 

41 

8.50 

0.72 

35.1 

32.4 

0.2 

64/2'A 

AIM  VALUE  A 

Growth 

3397.7 

150 

5.50 

0.98t 

34.8 

32.6 

0.3 

90/2'A 

AIM  WEINGARTEN  A 

Growth 

4562.4 

24 

5.50 

1.20t 

34.8 

29.8 

0.0 

89/2:j 

ALGER  GROWTH 

Growth 

172.7 

120 

5.00** 

2.20t 

38.4 

36.0 

0.0 

39/2:1 

ALGER  SMALL  CAPITALIZATION 

Small  company 

494.1 

68 

5.00** 

2.18t 

48.9 

46.7 

0.0 

12/iJ 

ALLIANCE  A  ± 

Growth 

896.6 

22 

4.25 

1.05t 

34.8 

29.4 

0.3 

88/2:i 

ALLIANCE  BALANCED  SHARES  A 

AVG 

Balanced 

124.7 

-17 

4.25 

1.32t 

26.6 

22.4 

2.5 

22/!l 

ALLIANCE  GROWTH  &  INCOME  A 

AVG 

Growth/income 

479.6 

24 

4.25 

1.03t 

37.9 

34.4 

1.7 

6/11 

ALLIANCE  GROWTH  B 

Growth 

1679.5 

107 

4.00** 

2.10t 

28.6 

27.7 

0.0 

159/2:1 

ALLIANCE  INTERNATIONAL  A 

Foreign 

171.9 

-3 

4.25 

1.73t 

10.1 

8.3 

0.0 

31/1 

ALLIANCE  PREMILR  GROWTH  B 

Growth 

239.9 

75 

4.00** 

2.70t 

45.9 

42.5 

0.0 

8/2| 

ALLIANCE  QUASAR  A 

Maximum  growth 

153.1 

22 

4.25 

1.83t 

47.6 

40.2 

0.0 

4/1 

ALLIANCE  TECHNOLOGY  A 

AVG 

Technology 

385.2 

79 

4.25 

1.66t 

45.8 

43.6 

0.0 

8/ 

ALLIANCE  WORLDWIDE  PRIVATIZATION  A 

World 

702.1 

NM 

4.25 

2.56t 

4.9 

4.9 

0.0 

40/ 

AMCAP 

AVG 

Growth 

3532.7 

23 

5.75 

0.7  It 

28.7 

25.4 

1.1 

158/2 

AMCORE  VINTAGE  EQUITY 

Growth 

194.9 

49 

No  load 

1.07t 

35.7 

34.7 

1.0 

73/2 

AMERICA'S  UTILITY 

Utilities 

160.0 

29 

No  load 

1.21 

32.3 

30.7 

3.9 

6/ 

AMERICAN  BALANCED  X 

Balanced 

3047.5 

46 

5.75 

0.68t 

27.1 

24.5 

3.8 

18/ 

AMERICAN  GAS  INDEX 

Natural  resources 

212.8 

21 

No  load 

0.85 

30.5 

29.1 

3.6 

2/ 

AMERICAN  GROWTH  X 

Growth 

106.0 

52 

5.75 

1.45 

25.5 

24.2 

1.3 

199/2 

AMERICAN  LEADERS  A 

Growth/income 

413.1 

70 

6.00* 

1.23 

37.0 

35.3 

1.0 

16/1 

AMERICAN  MUTUAL 

Growth/income 

6945.8 

32 

5.75 

0.60t 

31.4 

28.4 

3.3 

79/1 

AMERICAN  NATIONAL  GROWTH 

Growth 

134.8 

19 

5.75 

0.97 

25.9 

22.9 

1.6 

195/2 

AMERICAN  NATIONAL  INCOME 

AVG 

Equity-Income 

141.1 

23 

5.75 

1.12 

29.1 

26.4 

2.7 

la 

AMSOUTH  BALANCED 

Balanced 

319.9 

34 

4.50 

0.84 

23.5 

21.4 

3.5 

4Z 

AMSOUTH  EQUITY 

AVG 

Growth 

337.9 

63 

4.50 

0.94 

27.3 

25.4 

1.8 

180/2 

ARIEL  APPRECIATION 

Growth 

139.3 

8 

No  load 

1.36t 

24.2 

21.3 

0.8 

208n 

ARIEL  GROWTH 

Small  company 

120.6 

-8 

No  load 

1.37t 

18.5 

13.7 

1.4 

92 

ATLAS  GROWTH  &  INCOME  A 

AVG 

Growth/income 

93.1 

34 

3.00 

1.04t 

33.1 

28.7 

1.1 

59/1 

BABSON  ENTERPRISE 

Small  company 

201.9 

6 

No  loadt 

1.08 

16.4 

12.8 

0.6 

95 

BABSON  GROWTH 

AVG 

Growth 

271.1 

20 

No  load 

0.85 

31.4 

29.0 

1.0 

133/: 

'Includes  redemption  fee.  **lncludes  deferred  sales  charge.  tl2(b)-l  plan  in  effect.  tNot  currently  accepting  new  accounts.  §Less  than  0,5%  of  assets.  NA=Not  available.  NM=Not  me 
(ai  Formerly  AIM  Utilities  A. 
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stocks  and  bonds.  Equity- 
ne:  emphasizes  high-yield 
s.  Growth:  strives  for  capital 
;ciation.  Growth/income: 
;  appreciation  with  some 
nt  income.  Maximum 
:h:  takes  greater  risks,  and 
use  options,  margin,  or  short 

'AX  TOTAL  RETURN 

id's  net  gam  to  investors, 
ding  reinvestment  of  divi- 
s  and  capital  gains  at 
h-end  prices. 
RTAX  TOTAL  RETURN 
X  return  adjusted  for  federal 
.  Assumes  ordinary  income 
:apital  gains  taxed  at  highest 
applicable  in  each  year;  uses 
tax  rate  on  income  since 
.  Capital  gains  are  assumed 
long-term. 

> 

ne  distributions  as  a  percent 


of  net  asset  value,  adjusted  for 
capital  gains  distributions. 
RANK  WITHIN  OBJECTIVE 

1995  performance  ranking  relative 
to  other  funds  with  same  objective. 
TREND 

A  fund's  relative  performance 
during  the  four  30-month  periods 
from  Jan.  1,  1986  to  Dec.  31, 
1995.  Boxes  read  from  left  to 
right,  and  the  level  of  green  indi- 
cates performance  relative  to  all 
other  funds  in  that  period;  ■  for 
the  top  quartile;  ■  for  the  second 
quartile;  -  for  the  third  quartile;  - 
for  the  bottom  quartile.  An  emp- 
ty box  indicates  no  data  for  that 
period. 
TURNOVER 

Trading  activity,  the  lesser  of  pur- 
chases or  sales  divided  by  aver- 
age monthly  assets. 
%  CASH 

Portion  of  fund  assets  not  invest- 


ed in  stocks  or  bonds.  A  negative 
number  means  the  fund  has  bor- 
rowed to  buy  securities. 
PRICE-EARNINGS  RATIO 

The  average,  weighted  price-earn- 
ings ration  of  stocks  in  a  fund's 
portfolio,  based  on  last  12 
month's  earnings. 
STYLE 

Each  fund  has  a  two-letter  desig- 
nation describing  the  characteris- 
tics of  the  fund's  portfolio.  L,  M, 
or  S,  stands  for  large-,  medium-, 
and  small-capitalization  stocks. 
V  stands  for  value,  an  investment 
style  that  emphasizes  stocks  with 
lower-than-average  p-e's  and 
price-to-book  value  ratios.  G 
indicates  growth  stocks,  which 
have  higher  p-e's  and  p-b's.  B  is 
a  blend  of  the  two. 
UNTAXED  GAINS 
Percentage  of  assets  in  portfolio 
that  are  unrealized  and  undistrib- 


uted capital  gams.  A  negative 

figure  indicates  losses  that  may 

offset  future  gains. 

LARGEST  HOLDING 

Comes  from  the  latest  available 

fund  reports. 

RISK 

Potential  for  losing  money  in  a 
fund,  or  risk-of-loss  factor.  For 
each  fund,  the  three-month  Trea- 
sury bill  return  is  subtracted  from 
the  monthly  total  return  for  each 
of  the  60  months  in  the  ratings 
period.  When  a  fund  has  not  per- 
formed as  well  as  Treasury  bills, 
the  monthly  result  is  negative. 
The  sum  of  these  negative  num- 
bers IS  divided  by  the  number  of 
months.  The  result  is  a  negative 
number,  and  the  greater  its  mag- 
nitude, the  higher  the  risk  of  loss. 
This  number  is  the  basis  for  BW 
ratings  and  the  RISK  column. 


tGE  ANNUAL  TOTAL  RETURNS  (%)  TREND      PORTFOLIO  DATA 


RISK  TELEPHONE 


'EARS  5  YEARS  10  YEARS     BW  10-YEAR    TURNOVER    %CASH  P-E  STYLE 

ftFTERTAX    PRETAX  AFTERTAX    PRETAX  ARERTAX    ANALYSIS  RATIO 


UNTAXED 
GAINS  (%) 


LARGEST  HOLDING 
COMPANY  (%  ASSETS) 


TOLL-FREE 


IN-STATE 


nd,  not  rated 

9.6      14.9  13.6 

14.6      16.8  15.1 

12.0  22.0  20.3 
16.0 


12.8  11.1 
13.7  11.8 
15.6  12.9 


Average 
High 
Low 
Low 

ni-y  Low 


19 
2 
0 
4 
3 


19 
20 
19 
23 
22 


LB 
LB 
LB 
SB 
SG 


12 
23 
25 
42 
11 


United  Technologies(2) 

FNMA(3) 

Eli  Lilly(3) 

Solectron(2) 

WM  Data  Nordic(2) 


High 
Low 
Average 


322-2282 
322-2282 
322-2282 
922-6769 
922-6769 


MA  617-330-5400 
MA  617-330-5400 
MA  617-330-5400 


12.4 

16.3 

13.2 

13.5 

9.9 

Average 

4 

20 

LV 

26 

SmithKline  Beecham  (Unit)ADR(3) 

Low 

874-3733 

NY 

212-848-1800 

29.6 

34.2 

32.5 

17.3 

15.9 

Average 

0 

31 

SG 

27 

Oak  Technologyd) 

High 

347-1919 

TX 

713-6261919 

12.9 

18.2 

17.3 

9.9 

8.1 

LUhJ 

Average 

8 

20 

LB 

15 

Texas  lnstruments(2) 

Average 

347-1919 

TX 

713-626-1919 

10.3 

14.6 

12.9 

14.8 

11.6 

High 

-1 

19 

LB 

23 

Philip  Morris(3) 

Average 

347-1919 

TX 

713-626-1919 

16.5 

25.8 

25.3 

20.4 

17.2 

Average 

8 

29 

MG 

32 

LSI  Logicd) 

High 

347-1919 

TX 

713-626-1919 

nd,  not  rated 
6.8  11.1 
7.7  12.7 
17.2 

10.4      16.4  14.1 


8.8 
9.5 


11.1  7.7 
13.7  11.4 


High 
Very  high 
I  I  I  M  Average 
High 


10  25  SG  13  Telecom  de  Argentina  CI  B(1)  347-1919  TX  713-626-1919 

1  15  MV  3  Northern  States  Power(3)  Average       347-1919  TX  713-626-1919 

9  25  MG  30  Applied  Materialsd)  High          347-1919  TX  713-626-1919 

3  25  MG  18  Hanjaya  Mandala  Sampoernad)  347-1919  TX  713-626-1919 

1  23  MB  30  IBM(2)  High          347-1919  TX  713-626-1919 


17.0 

22.5 

20.3 

17.8 

14.8 

1 

18 

MV 

22 

Texas  lnstruments(5) 

Average 

347-1919 

TX 

713-626-1919 

8.1 

14.6 

12.8 

15.8 

13.5 

■m  High 

3 

22 

MB 

31 

Applied  Materials(2) 

High 

347-1919 

TX 

713-626-1919 

15.9 

21.1 

19.3 

□Hi  High 

10 

28 

MG 

28 

Altera(3) 

High 

992-3863 

NY 

201-547-8320 

15.3 

20.8 

19.4 

LJWi  High 

5 

31 

MG 

41 

Glenayre  Technologies(4) 

Very  high 

992-3863 

NY 

201-547-8320 

10.3 

18.2 

14.4 

14.1 

9.0 

WdM  Average 

2 

19 

LB 

30 

Philip  Morris(6) 

High 

227-4618 

NJ 

201-319-4000 

7.4  11.0  9.3 

10.5  14.0  11.3 

15.8  23.8  21.3 

12.1  8.5  7.3 
12.9 


10.1  7.2 
13.0  8.4 


11.3  8.1 


Very  high  16  23  LG  19  Philip  Morris(3) 

Average  3  21  LB  22  Philip  Morris(5) 

Average  4  24  LB  13  Cisco  Systenis(6) 

High  0  28  LB  10  Rohm(2) 

Average  2  21  LB  27  Philip  Morris(7) 

High  7  30  SG  44  Nine  West  Group(4) 

■    Average  17  26  MG  50  lntel(4) 

X]       Low  2  18  MV  1  SEITA-Ste  Nationale  Tabacs(2) 

Low  17  23  LB  38  Time  Warner(4) 

I  I  I  M       Low  1  21  LB  24  Motorola(2) 


Low 
Average 
Average 

High 


227-4618 
227-4618 
227-4618 
227-4618 
227-4618 


201-319-4000 
201-319-4000 
201-319-4000 
201-319-4000 
201-319-4000 


17.0  14.1 
32.3  28.0 


12.5 
26.8 
nd.  not  rated 

9.2  15.9  13.3 
12.7 


11.4  8.5 
18.8  15.6 


13.6  10.7 


High 
High 

Average 


227-4618 
227-4618 
227-4618 
421-4120 
438-6375 


NJ  201-319-4000 

NJ  201-319-4000 

NJ  201-319-4000 

CA  213-486-9200 


7.7 
10.2 

9.9 
10.8 
13.8 


14.1 
9.6 


11.9 
8.2 


15.9  12.8 
17.5  15.6 


12.3  9.1 


11.2  8.2 
12.7  10.1 


I  i  I  U       Low  0  17  MV  4  CINergy(4)  487-3863  VA  804-649-1315 

y^l^U       Low  18  20  LV  14  Philip  Morris(2)  Very  low  421-4120  CA  415-421-9360 

Mill    Very  low  2  19  MV  8  Consolidated  Natural  Gas(5)  Average  343-3355  MD  301-657-1500 

Very  high  3  18  LB  13  UAL(6)  Average  525-2406  CO  303-623-6137 

Low  4  18  LB  26  Consolidated  Rail(3)  Low  245-5051  PA  412-288-1561 


11.9 
8.7 
8.9 
10.1 
13.2 


14.6  12.0 
13.5  10.3 
13.5  10.5 


14.8  13.0 


13.0  10.0 
11.6  8.1 
11.6  8.4 


Low 
Average 
Average 
Very  low 
Very  low 

Low 
Very  low 

High 
Very  low 

Low 


21  17  LV  28  AT&T(2) 

10  21  LB  20  J.P.  Morgan(3) 

9  20  LB  18  American  Home  Products(3) 

7  20  LV  14  AmSouth  Prime  0bligations(5) 

7  20  LV  17  IBM(3) 


Low 
Average 
Low 

Average 

Average 
Average 
Average 

Low 

Low 


421-4120 
231-4639 
231-4639 
451-8379 
451-8379 


CA 
TX 
TX 
OH 
OH 


213-486-9200 
409-763-8272 
409-763-8272 
205-581-7530 
205-581-7530 


5.4 
4.5 

11.1 
8.6 

10.8 


13.1  11.9 
12.9  10.3 

15.2  13.7 
19.8  16.6 
14.7  13.0 


12.8  9.9 
12.1  8.8 


3 
2 
19 
3 
3 


22 
22 
22 
22 
22 


SB 
SB 
MB 
SV 
LB 


23 
38 
22 
23 
45 


Rouse(4) 

Longs  Drug  Stores(5) 
Bush  Boake  Allend) 
Nichols  Research(3) 
Philip  Morris(4) 


292-7435 
292-7435 
933-2852 
422-2766 
422-2766 


312-726-0140 
312-726-0140 


MO  816-471-5200 
MO  816-471-5200 
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MUTUAL  FUND  SCOREBOARD 


FUND  RATING 

OBJECTIVE 

SIZE 

FEES 

199S  RETURNS  (%) 

ASSETS  ' 

%  CHG. 

SALES 

rypcMcc 
LArLnot 

PRE- 

ARER- 

RANK  WITHIN 

L-nMKijL  ( /o) 

KAI  lU  (  /o) 

TAX 

TAX 

YIELD 

AD  irr'Tii/r 

BABSON  VALUE  Si 

*  * 

Growth/income 

308.3 

153 

No  load 

0.99 

31.7 

30.6 

1.8 

72/138 

BAILARD  BIEHL  &  KAISER  INTL.  EQUITY 

Foreign 

1  m  Q 
1  u  /  .y 

07 

No  load 

1 .53 

12.5 

9.5 

0.9 

1 7/66 

BARON  ASSET 

-* 

Sni3ll  coiTip3ny 

OO-J.  1 

one 

No  load 

1 .40t 

35.3 

35.2 

0.0 

32/99 

dAK  1  Lt  1  1  dAsII*  VALUt 

Growth/inconie 

1  OO  Q 

1  zz.o 

oo 

OZ 

No  load 

1 .20 

31 .6 

29.2 

1 .7 

76/138 

BENHAM  EQUITY  GROWTH 

Growth 

1  E^Q  O 

1  u^.O 

RO 
DO 

NO  loao 

n  7t; 

U.  /3 

34.6 

31.5 

1 .5 

9 1/zzy 

BENHAM  GOLD  EQUITIES  INDEX 

Precious  metals 

540.4 

-5 

No  load 

0.61 

9.3 

9.2 

0.1 

5/15 

BENHAM  INCOME  &  GROWTH 

Growth/income 

Oi  ■J.I 

DO 

NO  loao 

n  70 
U.  /O 

36.9 

34.4 

2.3 

17/138 

BENHAM  UTILITIES  INCOME 

UtlilllcS 

AO 

NO  loao 

n  7t; 
U.  /3 

35.3 

33.9 

3.3 

2/26 

BERGER  100 

UlUWIII 

2152  3 

o 

Mn  In^H 

nu  lOdu 

1  AQi 

21 .3 

19.7 

u.u 

oo  1  /OOQ 

zz  i/zzy 

BERGER  101 

AVG 

Growth/income 

-0 

No  load 

1  C0  + 
1  .DOT 

23.9 

23.4 

1 .4 

1  ol/l  oo 

BERGER  SMALL  COMPANY  GROWTH 

Smalt  company 

570.9 

96 

No  load 

1.89t 

33.8 

33.8 

CO 

39/99 

BERNSTEIN  INTERNATIONAL  VALUE 

Foreign 

0 1  CQ  1 
£.  \  us.  J 

^0 

No  load 

1  OQ 

1  .oy 

8.1 

7.2 

0.6 

44/66 

BERWYN 

Small  company 

Q7  0 

^0 

1  nn* 
1  .uu 

1  00 
1 .00 

19.2 

16.7 

7.5 

87/99 

BERWYN  INCOME 

^  ^  4^ 

Asset  allocation 

119  6 

1 14 

Mn  In-aHt 
FlO  lOdUi 

n  Qo 
u.yo 

21.1 

18.1 

o.u 

26/34 

BILTMORE  BALANCED 

Balanced 

0 1  n  R 

Z  1  U.3 

Q 

*+.DU 

n  7t; 
U.  /3 

27.7 

25.5 

3.2 

1 4/57 

BILTMORE  EQUITY 

Growth/income 

134.8 

53 

4.50 

0.89 

31.5 

28.7 

1.9 

78/138 

BILTMORE  EQUITY  INDEX 

Growth/income 

1 

1  o 

n  AQ 
u.^i-y 

36.8 

33.8 

Z.U 

1 8/1 38 

BILTMORE  QUANTITATIVE  EQUITY 

oiowin 

1  Z  1  .D 

00 

.d  Rn 

n  QO 
u.yz 

38.6 

37.1 

1 .7 

34/229 

BNY  HAMILTON  EQUITY-INCOME 

E(]uity-income 

1  Os.o 

OR 
ZD 

0  nn 
o.uu 

1  HA-t 

25.8 

24.5 

2.4 

27/34 

BRAMWELL  GROWTH 

browin 

1 17  Q 

007 

oZ  / 

No  load 

1  7R  + 
1 .  /OT 

32.5 

32.5 

n  n 
U.U 

1  O  1  /OOQ 

1  z  I/zzy 

BRANDYWINE 

AVG 

Growth 

4210.5 

83 

No  load 

1.07 

35.7 

31.2 

0.0 

72/229 

BT  INVESTMENT  EQUITY  500  INDEX 

Growth/income 

97R  1 
Z  /D.  1 

t^O 

No  load 

n  OR 

37.1 

36.1 

O  1 
Z.  1 

1 3/1 38 

BT  INVESTMENT  EQUITY  APPREC. 

Growth 

1  09.4 

265 

No  load 

1 .00 

37.6 

36.6 

0.0 

cn/ooQ 
oU/zz9 

BT  INVESTMENT  SMALL  CAP 

Small  company 

1  OZ.o 

ill  1 
H 1  1 

No  load 

1  OK 
1  .ZD 

58.6 

55.5 

n  n 
U.u 

4/99 

BURNHAM  A 

AVG 

Growth/income 

lion 
1  1  z.u 

1  n 
1  u 

^  nn 
O.uu 

1  Rn+ 

1  .OUT 

24.4 

22.4 

o  o 
O.Z 

1  on/1  oo 
1  OU/ 1  Oo 

CALVERT  SOCIAL  INVMNT.  EQUITY  A 

Growth 

91.9 

5 

4.75 

1.361 

21.5 

18.2 

1.2 

220/229 

CALVERT  SOCIAL  INVMNT.  MANAGED  A 

AVG 

Balanced 

O 

1 7 

A  OK 

1 .24t 

25.9 

21.0 

2.5 

27/57 

CALVERT  STRATEGIC  GROWTH  A 

Maximum  growth 

1 1t;  Q 
1  Ou.o 

73 

4.75 

2.55t 

2.9 

2.2 

1 .4 

34/34 

CALVERT  WORLD  VALUES  GLOB.  EQTY.  A 

worio 

1 90.4 

8 

4.75 

1 .96t 

1 1.8 

10.8 

0.8 

29/41 

CAPITAL  INCOME  BUILDER 

Multi-asset  global 

OH 

5.75 

n  70+ 
U.  /  OT 

25.1 

22.8 

4.6 

3/18 

CAPITAL  WORLD  GROWTH  &  INCOME 

World 

3723.4 

32 

5.75 

0.87t 

21.4 

19.8 

3.0 

7/41 

CARDINAL 

AVG 

Growth/income 

01 1  1 
ZJ  1 .  o 

1 

4.50 

0.70 

27.3 

23.6 

2.6 

1 1 7/1 38 

CENTURY  SHARES 

AVG 

Financial 

OCT  O 

Tn 
OU 

No  load 

1 .01 

35.2 

33.4 

1 .4 

7/7 

CGM  CAPITAL  DEVELOPMENT  X 

Growth 

RO  1  O 

on 
OU 

NO  ioao4- 

n  QA 

41.0 

38.7 

0. 1 

OO/OOQ 

CGM  MUTUAL 

AVG 

Balanced 

1 1 54.4 

9 

No  load 

n  QO 
U.yz 

24.3 

22.3 

2.5 

38/57 

CHESAPEAKE  GROWTH 

Growth 

425.4 

81 

3.00t 

1.43 

30.2 

27.6 

0.0 

146/229 

CHICAGO  TRUST  GROWTH  &  INCOME  (b) 

GrowthAtncome 

1  00  o 
1  OO.Z 

NWI 

No  load 

1  on+ 
1  .ZUT 

35.6 

35.0 

n  7 
U.  / 

00/1  00 

Oo/  i  Oo 

CLIPPER  - 

-* 

Growth 

CO 
DO 

Un  IniH 

NO  loao 

1.11 

45.2 

41.4 

1 .1 

1  n/ooQ 
1  u/zzy 

COHEN  &  STEERS  REALTY  SHARES 

Real  estate 

TOT  1 

/yj.  1 

70 
/  0 

No  load 

1.14 

11.1 

9.4 

i;  o 
3.0 

1  /o 
I/O 

COLONIAL  A 

■# 

Growth/income 

coo  n 
boz.U 

07 
Z  / 

t;  7t; 

1 .1 4t 

28.6 

25.3 

o  o 
Z.Z 

1 1  n/1  oo 
1  1 U/ 1  Oo 

COLONIAL  GLOBAL  UTILITIES  A  (c) 

Utilities 

213.7 

-12 

5.75 

1.20t 

18.0 

16.5 

4.5 

25/26 

COLONIAL  GROWTH  SHARES  A 

AVG 

Growth 

1  Q7  Q 

1  y  /.y 

0  1 
0  1 

0.  ID 

1  00  + 
1  .ZZT 

38.0 

34.7 

1  n 

1  .U 

AC/OOQ 
'I'D/ZZy 

COLONIAL  NEWPORT  TIGER  T  (d) 

Pacific 

1  yo.  / 

—3  / 

3.  /D  + 

1  OQ 

1  .zy 

16.3 

16.0 

n  7 
U.  / 

1  /OO 
l/ZZ 

COLONIAL  U.  S.  FUND  FOR  GROWTH  B 

Growth 

259.9 

56 

5.00*  * 

2.21 1 

28.5 

25.6 

0.4 

1  co/ooo 

1  bz/zzy 

COLONIAL  UTILITIES  B 

1  If  il  itiap 

Utilities 

o33.y 

1  c 
1  D 

R  nn** 

O.UU 

1  .ytJT 

33.8 

32.3 

0 

0.3 

0/ZD 

COLUMBIA  BALANCED 

Balanced 

486.8 

95 

No  load 

0.72 

25.0 

22.5 

3.5 

34/57 

COLUMBIA  COMMON  STOCK 

Growth/income 

358.5 

1 89 

No  load 

0.84 

30.8 

28.5 

1 .3 

0/1/1  oo 
o'f/ 1  Oo 

COLUMBIA  GROWTH 

AVG 

Growth 

848.7 

43 

No  load 

0.81 

32.9 

29.3 

n  Q 
u.y 

1  1  R/OOQ 

1 1 3/zzy  , 

COLUMBIA  INTERNATIONAL  STOCK 

Foreign 

1 00.9 

-1 5 

No  load 

1 .52 

5.1 

5.1 

n  n 
U.u 

C  1  /cc  t 

3  l/DD  i 

COLUMBIA  SPECIAL 

AVG 

Small  company 

1 384.4 

56 

No  load 

1 .05 

29.3 

25.2 

n  1 
U.  1 

oo/yy 

COMMERCE  GROWTH 

Growth 

149.4 

NM 

3.50 

NA 

39.1 

37.1 

0.7 

32/229  ! 

COMMON  SENSE  GROWTH 

Growth 

2335.4 

20 

0  c:n 
0.3U 

1 .09 

32.8 

27.5 

1  n 
1  .U 

1  1  7/OOQ 

1  1  //zzy  1^ 

COMMON  SENSE  GROWTH  &  INCOME 

AVG 

Growth/income 

795.7 

31 

0.3U 

1  no 

1  -UZ 

36.6 

32.1 

1  Q 

1  .y 

OO/l  OP  0 
zz/  1  00  i| 

COMPOSITE  BOND  &  STOCK  A 

Balanced 

221 .9 

21 

4.50 

1 .02t 

31.2 

29.0 

O  K 
0.0 

A/C,-J  ti 
't/O  /  i 

COMPOSITE  GROWTH  &  INCOME  A  (e) 

Growth/income 

142.0 

42 

4.50 

1 .07t 

33.1 

31.3 

1 .4 

58/1 38  1 

COMPOSITE  NORTHWEST  A  (f) 

Growth 

161.2 

10 

4.50 

1.10T 

26.5 

26.0 

0.4 

189/229  1 

COMSTOCK  PARTNERS  STRATEGY  O 

Multi-asset  global 

249.6 

-32 

4.50J 

1 .14t 

4.4 

2.7 

0 
0.0 

17/1 Q  1 
t  //  1  o 

CONNECTICUT  MUT.  GROWTH  A 

Growth 

1 1 8.8 

52 

5.00 

1 .021 

36.4 

33.4 

1  0 
1 .0 

cn/ooQ 
DU/zzy 

CONNECTICUT  MUT.  TOTAL  RETURN  A 

Asset  allocation 

2 1 8.7 

oo 
Zo 

5.00 

0.96t 

24.0 

21.4 

0  7 
0.  / 

1  Q/OA 

CRABBE  HUSON  ASSET  ALLOCATION 

Asset  allocation 

142.9 

33 

NO  loao 

1 .441 

20.2 

16.7 

2.3 

OQ/Oj1 

zo/o*f 

CRABBE  HUSON  EQUITY 

Growth 

429.1 

176 

No  load 

1.45t 

26.4 

23.6 

2.9 

191/229 

CRABBE  HUSON  SPECIAL 

Maximum  growth 

91 9.2 

143 

No  load 

1 .44t 

10.8 

9.1 

1  A 

00 /OA 
00/0*f 

DAVIS  NY  VENTURE  A  (g)  i. 

AVG 

Growth 

1798.2 

65 

4.75 

0.90t 

40.6 

37.6 

1 .0 

O^/OOQ 

z4/zzy 

DEAN  WITTER  AMERICAN  VALUE 

AVG 

Growth 

zJoJ.z 

60 

5.00*  * 

1 .7 1 1 

42.2 

38.2 

A  0 

1  R/OOQ 

1 3/zzy 

DEAN  WITTER  CAPITAL  GROWTH 

Growth 

512.9 

1 7 

5.00** 

1 .87t 

31.3 

31.3 

n  n 
U.U 

1  0/1/OOQ 

1 04/zzy 

DEAN  WITTER  DEVELOPING  GROWTH 

Small  company 

571.5 

69 

5.00** 

1.77t 

47.7 

44.6 

0.0 

14/99 

DEAN  WITTER  DIVIDEND  GROWTH  X 

Growth/income 

9369.0 

40 

5.00** 

1.42t 

34.9 

34.1 

1.7 

46/138  ' 

DEAN  WITTER  EUROPEAN  GROWTH 

Europe 

890.4 

23 

5.00** 

2.27t 

24.6 

22.8 

0.0 

1/11  f 

DEAN  WITTER  GLOBAL  DIV.  GRTH.  SECS. 

World 

2238.4 

29 

5.00** 

1.97t 

19.9 

18.2 

1.2 

12/41  1 

DEAN  WITTER  GLOBAL  UTILITIES 

Utilities 

355.2 

3 

5.00** 

1.97t 

14.3 

13.4 

1.4 

26/26 

'Includes  redemption  fee.  '"Includes  deferred  sales  cfiarge.  tl2(b)-l  plan  in  effect.  tNot  currently  accepting  new  accounts.  §Le5S  tfian  0.5%  of  assets.  NA=Not  available.  NM=Not  meanin 
'b)  Formerly  CT&T  Growth  &  Income,  (c)  Formerly  Liberty  Financial  Utilities,  (d)  Formerly  Newport  Tiger,  (e)  Formerly  Composite  Growth  A.  (f)  Formerly  Composite  Northwest  50  A. 
(g)  Formerly  New  York  Venture  A. 
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Equity  Funds 


/ERAGE  ANNUAL  TOTAL  RETURNS  (%)  TREND      PORTFOLIO  DATA   RISK  TELEPHONE 


3  YEARS  5  YEARS  10  YEARS     BW  10-YEAR    TURNOVER   %CASH  P-E    STYLE  UNTAXED     LARGEST  HOLDING   TOLL-EREE  IN-STATE 

lETAX  AHERIAX    PRETAX  AFTERTAX    PRETAX  AFTERTAX    ANALYSIS  RATIO  GAINS  (%)    COMPANY  (%  ASSETS)  (800)  


8.4    16.9  19.8 

18.4 

14.4 

12.7 

Very  low 

7 

19 

LV 

17 

SLMA(3) 

Low 

422-2766 

MO 

816-471-5200 

0.7     9.7  4.1 

3.3 

7.7 

3.7 

mm 

Very  high 

7 

25 

LV 

9 

Royal  Dutch  Petroleum  {Neth){3) 

High 

882-8383 

CA 

415-571-5800 

1.5   20.8  22.3 

21.8 

mm 

Low 

1 

27 

SG 

23 

Robert  Half  lnternational(7) 

Average 

/  DD 

NY 

91  9-7RQ.77nn 

3.8    12.0  15.4 

13.8 

1 1.1 

8.7 

iS. 

m 

Low 

7 

20 

fviv 

24 

Multimedia{3) 

Low 

Qfin  Ad  1  0 
OUU-'tO  1  £. 

un 

□  1  0-0^  1  -HO  1  £ 

4.4  12.2 

CTTH 

High 

9 

1 7 

LV 

19 

Atlantic  Ricntieidvo} 

OO  1  -OOJ  \ 

UM 

8.1    18.1  6.0 

5.9 

Average 

0 

43 

MG 

8 

Barrick  Gold(23) 

Very  high 

331-8331 

CA 

415-965-4274 

4.9    12.9  17.8 

16.2 

Average 

1 

17 

LV 

21 

General  Electric(4) 

Low 

331-8331 

CA 

415-965-4274 

w  fund,  not  rated 

pim 

Average 

1 

1 6 

LV 

5 

Beiiooumv^; 

1   00%3  1 

CA 

41  'i-9R'i-4?74 

1.1    10.6  23.0 

22.5 

18.7 

16.9 

High 

8 

31 

MG 

26 

uui>  internationaK^j 

nign 

OOO    1  UU  1 

CD 

U£L/U 

1.7    11.3  18.6 

17.7 

1 1.8 

9.9 

imri 

Average 

8 

23 

LB 

1 6 

Johnson  &  Johnson(3) 

Average 

OOO'  1  UU  1 

CO 

OUO  U^UU 

w  fund,  not  rated 

□TIXl 

High 

10 

38 

SG 

23 

Glenayre  Technologiesd) 

333-1001 

CO 

303-329-0200 

4.7  13.8 

m 

□3 

Low 

7 

27 

MV 

5 

Fuji  Photo  Film(3) 

NY 

212-756-4097 

5.1    13.4  21.4 

19.6 

12.9 

10.8 

m 

Low 

2 

1 6 

sv 

2 1 

Printronix(4) 

Average 

824-2249 

PA 

D  1  U  D*tU  *tOOU 

1.9     9.0  16.1 

12.9 

Low 

1 

1 4 

sv 

6 

Coachmen  lndustries(16) 

Very  low 

824-2249 

PA 

D  1  U  D*tU  *tOOU 

w  fund,  not  rated 

□ra 

Average 

6 

20 

LB 

1 3 

Philip  Morris{  1 ) 

HOZ- / 3 JO 

w  fund,  not  rated 

9 

20 

LV 

14 

FMC(2) 

462-7538 

w  fund,  not  rated 

m 

0 

20 

LB 

25 

General  Electric(2) 

462-7538 

w  fund,  not  rated 

1 

17 

LV 

20 

General  Electric(3) 

1.2  10.1 

Average 

9 

22 

LB 

13 

LXXon(2} 

AOC  QQO 

w  fund,  not  rated 

w 

Average 

1 

25 

MG 

1 1 

tcKeroi4) 

010  ROOl 

8.5    15.4  23.5 

20.7 

18.6 

16.4 

Very  high 

7 

27 

MG 

15 

Cisco  Systems(6) 

High 

656-3017 

DE 

302-656-6200 

5.0  13.9 

mm 

Low 

1 

20 

LB 

19 

General  Electric(2) 

730-1313 

w  fund,  not  rated 

High 

5 

33 

MG 

22 

Glenayre  Technologies(2) 

Tin  nn 

/  OU-  1  o  1  o 

w  fund,  not  rated 

U-l-iJ 

12 

38 

SG 

24 

Dollar  Tree  Stores(2) 

-yon  1 11  o 

0.2     7.8  11.2 

8.9 

1 1.5 

8.3 

High 

3 

18 

LB 

14 

Chrysler(3) 

Low 

Q~IA  Ififi') 
O  /t-OOO J 

NV 
PI  I 

010  oco  linn 

Z  1  Z-ZOZ-O  1  UU 

3.0     1.2  7.6 

6.3 

am 

Low 

7 

18 

LV 

3 

Black  &  Decker(5) 

High 

368-2748 

MO 

301-951-4820 

8.3     6.1  10.0 

8.0 

10.3 

8.3 

Low 

18 

23 

LB 

13 

Philips  Electronics  (ADR)(2) 

Very  low 

368-2748 

MO 

301-951-4820 

w  fund,  not  rated 

pro 

Very  low 

74 

44 

MG 

4 

boia  DdiSwj 

ooo-z  /to 

MO 

OU  1    'JyJ  I  -HO^U 

1.0  9.8 

Average 

1 0 

27 

LB 

1 

Hys3n  D6V6lopni6nt(2) 

000-^  /*tO 

MO 

OU  1  -33  i  •*rOZ\J 

2.1    10.3  14.3 

12.4 

Low 

24 

14 

LV 

1 3 

American  Home  ProductsO) 

Very  low 

AOA  A'\0{\ 

PA 

Z  1  O-'rOD-ytUU 

w  fund,  not  rated 

Low 

11 

17 

LV 

14 

Int'l.  Nederiander  GroepO) 

421-4120 

CA 

213-486-9200 

9.3     6.7  13.7 

11.3 

11.8 

9.3 

Low 

9 

16 

LV 

38 

Cincinnati  Fin3nciat(4) 

Low 

848-7734 

OH 

614-464-6852 

9.0     7.3  16.7 

15.0 

12.7 

10.1 

□HQ 

Very  low 

5 

1 5 

MV 

64 

General  Re(7) 

Average 

ni  1Q0D 
1  - 1 9<:o 

MA 

c  1 7  AQO  mRn 

D  1  /-HO^-OUDU 

1.8     8.6  26.8 

21.7 

19.2 

14.5 

High 

1 

1 3 

LV 

20 

Citicorp(7) 

Very  high 

■mZi-HXJ^O 

MA 

c  n  ocQ  "771 A 
D 1  /-ooy-/  /  IH- 

1 .0     9.0      1 5.4 

12.7 

13.9 

10.8 

Very  high 

1 

12 

LV 

12 

Citicorp(8) 

Average 

UfO 

MA 
IVIH 

CI7  OCQ  7714. 

w  fund,  not  rated 

HTM 

Average 

1 

23 

SB 

31 

KLA  lnstruments(3) 

525-3863 

w  fund,  not  rated 

LU-IJ 

7 

22 

LB 

12 

MicrosoftO) 

992-8151 

6.4   13.3  19.3 

16.5 

14.9 

12.1 

Average 

22 

17 

LV 

29 

CMnjiA/irtA 
rNmAUU) 

Average 

lid. 

rfl 

UM 

Tin  OA~i  "ictAn 

0  1  KJ'Z^r  1  -0!J*tU 

2.6  10.5 

TO3 

Average 

3 

22 

SB 

1 

Rouse(5) 

A'il  QQl  0 

MV 
n  T 

919  Jn9  7919 

3.0   10.5  15.4 

13.2 

12.8 

10.2 

B 

m 

Average 

5 

16 

LV 

23 

Conrail(o) 

Low 

OAQ  OtlOQ 

MA 

D  1  /  -HZD-0  /  3U 

8.1  6.4 

uru 

Low 

2 

18 

MV 

0 

PowerGen  (ADR)(2) 

248-2828 

MA 

617-426-3750 

3.9    10.8  17.1 

14.4 

14.5 

11.0 

High 

9 

20 

MB 

26 

Loews(4) 

Average 

248-2828 

MA 

617-426-3750 

1.5   21.2  22.5 

22.3 

cm 

Very  low 

9 

19 

LG 

63 

Hong  Kong  &  China  Gas(4) 

Uinh 

nign 

OAQ  9ft9fl 

MA 

C17  AOR  17Rn 
Dl  /-HZD-O/iJU 

2.9  11.1 

COT 

Average 

4 

17 

LV 

20 

Exxon(4) 

OAQ  OQOQ 

MA 
IVIH 

C  1  7  AOR  17Cin 
0  1  /  -H^D-O  /  JU 

8.9  7.5 

Very  low 

2 

16 

LV 

-4 

NYNtA(4} 

OAQ  OQOQ 

MA 
IVIH 

CI  7  AOR  0~I^C\ 
D  1  /  -'♦ZD-O  /  OU 

2.5  10.6 

High 

6 

24 

LB 

11 

Royal  Dutch  Petroleum  (ADR)(1) 

547-1707 

OR 

503-222-3606 

5.8  14.1 

Average 

1 

24 

LB 

15 

Service  lnternational(3) 

547-1707 

OR 

503-222-3606 

4.3    11.5  17.6 

14.5 

14.4 

10.5 

Average 

1 

26 

LG 

24 

Apria  Healthcare  Group(4) 

Average 

547-1707 

OR 

503-222-3606 

1.0  10.6 

llL'U 

High 

3 

28 

LB 

6 

Bombardier  CI  6(2) 

547-1707 

OR 

503-222-3606 

7.2    13.7  22.4 

19.6 

18.5 

16.2 

Very  high 

2 

31 

MG 

20 

Adobe  Systems(2) 

Average 

547-1707 

OR 

503-222-3606 

iw  fund,  not  rated 

\:llu 

NA 

NA 

NA 

305-2140 

2.4     9.2  16.1 

13.0 

High 

7 

23 

LB 

22 

American  Cap  Small  Cap  Fund(4) 

Average 

544-5445 

3.0     9.6  15.3 

12.6 

High 

7 

22 

LB 

22 

Royal  Dutch  Petroleum  (ADR)(2) 

Average 

544-5445 

1.9    10.2  13.4 

11.4 

10.6 

8.3 

Low 

3 

21 

LB 

20 

FNMA(2) 

Very  low 

543-8072 

WA 

509-353-3550 

3.4    11.4  15.5 

13.5 

11.9 

9.3 

Average 

0 

22 

LB 

27 

Microsoft(3) 

Low 

543-8072 

WA 

509-353-3550 

8.5  7.9  13.9  13.4  Very  low  1  25  MB  36  MicrosoftO)  High  543-8072  WA  509-353-3550 

6.9  4.8  6.3  4.0  [IlIE.]      High  1  53  MG  -5  Placer  Dome(4)  Low  645-6561  MA  718-895-1206 

7.9  15.0  20.2  17.0  14.8   11.9      JMI      High  9  16  LV  24  Loral(2)  Average  234-5606 

2.0  9.6  14.7  11.9  12.0     9.4      Bid      High  24  18  LV  13  Loral(l)  Very  low  234-5606 

2.1  9.6  13.9  11.6  ri"J      High  11  23  MV  12  Louisiana  Pacific(2)  Very  low  541-9732  OR  503-295-0919 


7.4  15.7 

20.6 

18.6 

High 

14 

23 

MV 

9 

Louisiana  Pacific(3) 

Low 

541-9732 

OR 

503-295-0919 

8.5  17.2 

21.0 

17.9 

High 

16 

26 

SB 

2 

Rollins  Environmental  Svcs.(3) 

High 

541-9732 

OR 

503-295-0919 

7.0  14.9 

20.3 

18.1 

17.0 

13.5 

Very  low 

9 

18 

LV 

34 

American  Express(3) 

Average 

279-0279 

NM 

505-983-4335 

6.3  14.3 

20.6 

18.7 

15.4 

13.3 

Very  high 

4 

29 

MG 

29 

Boelng(2) 

High 

869-3863 

NY 

212-392-2550 

5.0  4.0 

11.3 

10.5 

Very  low 

0 

23 

LG 

16 

FNMA(2) 

Average 

869-3863 

NY 

212-392-2550 

2.6  21.0 

21.6 

20.7 

12.2 

11.7 

High 

12 

34 

MG 

38 

LSI  Logic(2) 

Very  high 

869-3863 

NY 

212-392-2550 

4.3  13.5 

15.6 

14.7 

13.5 

12.0 

Very  low 

5 

17 

LB 

34 

Schering-Plough(2) 

Low 

869-3863 

NY 

212-392-2550 

2.6  20.8 

14.1 

12.8 

mai 

Average 

3 

18 

LB 

22 

British  Telecommunications(2) 

High 

869-3863 

NY 

212-392-2550 

'W  fund,  not  rated 

Low 

0 

22 

LV 

10 

Philip  Morrls(2) 

869-3863 

NY 

212-392-2550 

iw  fund,  not  rated 

nm 

15 

22 

LB 

8 

BBC  Brown  Boveri  (Br)(3) 

869-3863 

NY 

212-392-2550 

DATA: 

MORNINGSTAR.  INC., 

CHICAGO,  IL. 

MUTUAL  FUND  SCOREBOARD 


FUND  RATING 

OBJECTIVE 

SIZE 

FEES 

1995  RETURNS  (%) 

ASSETS 

%  CHG, 

SALES 

tArtlNbt 

PRE- 

AFTER- 

RANK WITHIN 

SMIL. 

1994-5 

CHARGE  (%) 

RATIO  (%) 

TAX 

TAX 

YIELD 

OBJECTIVE 

DEAN  WITTER  HEALTH  SCIENCES 

Hestth  C3re 

360.8 

48 

5.00** 

2.30t 

62.3 

59.4 

0.0 

1/9 

DEAN  WITTER  INTL.  SMALL  CAP 

Foreign 

1 09.2 

1 2 

5.00** 

2.90t 

2.9 

2.9 

0.0 

55/66 

DEAN  WITTER  MID-CAP  GROWTH 

Growth 

203. 1 

1 30 

5.00** 

2.21 1 

41.3 

38.0 

0.0 

17/229 

DEAN  WITTER  NAT.  RESOURCE  DEV.  SEC. 

N3tur3l  resources 

149.9 

1 U 

5.00** 

1 .90t 

23.4 

21.6 

0.3 

6/1 1 

DEAN  WITTER  PACIFIC  GROWTH 

Pacific 

1467.1 

3 

5.00** 

2.41 1 

4.0 

3.2 

2.3 

10/22 

DEAN  WITTER  STRATEGIST 

AVG 

Asset  allocation 

1  1 

DO 

5.00** 

1 .63t 

24.3 

21 .0 

1 .9 

17/34 

DEAN  WITTER  UTILITIES 

AVG 

Utilities 

17 

5.00** 

1 .64t 

28.4 

26.9 

3.8 

13/26 

DEAN  WITTER  VALUE-ADDED  MKT.  EQTY. 

Growth/income 

806.8 

63 

5.00** 

1 .64t 

29.0 

28.4 

1 .0 

108/138 

DEAN  WITTER  WORLD  WIDE  INVMNT. 

woriQ 

1  "3 
—  1  O 

5.00*  * 

2.41 1 

4.6 

4.6 

0.0 

41/41 

DELAWARE  A 

Balanced 

510.7 

15 

4.75 

0.97t 

25.9 

22.9 

3.1 

26/57 

DELAWARE  DECATUR  INCOME  A 

AVG 

Equity-income 

Z  1 

4.75 

0.81 1 

32.9 

28.9 

3.6 

9/34 

DELAWARE  DECATUR  TOTAL  RET.  A 

AVG 

Growth/income 

550.0 

36 

4.75 

1 .26t 

36.5 

32.5 

2.3 

26/138 

DELAWARE  DELCAP  A 

Growth 

860.5 

5 

4.75 

1 .35t 

29.8 

25.4 

0.0 

1 49/229 

DELAWARE  TREND  A  X 

Maximum  growth 

399.3 

49 

4.75 

1 .361 

42.5 

40.3 

0.0 

6/34 

DELAWARE  VALUE  A 

Small  company 

180.5 

3 

5.75 

1.46t 

23.5 

21.8 

1 .0 

73/99 

DG  EQUITY 

Growth 

359.9 

55 

3.50 

0.95t 

35.0 

33.1 

1 .2 

od/229 

DODGE  &  COX  BALANCED 

Balanced 

1  oUU.J 

No  load 

28.0 

25.9 

3.9 

1 3/57 

DODGE  &  COX  STOCK 

Growth/income 

1 227.9 

1 26 

No  load 

0.61 

33.4 

31.2 

2.0 

54/1 38 

DREYFUS 

Growth/income 

2654.7 

8 

NO  loao 

0.74 

23.8 

13.4 

1 .5 

1  JZ/13o 

DREYFUS  APPRECIATION 

AVG 

Growth 

460.7 

97 

No  load 

0.96 

37.9 

37.2 

1.6 

48/229 

DREYFUS  BALANCED 

Balanced 

1 96.3 

112 

NO  loao 

1 .04 

25.0 

22.1 

3.5 

33/57 

DREYFUS  CAP.  VALUE  A  (PREMIER) 

Multi-asset  global 

-oU 

101 

1  1 

-3.1 

-4.4 

4.4 

1 8/1 8 

DREYFUS  CORE  VALUE  INV. 

AVG 

Growth 

402.2 

26 

No  load 

1 .1 1 1 

35.6 

31.9 

1 .4 

DREYFUS  GLOBAL  GROWTH 

vvoriG 

mo  Q 

—£.  1 

1 .40 

12.1 

12.1 

U.U 

28/4 1 

DREYFUS  GROWTH  &  INCOME 

Growth/income 

1860.1 

15 

No  load 

1.14 

25.0 

23.2 

2.3 

1 28/1 38 

DREYFUS  GROWTH  OPPORTUNITY  A 

Growth 

AI\Q  C 
4Ut).D 

1  o 

NO  loao 

1.10 

28.4 

23.5 

1 .2 

DREYFUS  INTL.  EQUITY 

Foreign 

im  0 
tu/.z 

I'X 
— JJ 

NO  loao 

1  0*5+ 

0.7 

0.7 

n  n 
U.U 

DREYFUS  MIDCAP  INDEX  (h) 

Growth 

1 28.6 

72 

1 .00* 

0.40 

30.3 

28.2 

1 .5 

DREYFUS  NEW  LEADERS  X 

Small  company 

608.2 

55 

1 .00* 

1.16 

29.8 

27.0 

0.2 

53/99 

DREYFUS  S&P  500  INDEX  (i) 

Growtti/income 

365.4 

56 

1.00* 

0.61 

36.7 

35.6 

1.7 

20/1 38 

DREYFUS  THIRD  CENTURY 

Growth 

41 9.3 

20 

NO  loao 

1.12 

35.8 

33.1 

0.5 

/U/i£zy 

ECLIPSE  FINANCIAL  ASSET  EQUITY 

AVG 

Small  company 

1 74.8 

-10 

No  load 

1.12 

19.7 

18.3 

0.5 

85/99 

ENTERPRISE  CAPITAL  APPREC  A 

Growth 

1 21 .3 

20 

4.75 

1 .66t 

25.7 

22.4 

0.0 

1  0"J  /T5Q 

1  y //^^9 

ENTERPRISE  GROWTH  A  X 

Growth 

1 22.4 

38 

4.75 

1 .60t 

40.0 

38.5 

0.0 

zb/^^y 

EUROPACIFIC  GROWTH  X 

Foreign 

10922.3 

32 

5.75 

0.97t 

12.9 

11.9 

2.1 

15/66 

EV  MARATHON  GREATER  CHINA  GROWTH 

Pacific 

304.3 

46 

5.00*  * 

2.38t 

3.2 

3.2 

0.0 

1 3/22 

EV  TRADITIONAL  GROWTH 

Growth 

1 35.5 

1 3 

4.75 

0.95t 

29.2 

27.9 

0.3 

EV  TRADITIONAL  INVESTORS 

Balanced 

236.6 

18 

4.75 

0.91 1 

29.7 

27.1 

3.0 

b/0  /  j 

EV  TRADITIONAL  STOCK 

Growtti/income 

99.2 

18 

4.75 

0.98t 

32.8 

28.4 

1 .7 

bo/ 1  oo 

EV  TRADITIONAL  TOTAL  RETURN 

Utilities 

456.7 

2 

4.75 

1.1 8t 

27.4 

25.1 

4.3 

1 6/26 

EVERGREEN  BALANCED  B  (j) 

Balanced 

1  no  n 

Q 

3 

R  nn*  * 
D.UU 

1  + 

25.5 

23.2 

o.U 

zy/0  /  , 

EVERGREEN  UTILITY  A  (k)  \ 

Utilities 

1 08.2 

NM 

4.75 

0.53t 

30.7 

27.7 

^  o 

I  U/Zb 

EVERGREEN  VALUE  A  (1) 

AVG 

Growth 

292.4 

55 

4.75 

0.93t 

31.8 

29.3 

2.4 

1  £.OlZ£.\i 

EXCELSIOR  EQUITY  (m) 

Growth 

1 72.0 

49 

4.50 

1 .05 

28.9 

25.6 

0.4 

1  IsC/OOQ 

1 3b/zzy 

EXCELSIOR  INCOME  &  GROWTH  (n) 

Growth/income 

1 18.9 

21 

4.50 

1.06 

30.0 

28.9 

2.2 

97/138 

FAM  VALUE 

Smalt  company 

266.3 

27 

No  load 

1.39 

19.7 

18.9 

0.8 

84/99 

FEDERATED  GROWTH  STRATEGIES  A  (o) 

Growth 

245.5 

-13 

5.50 

0.99 

40.0 

32.1 

0.6 

FEDERATED  INDEX  MINI-CAP 

Small  company 

134.2 

31 

no  loaa 

0.73 

26.4 

24.1 

1 . 1 

67/99 

FEDERATED  INTL.  EQUITY  A  (p)  .[l 

Foreign 

182.9 

-26 

5.50 

1 .61 

6.5 

3.3 

0.5 

47/66 

FEDERATED  STOCK 

•* 

Growtti/income 

665.4 

20 

No  load 

0.97 

35.6 

32.5 

1.4 

37/138 

FIDELITY 

Growth/income 

32 1 3.7 

70 

No  load 

0.64 

32.8 

29.9 

1  -T 

CO/1  tQ 

FIDELITY  ADVISOR  EQUITY  GROWTH  A 

Growth 

131 

3.50 

1 .701 

39.1 

37.2 

U.^ 

■5  1  /OOQ 

FIDELITY  ADVISOR  EQUITY  INCOME  A 

Equity-income 

956.3 

369 

3.50 

1 .64t 

32.5 

31.2 

1 .6 

1  0/34 

FIDELITY  ADVtSOR  GLOBAL  RESOURCES  A  ^ 

Natural  resources 

31 5.7 

63 

3.50 

2.071 

28.7 

27.5 

0.0 

3/1 1 

FIDELITY  ADVTiOR  GROWTH  OPPORT.  A 

Growth 

10946.2 

127 

3.50 

1.62t 

33.0 

32.1 

1.3 

1 1 3/229 

FIDELITY  ADVISCt  tMCOME  &  GROWTH  A 

Balanced 

3488.5 

10 

3.50 

1 .58t 

14.1 

12.7 

3.9 

FIDELITY  ADVISOR       ':RSEA5  A 

Foreign 

803.4 

22 

3.50 

1 .90t 

8.6 

8.4 

0.6 

39/66 

FIDELITY  ADVISOR  3       T,  OPPTY.  A 

Growth 

61 5.0 

63 

3.50 

1 .84t 

38.1 

36.6 

1 .5 

45/229 

FIDELITY  ASSET  MAN  R 

Multi-asset  global 

1 1 165.4 

1 

No  load 

0.97 

18.2 

17.1 

2.9 

1 3/1 8 

FIDELITY  ASSET  MANA       :  GROWTH 

Multi-asset  global 

2894.6 

1 

No  load 

1.15 

20.0 

19.4 

1.5 

10/18 

FIDELITY  ASSET  MANAG  'NCOME 

As'^et  allocation 

600.7 

26 

No  load 

0.79 

16.7 

1 5. 1 

4.6 

32/34 

FIDELITY  BALANCED 

Ba  anced 

4880.1 

-2 

No  load 

0.90 

14.9 

13.4 

4.2 

56/57 

FIDELITY  BLUE  CHIP  GROV 

Growth 

7801 .9 

1 37 

3.00 

1 .02 

28.4 

25.5 

0.4 

FIDELITY  CANADA 

FOi  ;ign 

1 74.7 

-48 

4.00* 

1 .57 

19.4 

19.2 

0.4 

D/bb 

FIDELITY  CAPITAL  APPRECL  ^ON 

AVG 

Maximum  growth 

1669.1 

3 

3.00 

1.06 

18.8 

16.1 

2.2 

32/34 

FIDELITY  CONTRAFUND 

Grov;'h 

14831.7 

71 

3.00 

1.00 

36.3 

33.3 

0.2 

61/229  . 

FIDELITY  DESTINY  1  X 

Growth 

4278.7 

33 

8.24 

0.68 

37.0 

34.5 

2.2 

54/229 

FIDELITY  DESTINY  II  ^ 

Growth 

2207.5 

50 

8.24 

0.80 

36.0 

34.1 

2.0 

68/229 

FIDELITY  DISCIPLINED  EQUITY 

* 

Growth 

2145.6 

85 

No  load 

0.93 

29.0 

25.0 

1.3 

155/229 

FIDELITY  DIVERSIFIED  INTERNA1  Oi  XL 

Foreign 

340.7 

11 

No  load 

1.25 

18.0 

16.4 

1.7 

7/66 

■Include',  ledemption  fee.  **[nciudes  .  ^ferri  i  lies  charge.  tl2(b)-l  plan  m  effect,  tNot  currently  accepting  new  accounts.  §Less  than  0.5%  of  assets.  NA=Not  available.  NM=Not  meanmitl 
(fi)  Formerly  Peoples  S&P  MidCap  Inde.  (i)  f  'eriy  Peoples  Index.  (|)  Formerly  First  Union  Balanced  C  Invmt.  (k)  Formerly  First  LInion  Utility  B  Invmt.  (I)  Formerly  First  Union  Value  B  ln\jt. 
(m)  Formerly  UST  Master  Equity,  (n)  Ft  nerly    ST  Ma-iler  Income  &  Growth,  (o)  Formerly  Federated  Growth,  (p)  Formerly  FT  International  Equity  A. 
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Equity  Funds 


ERAGE  ANNUAL  TOTAL  RETURNS  (%)  TREND      PORTFOLIO  DATA 


RISK 


TELEPHONE 


3  YEARS  5  YEARS  10  YEARS     BW  10-YEAR  TURNOVER 

m  AFTERTAX    PRETAX  AFTERTAX    PRETAX  AFTERTAX  ANALYSIS 


%CASH  P-E 
RATIO 


STYLE  UNTAXED 
GAINS  (%) 


LARGEST  HOLDING 
COMPANY  (%  ASSETS) 


TOLL-FREE 
(800) 


IN-STATE 


.0  16.3 
t  fund,  not  rated 
/  fund,  not  rated 
1.8    10.7  10.3 
1.6    17.7  16.0 

1.6 
1.3 


rrm 


8.5 
15.3 


10.8  9.1 


High 


Average 
Low 


40 
27 
33 
25 
23 


SG 
SB 
MG 
LB 
MG 


27 
-8 
22 
12 
5 


IDEXX  LaboratoriesO) 
Kiekertd) 
Analog  Devices(2) 
Exxon(5) 

Hutchison  Whampoa(3) 


High 
Very  high 


869-3863 
869-3863 
869-3863 
869-3863 
869-3863 


NY 
NY 
NY 
NY 
NY 


212-392-2550 
212-392-2550 
212-392-2550 
212-392-2550 
212-392-2550 


7.6 
7.7 
..3  12.7 
.0  10.2 
1.8  8.4 


13.3 
11.0 
16.7 
8.1 
13.1 


11.6 
9.4 

16.2 
7.3 

10.4 


10.0  7.8 
11.3  8.0 


I  I  i-i  I   Very  high 
Very  low 
Very  low 
Average 
High 


3  22  LB  17  Cisco  Syslemsd)  Low  869-3863  NY  212-392-2550 
1  17  LV  16  AT&T(2)                                       Low  869-3863  NY  212-392-2550 

4  20  MV  24  Burlington  Northern  Santa  FeO  Average  869-3863  NY  212-392-2550 
7  28  LG  5  Nokia  CI  A(1)  High  869-3863  NY  212-392-2550 
6  20  LB  15  Philip  Morrls(3)                              Low  523-4640  PA  215-988-1333 


1.0  11.6  15.0 

i.O  12.5  15.2 

.2  8.8  14.8 

i.2  13.6  27.4 

1.9  10.1  18.8 


12.0 
12.2 
13.3 
25.0 
17.6 


12.3  8.9 


16.6  14.3 


High 
Average 

Low 
Average 
Very  low 


2 
2 
5 
5 
16 


19 
19 
29 
28 
18 


LV 
LV 
MG 
SG 
SV 


15 
18 
37 
23 
15 


IC  Penney{2) 

0uPont(3) 

Bay  Networks(3) 

Central  Sprinkler(3) 

FNMA(3) 


Low 
Low 
High 
High 
Low 


523-4640 
523-4640 
523-4640 
523-4640 
523-4640 


PA 
PA 
PA 
PA 
PA 


215-988-1333 
215-988-1333 
215-988-1333 
215-988-1333 
215-988-1333 


:.2  12.1 

.9  13.0 

;.4  16.6 

i.C  3.7 

.9  12.2 


15.1 
17.4 
11.2 
15.7 


13.4 
15.8 
8.0 
15.1 


13.6  11.1 

15.0  13.0 

10.8  6.9 

13.8  12.4 


i  I  B    Very  low 
Low 
Very  low 

Low 
Very  low 


11 
5 
7 
4 
2 


22 
"19 
19 
21 
20 


LB 
LV 
LV 
LB 
LG 


23 
15 
26 
28 
27 


Hewlett-Packard(4) 
Digital  Equipment(2) 
General  Motors(3) 
Texaco(4) 
Coca-Cola(6) 


Very  low 
Average 
Average 
Average 


748-8500 
621-3979 
621-3979 
645-6561 
645-6561 


MA  718-895-1206 
MA  718-895-1206 


;.0  11.1 

.6  0.7 

.6  13.5 

.1  8.1 

.0  10.8 


-0.4 
15.2 
7.6 


-1.5 
124 
7.6 


7.6  5.9 
12.3  8.5 


QXB 


Average 
Average 
Average 
High 
High 


1 

18 
3 
0 
6 


19 
41 
18 
22 
21 


LB 
MG 
LV 
LG 
LB 


12 
-35 
23 
28 
11 


0lin(2) 

Placer  Dome(4) 
IBM(3) 

Hutchison  Vlfhampoa(3) 
DuPont(3) 


High 
Average 
Low 


645-6561 
554-4611 
645-6561 
645-6561 
645-6561 


MA 
MA 
MA 
MA 
MA 


718-895-1206 
718-895-1396 
718-895-1206 
718-895-1206 
718-895-1206 


.0     1.6  12.2 
I  fund,  not  rated 
.4  10.6 

.9  12.2  19.3 
-.7    12.5  16.1 


8.7 


16.5 
14.4 


10.7  7.0 

13.9  12.1 
11.6  8.4 


14.7  11.5 
15.5  13.8 


Very  high 
I  I  I  U  Average 

m-y  Low 

High 
Low 


2  21  LB  14  BBC  Brown  Boveri  (Reg)(3) 

6  26  LV  2  Lucas  lndustries(2) 

9  22  MB  17  First  Bank  Systemd) 

5  23  SB  22  Integrated  Silicon  Solution(2) 

6  20  LB  22  General  Electric(2) 


High 


Average 
Average 


645-6561 
645-6561 
645-6561 
645-6561 
645-6561 


MA 
MA 
MA 
MA 
MA 


718-895-1206 
718-895-1206 
718-895-1206 
718-895-1206 
718-895-1206 


6.8 
7.5 
7.2 
13.7 
14.6 


13.2 
15.9 
16.6 
18.3 
13.4 


11.1 
13.8 
15.7 
16.1 
12.5 


High 

High 
Average 
Average 
Very  low 


3 
14 


21 
17 
28 
25 
22 


LG 
SV 
LG 
LG 
LB 


25 
18 

34 
37 
17 


EMC{3) 

Arrow  Electronics(2) 
Nokia  CI  A  (ADR)(5) 
Cisco  Systems(5) 
ANZ  Banking  Groupd) 


Average 
Average 

High 
Average 
Average 


645-6561 
872-2710 
432-4320 
432-4320 
421-4120 


MA 
GA 
GA 
GA 
CA 


718-895-1206 
770-631-0414 
404-396-8118 
404-396-8118 
213-486-9200 


I  fund,  not  rated 
.4     4.9  12.1 
.3     9.7  12.8 
1.9     6.5  11.5 
.0     4.7  10.1 


10.1 
10.1 
8.1 
7.2 


11.1  8.4 

11.0  7.5 

11.7  7.9 

10.3  7.0 


Low 
High 
Low 
Average 
High 

Low 

Average 

Low 
Average 


4  18  LB  -3  Jardine  Matheson  Holdings(3)  225-6265  MA  617-482-8260 
7  23  LB  19  American  International  Group(4)  Average  225-6265  MA  617-482-8260 
3  19  LB  27  Astra  CI  A  Free(3)  Very  low  225-6265  MA  617-482-8260 

5  19  LV  26  Eastman  Kodak(3)  Average  225-6265  MA  617-482-8260 
7  16  MV  15  Frontier(5)  Average  225-6265  MA  617-482-8260 


I  fund,  not  rated 
'  fund,  not  rated 
.6    11.4  14.7 
.5    12.8  18.7 
.1    12.8  17.7 


12.4 
17.3 
16.4 


13.2  11.1 
13.4  11.8 


3 
2 
12 
4 
4 


17 
18 
17 
24 
24 


LV 
LV 
LV 
LB 
MB 


17 
7 
17 
30 
17 


Avnetd) 
GTE(4) 

American  General(4) 
Mellon  Bank(3) 
John  Wiley(3) 


Low 
Average 
Very  low 


807-2940 
807-2940 
807-2940 
446-1012 
446-1012 


MA  617-451-1912 
MA  617-451-1912 


.6  7.9  18.8 

1.6  6.7  14.1 

.3  10.6 

.0  10.3  7.3 

-.9  13.0  17.0 


17.8 
11.7 


6.2 
14.6 


13.9  11.3 


10.8  8.0 
12.2  9.7 


rTTH 


Very  low  7  20  SV  19  Conmed(9) 

Average  5  22  MB  39  USA  Waste  Services(2) 

Low  12  23  SB  13  AlteraO 

Average  1  27  LG  13  BBC  Brown  Boveri  (Br)(2) 

Low  2  17  LV  36  Hewlett-Packard(3) 


Low 
Average 

High 
Average 


932-3271 
245-5051 
245-5040 
245-5051 
245-5040 


NY 
PA 
PA 
PA 
PA 


518-234-7400 
412-288-1561 
412-288-1900 
412-288-1561 
412-288-1900 


.3  14.1 

1.6  15.4 
!.6  17.6 
i.l  19.2 

1.7  17.4 


16.8    14.0      14.1  10.7 


17.6  15.9 
22.4  20.6 


XL 


High  5 

High  1 1 

High  15 

High  4 

Average  1 5 


21 
24 
18 
21 
19 


LB 
LG 
LV 
MB 
LV 


16 
23 
12 
10 
16 


Philip  Morris(2) 
lntel(5) 

Philip  Morris(4) 
Alcan  Aluminiumd) 
FNMA(5) 


Low 


High 
Low 


544-8888 
522-7297 
522-7297 
522-7297 
522-7297 


MA  617-439-6793 

MA  617-439-6793 

MA  617-439-6793 

MA  617-439-6793 


LO  7.7 

1.3  16.1 

1.6  13.8 

1.8  9.3 

:.0  11.1 


13.7  11.9 

9.8  9.5 

16.5  13.9 

13.7  12.0 


Very  high  1 

Average  10 

High  0 

High  21 

High  2 


23 
26 
18 
22 
23 


MV 
LV 
MG 
LB 
LB 


2 
8 
21 


Union  Campd) 
Deutsche  Bankd) 
i-STAT(7) 
FNMAd) 
IBM(2) 


Very  low 
High 
Low 

Very  low 


522-7297 
522-7297 
522-7297 
544-8888 
544-8888 


MA  617-439-6793 
MA  617-439-6793 
MA  617-439-6793 


).9  8.3 

1.1  7.3 

1.6  17.8 

1.7  9.6 
.6  14.7 


12.2  10.0 

23.6  21.6 

8.5  8.1 

15.8  12.5 


I  I  U  High 
JiiiLJ    Very  high 
Very  high 
Average 
Average 


38  22  LB  4  Philip  Morrisd) 

1  13  MV  -1  Jetferson  Smurfitd ) 

10  19  MB  14  General  Motors{4) 

1  25  MB  4  Barrick  Gold  (Canada)(6) 

7  20  MV  14  Centerior  Energy(7) 


Very  low 
Average 

High 

Low 


544-8888 
544-8888 
544-8888 
544-8888 
544-8888 


.8  16.1 

.8  17.8 

.7  18.7 

'.8  12.5 

.7  16.6 


24.1  22.1 

23.7  19.4 

24.1  20.5 

18.5  16.0 


19.4  17.4 
18.1  13.9 
22.6  19.5 


Very  high 
Average 
Average 
Very  high 
B  High 


10 
5 
8 

11 
8 


22 
20 
19 
22 
24 


MB 
LV 
LV 
LB 
LV 


24 
32 
26 
20 
18 


IBM(3) 

FNMA(6) 

FNMA(5) 

Coca-Cola(3) 

Hitachi(2) 


Average 

Low 
Average 
Average 


544-8888 
752-2347 
752-2347 
544-8888 
544-8888 


MA  617-439-0547 
MA  617-439-0547 


DATA:  MORNINGSTAR,  INC.,  CHICAGO,  IL. 
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MUTUAL  FUND  SCOREBOARD 


FUND  RATING      OBJECTIVE         SIZE   FEES   199S  RETURNS  (%) 


ASSETS 

%  CHG. 

SALES 

LArLliot 

PRE- 

AFTER- 

RANK WITH 

$MIL, 

1994-5 

CHARGE  (%) 

RATIO  (%) 

TAX 

TAX 

YIELD 

OBJECTIV 

FIDELITY  DIVIDEND  GROWTH 

Growth 

528.8 

416 

No  load 

1.19 

37.5 

34.8 

0.5 

52/229 

FIDELITY  EMERGING  GROWTH 

Maximum  growth 

1249.9 

97 

3.75* 

1.02 

35.9 

34.6 

0.0 

17/34 

FIDELITY  EMERGING  MARKETS 

Emerging  marl<ets 

1085.6 

-28 

4.50* 

1.52 

-3.2 

-3.7 

1.8 

3/7 

r  IDtLII  1  tilUI  1  T-INCUIVIC. 

Equity-income 

1 0492. 1 

42 

2.00 

0.69 

31 .8 

29.6 

2.4 

12/34 

FIDELITY  EQUITY-INCOME  II 

Equity-income 

1 1977.0 

56 

No  load 

0.81 

26.4 

24.9 

1.7 

24/34 

FIDELITY  EUROPE 

Europe 

500.9 

5 

4.00* 

1.35 

18.8 

1.75 

0.5 

6/11 

FIDELITY  EUROPE  CAPITAL  APPREC. 

Europe 

180.7 

-38 

4.00* 

1.54 

14.7 

14.0 

1.9 

9/11 

FIDELITY  EXPORT 

Growth 

382.0 

381 

3.00 

1.22 

32.2 

29.9 

0.0 

123/229 

riDtLlfi  rlrTY 

Maximum  growth 

1 56.3 

1 58 

3.00 

1.19 

32.2 

28.6 

0.9 

24/34 

FIDELITY  GLOBAL  BALANCED 

Multi-asset  global 

121.4 

-49 

No  load 

1.33 

1 1.5 

1 1.4 

0.4 

16/18 

FIDELITY  GROWTH  &  INCOME 

Growth/income 

14818.6 

59 

3.00 

0.77 

35.4 

33.4 

1.7 

40/138 

FIDELITY  GROWTH  COMPANY 

AVG 

Growth 

6278.8 

1 10 

3.00 

1.05 

39.6 

37.8 

0.4 

27/229 

FIDELITY  INTL.  GROWTH  &  INCOME 

Foreign 

941.6 

-26 

No  load 

1.21 

12.2 

11.1 

3.3 

19/66 

f  miri  ITV  lADAiki 
rlUbLIIT  JAKAN 

Pacific 

378.0 

-3 

4.00* 

1 .42 

-2. 1 

-2. 1 

0.0 

1 9/22 

FIDELITY  LATIN  AMERICA 

Foreign 

473.8 

-23 

4.50* 

1.48 

-16.5 

-16.8 

1.2 

62/6^ 

FIDELITY  LOW-PRICED  STOCK 

Small  company 

3349.9 

42 

4.50* 

1.11 

24.9 

22.2 

1.2 

70/99 

FIDELITY  MAGELLAN 

Growth 

53702.3 

47 

3.00 

0.96 

36.8 

34.8 

0.7 

56/229 

FIDELITY  MARKET  INDEX 

-* 

Growth/income 

689.0 

125 

0.50* 

0.45 

37.0 

35.8 

2.1 

15/138 

FIDELITY  MID-CAP  STOCK 

Growth 

1 160.2 

820 

No  load 

1 .22 

33.9 

31 .8 

0.4 

1 03/22S 

FIDELITY  NEW  MILLENNIUM 

Growth 

594.2 

86 

3.00 

1.29 

52.1 

48.9 

0.0 

2/229 

FIDELITY  OTC 

AVG 

Growth 

2350.1 

70 

3.00 

0.81 

38.2 

36.0 

0.1 

41/22S 

FIDELITY  OVERSEAS 

Foreign 

2409.9 

10 

No  load 

1.24 

9.1 

8.3 

1.2 

37/66 

FIDELITY  PACIFIC  BASIN 

Pacific 

469.2 

-1 

4.00* 

1.54 

-6.1 

-6.1 

0.0 

21/25 

FIDELITY  PURITAN 

Balanced 

iobzo.3 

33 

2.00 

0.77 

21 .5 

19.6 

2.8 

51/57 

FIDELITY  REAL  ESTATE  INVESTMENT 

AVG 

Real  estate 

708.7 

28 

No  load 

1.03 

10.9 

9.2 

5.1 

2/; 

FIDELITY  RETIREMENT  GROWTH 

Growth 

4071.6 

28 

No  load 

1.07 

24.3 

20.9 

1.8 

206/22J 

FIDELITY  SELECT  AIR  TRANSPORT 

Specialty 

94.2 

NM 

3.75* 

2.50 

59.5 

58.5 

0.0 

1/; 

FIDELITY  SELECT  AMERICAN  GOLD 

Precious  metals 

313.6 

0 

3.75* 

1.41 

11.2 

11.2 

0.0 

4/1 J 

rlDELITT  SELECT  BIOTECHNOLOGY 

^  ^  ^ 

Health  care 

846.5 

1 14 

3.75* 

1 .59 

49. 1 

49.0 

0.2 

3/5 

FIDELITY  SELECT  COMPUTERS 

♦ 

Technology 

499.1 

185 

3.75* 

1.69 

51.7 

46.3 

0.0 

4/1' 

FIDELITY  SELECT  DEVELOPING  COMM. 

AVG 

Communications 

296.0 

7 

3.75* 

1.56 

17.4 

10.1 

0.0 

3r 

FIDELITY  SELECT  ELECTRONICS 

Technology 

892.3 

470 

3.75* 

1.71 

69.4 

61.4 

0.0 

1/1' 

FIDELITY  SELECT  ENERGY 

Natural  resources 

131.5 

36 

3.75* 

1.85 

21.4 

20.5 

0.6 

7/1 

PIMPS  >W    f  PI                   P^PB^W    f  PB\/I^P 

FIDELITY  SELECT  ENERGY  SERVICE 

♦  ^ 

Natural  resources 

254.1 

400 

3.75* 

1 .79 

40.9 

39.6 

0.3 

1/1 

FIDELITY  SELECT  FINANCIAL  SVCS. 

Financial 

251.1 

167 

3.75* 

1.54 

47.4 

46.5 

0.6 

4/ 

FIDELITY  SELECT  FOOD  &  AGRICULTURE 

Specialty 

240.1 

181 

3.75* 

1.68 

37.5 

35.0 

0.5 

21. 

FIDELITY  SELECT  HEALTH  CARE 

♦ 

Health  care 

1448.7 

82 

3.75* 

1.36 

45.9 

43.7 

0.6 

6/1 

FIDELITY  SELECT  HOME  FINANCE  X 

Financial 

586.9 

351 

3.75* 

1.45 

53.5 

52.3 

0.6 

1/ 

FIDELITY  SELECT  INDUSTL.  MATERIAL 

Natural  resources 

1 12.4 

-38 

3.75* 

1 .53 

15.4 

15.2 

0.6 

10/1 

FIDELITY  SELECT  MEDICAL  DELIVERY 

Health  care 

203.3 

-18 

3.75* 

1.45 

32.2 

29.8 

0.0 

9/ 

FIDELITY  SELECT  PRECIOUS  METALS  : 

Precious  metals 

309.6 

-32 

3.75* 

1.46 

-3.3 

-3.4 

0.4 

12/1 

FIDELITY  SELECT  REGIONAL  BANKS 

Financial 

322.3 

197 

3.75* 

1.56 

46.8 

45.1 

1.1 

J/ 

FIDELITY  SELECT  SOFTWARE  &  COMP. 

AVG 

Technology 

351.1 

66 

3.75* 

1.50 

46.1 

41.4 

0.0 

6/1 

FIDELITY  SELECT  TECHNOLOGY 

AVG 

Technology 

400.6 

76 

3.75* 

1 .56 

43.7 

38.1 

0.0 

10/1 

FIDELITY  SELECT  TELECOMMUN. 

Communications 

451.6 

24 

3.75* 

1.55 

29.7 

27.2 

0.8 

71 

FIDELITY  SELECT  UTILITIES  GROWTH 

AVG 

Utilities 

312.6 

54 

3.75* 

1.42 

34.4 

33.6 

1.9 

3/2 

FIDELITY  SMALL  CAP  STOCK 

Small  company 

488.2 

-27 

3.00 

0.90 

26.6 

24.3 

0.6 

65/9 

FIDELITY  SOUTHEAST  ASIA 

Pacific 

664.5 

1 

4.50* 

1.47 

12.2 

11.6 

1.6 

2/2 

PmPI  ITW    f  TA^I^    f  PI  P^TAB 

FIDELITY  STOCK  SELECTOR 

Growth 

1262.2 

60 

No  load 

1 .09 

36.5 

32.9 

0.8 

58/22 

FIDELITY  TREND  ii 

Growth 

1274.6 

7 

No  load 

0.89 

22.1 

16.8 

0.6 

217/22 

FIDELITY  UTILITIES 

* 

Utilities 

1510.7 

40 

No  load 

0.87 

30.6 

28.7 

3.3 

11/5| 

FIDELITY  VALUE 

Growth 

5745.8 

54 

No  load 

1.08 

27.1 

25.6 

0.9 

185/251 

FIDELITY  WORLDWIDE 

World 

654.1 

-7 

No  load 

1.32 

7.2 

6.8 

1.1 

36/4 

59  WALL  ST.  EUROPEAN  EQUITY 

Europe 

1 1 5.8 

4 

No  load 

1 .37 

16.5 

15.4 

0.0 

8/1 

59  WALL  ST.  PACIFIC  BASIN  EQUITY 

Pacific 

1 14.3 

-5 

No  load 

1.29 

3.5 

2.1 

4.5 

12/5 

FIRST  EAGLE  FUND  OF  AMERICA 

Growth 

136.2 

30 

No  load 

1.90 

36.4 

35.6 

0.0 

59/2; 

FIRST  INVESTORS  BLUE  CHIP  A 

Growth/income 

170.2 

54 

6.25 

1.54t 

34.0 

32.2 

1.1 

50/1 : 

FIRST  INVESTORS  GLOBAL  A 

World 

228.3 

10 

6.25 

1.84t 

17.8 

16.3 

0.5 

15/' 

FIRST  INVESTORS  SPECIAL  SITUATION  A 

Small  company 

125.4 

47 

6.25 

1.65t 

23.9 

22.7 

0.0 

72/! 

FIRST  INVESTORS  UTILITIES  INCOME  A 

Utilities 

91.8 

49 

6.25 

0.70t 

32.2 

30.7 

3.7 

ir. 

FIRST  OMAHA  EQUITY 

Growth 

206.4 

42 

No  load 

1.04 

26.9 

24.2 

2.2 

186/2: 

FIRST  PRIORITY  EQUITY  INVESTMENT 

Growth/income 

150.4 

NM 

2.00 

I.IOt 

24.5 

22.3 

1.6 

129/1; 

FLAG  INVESTORS  TELEPHONE  INC.  A 

AVG 

Communications 

492.4 

13 

4.50 

0.92t 

33.8 

30.3 

2.7 

1 

FLAG  INVESTORS  VALUE  BUILDER  A 

Balanced 

183.8 

35 

4.50 

1.35t 

32.8 

30.8 

2.6 

3/! 

FLEX-FUNDS  MUIRFIELD 

Asset  allocation 

93.9 

15 

No  load 

1.22t 

26.0 

20.8 

0.9 

14/: 

FORTIS  ADVANTAGE  ASSET  ALLOC.  A 

AVG 

Asset  allocation 

135.2 

16 

4.50 

1.57t 

22.0 

20.2 

3.0 

24/ 

FORTIS  ADVANTAGE  CAPITAL  APPR.  A 

Small  company 

95.0 

38 

4.50 

1.69t 

36.3 

36.1 

0.0 

30/ 

FORTIS  CAPITAL  A  X 

Growth 

277.5 

17 

4.75 

1.24t 

21.6 

21.4 

0.4 

219/2 

FORTIS  GROWTH  A  JL 

Growth 

640.2 

17 

4.75 

1.13t 

25.5 

23.6 

0.0 

198/2 

FORTRESS  UTILITY 

-* 

Utilities 

801.7 

4 

2.00* 

1.14 

25.5 

24.0 

3.9 

18/ 

'Includes  redemption  fee.  "Includes  deferred  sales  charge.  tl2(b)-l  plan  in  effect.  tNot  currently  accepting  new  accounts.  §Less  than  0.5%  of  assets.  NA=Not  available.  NM=Not  mec 
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Equity  Funds 


.GE  ANNUAL  TOTAL  RETURNS  (%)  TREND      PORTFOLIO  DATA 


RISK 


TELEPHONE 


EARS  5  YEARS  10  YEARS     BW  10-YEAR  TURNOVER 

AFTERTAX    PRETAX  AFTERTAX    PRETAX  AFTERIAX  ANALYSIS 


%CASH  P-E 
RATIO 


STYLE  UNTAXED 
GAINS  (%) 


LARGEST  HOLDING 
COMPANY  (%  ASSaS) 


TOLL-FREE 
(800) 


IN-STATE 


'd,  not  rated 

High 

7 

22 

MB 

13 

Philip  Morris(3) 

544-8888 

15.1  24.1 

22.3 

Very  high 

9 

31 

MG 

31 

0racle(5) 

High 

544-8888 

12.8  10.3 

9.9 

LLLU 

High 

1 

20 

MG 

-11 

Telefonos  de  Mexico  L  (ADR)(3) 

Very  high 

544-8888 

14.8  18.9 

17.0 

13.1    10.0  liUM 

Average 

6 

18 

LV 

21 

Philip  Morris(3) 

Low 

544-8888 

13.8  22.0 

20.2 

nim 

Average 

12 

20 

LV 

12 

American  Express(4) 

Low 

544-8888 

9.6 


ULJ  Average  4  22  MB  29  Nokia  CI  K(2) 

I  M  M  Very  high  9  17  MV  10  Fiat(3) 

INN  Very  high  2  23  SB  13  TSX(4) 

Mill  Very  high  6  23  LB  12  Compaq  Coniputer(2) 

I  I  I  U  Very  high  2  20  MV  -17  Jefferson  Smurfit  Group(2) 


High 


544-8888 
544-8888 
544-8888 
544-8888 
544-8888 


16.2  21.2 

18.7 

19.1 

16.5 

Average 

9 

22 

LB 

20 

Philip  Morris(4) 

Low 

544-8888 

14.7  20.5 

18.5 

17.0 

14.7 

High 

10 

24 

LG 

24 

lntel(4) 

Average 

544-8888 

13.0  9.0 

8.3 

ra~n 

Very  high 

9 

27 

IV 

9 

Hitachi(4) 

Average 

544-8888 

10.5 

1  1  1  U 

High 

4 

36 

MV 

-11 

Fuji  Photo  Film(4) 

544-8888 

d,  not  rated 

1  1  1  U 

Average 

7 

21 

-51 

Grupo  Carso  CI  Al(4) 

544-8888 

21.5 
17.5 
15.3 


17.4  14.4 


Average  22  15  SV  16  Lyondell  Petrochemical(2)  Low  544-8888 

High  7  20  MB  31  Hewlett-Packard(2)  Average  544-8888 

Very  low  0  20  LB  26  General  Electric(2)  Average  544-8888 

High  11  25  MB  12  Digital  Equipnient(2)  544-8888 

Very  high  10  29  MG  34  US  Robotics(4)  544-8888 


11.3 

20.1 

17.5 

15.7 

13.2 

Average 

9 

28 

MG 

26 

lntel(6) 

Average 

544-8888 

15.0 

8.3 

6.9 

13.4 

11.1 

Average 

10 

25 

LV 

13 

CS  Holdings  (Br)(1) 

High 

544-8888 

12.9 

9.2 

8.3 

LLLU 

High 

2 

35 

MB 

6 

Nippon  Shokubai(2) 

Very  high 

544-8888 

11.7 

16.6 

13.8 

13.0 

9.8 

MJiid 

Average 

6 

22 

LV 

11 

Schlumberger(3) 

Very  low 

544-8888 

6.8 

16.2 

14.6 

Average 

9 

22 

SV 

2 

Developers  Diversified  Rlty(5) 

Average 

544-8888 

11.7  19.6  15.9 

16.5  19.0  17.9 
18.9  8.8  8.8 

7.1  17.0  15.7 

30.6  30.3  28.6 


15.2  11.4 

11.1  10.1 

8.4  8.4 

16.8  15.9 

16.4  15.5 


Average  10  19  MV  16  IBM(3)  Low  544-8888 

Very  high  4  14  MV  19  Northwest  Airlines  CI  A(9)  Very  high  544-8888 

Low  5  44  SG  -6  Barrick  Gold  (Canada)(10)  Very  high  544-8888 

Average  33  37  MG  14  Amgen(9)  Very  high  544-8888 

Very  high  11  22  MB  32  Micron  Technology(9)  Very  high  544-8888 

Very  high  6  37  MG  21  DSC  CommunicationsdO)  High  544-8888 

Very  high  0  24  MB  30  Micron  Technalogy(9)  High  544-8888 

High  0  27  LB  6  Atlantic  Richfield(8)  Very  high  544-8888 

Very  high  0  33  MG  6  Western  Atlas(8)  Very  high  544-8888 

High  16  13  LV  18  American  Express(5)  High  544-8888 


27.5 
35.2 
7.2 
6.3 
31.0 


24.4 
32.8 
6.4 
5.8 
28.5 


12.8  11.8 

8.8  7.8 

5.2  4.9 

14.1  12.5 


14.4 

17.7 

15.S 

19.1 

17.3 

High 

6 

23 

LG 

24 

Ralcorp  HoldingsdO) 

Low 

544-8888 

20.4 

22.4 

19.9 

20.5 

18.6 

High 

22 

27 

LG 

28 

Schering-Plough{8) 

High 

544-8888 

23.3 

39.1 

37.1 

21.0 

18.7 

High 

13 

14 

SV 

23 

Standard  Federal  Bancorp(6) 

Average 

544-8888 

14.7 

18.3 

18.1 

HJi 

High 

20 

18 

MB 

2 

ALCOA(IO) 

High 

544-8888 

17.5 

20.9 

19.3 

High 

17 

24 

MB 

40 

Columbia/HCA  Healthcare(8) 

Very  high 

544-8888 

26.1 

9.9 

9.5 

8.8 

8.3 

■~m 

Average 

5 

39 

SG 

-15 

Barrick  Gold  (CanadaX1 1) 

Very  high 

544-8888 

14.4 

32.1 

29.1 

High 

20 

12 

LV 

19 

American  Express(5) 

Average 

544-8888 

21.0 

30.9 

27.7 

19.4 

17.6 

High 

12 

26 

LG 

34 

MicrosottdO) 

Very  high 

544-8888 

24.0 

28.8 

26.4 

13.8 

12.6 

High 

15 

25 

LG 

37 

Micron  Technology(9) 

High 

544-8888 

18.2 

21.5 

19.8 

19.4 

18.2 

High 

8 

25 

L8 

20 

LM  Ericsson  Telephone  (ADR)(8) 

Average 

544-8888 

9.6 

13.4 

11.0 

13.1 

11.3 

Low 

4 

18 

LV 

13 

Ameritech(8) 

Low 

544-8888 

d,  not  rated 

Very  high 

12 

24 

SB 

27 

Grand  Casinos(3) 

544-8888 

d,  not  rated 

1  M  U 

High 

4 

20 

LG 

8 

Hutchison  Whampoa(4) 

544-8888 

13.9 

21.4 

19.6 

Very  high 

-2 

22 

LG 

25 

Oxford  Health  Plans(4) 

Average 

544-8888 

7.5 

16.7 

13.9 

12.9 

9.8 

High 

8 

22 

MB 

29 

Golden  West  Financial(4) 

Average 

544-8888 

14.0 
20.8 
11.5 
10.8 
11.4 


11.8 
19.3 
10.7 
9.2 
9.5 


14.1  12.5 


High  2  18  LV  17  Ameritech(5)  Low  544-8888 

High  5  20  LV  15  Philip  Morris(4)  Low  544-8888 

Average  22  20  MV  4  Deutsche  Bank(2)  Average  544-8888 

High  2  20  MB  1 1  Guardian  Royal  Exchange(2)  High 

Average  12  25  MB  -11  Public  Finance(3)  Very  high 


MA  212-493-8100 
MA  212-493-8100 


17.2 
12.2 
8.6 
19.1 


□itu 


15.2  13.8 


Average        3  16  MV  29  Tejas  Gas(6)  Average  451-3623  NY  212-943-9200 

Average        5  21  LB  23  AT&T(4)  Average  423-4026  NY  212-858-8000 

Average        4  23  LB  17  Tele  Danmark  CI  B  (ADR)(3)  High  423-4026  NY  212-858-8000 

Average       15  25  SG  19  US  Office  Products(2)  High  423-4026  NY  212-858-8000 

4  17  LV  3  GTE(3)  423-4026  NY  212-858-8000 


ZTH 


15.4 


14.3 


13.6 
11.0 


15.7  12.9 


Very  low  15  23  LB  16  Hewlett-Packard(5)  662-4203 

Average  4  21  LB  8  Merck(4)  433-2829 

Low  2  23  LB  37  SBC  Communications(8)  Average  767-3524 

Low  1  17  LV  21  McDonnell  Douglas(3)  767-3524 

Very  high  0  23  MB  18  Fidelity  Equity  Growth  Fundd  1)  Very  low  325-3539     OH  614-766-7000 

High  1  27  LG  23  3Com(2)  Low  800-2638  MN 

Low  2  36  MG  45  lnput/0utput(4)  Very  high  800-2638  MN 

Very  low  5  26  LG  41  Silicon  Graphics(5)  Average  800-2638  MN 

Low  9  33  MG  50  3Con!(6)  Very  high  800-2638  MN 

Average  3  15  MV  6  AT&T(4)  Low  245-5051  PA 


8.8 
12.8 
7.2 
7.0 
8.4 


13.1 
20.9 
15.3 
16.6 
12.8 


11.6 
20.4 
13.9 
15.2 
11.0 


12.9  10.7 
14.0  12.2 


612-738-4000 
612-738-4000 
612-738-4000 
612-738-4000 
412-288-1561 


DATA:  MORNINGSTAR,  INC..  CHICAGO,  IL. 
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MUTUAL  FUND  SCOREBOARD 


FUND  RATING      OBJECTIVE         SIZE   FEES   1995  RETURNS  (%) 


ASSETS 

%  CHG. 

SALES 

EXPENSE 

PRE- 

AFTER- 

RANK  WITH 

jiVilL, 

iyy4-j 

DftTlO  /o/  1 

nMI  lU  \  /ol 

IMA 

TAX 

YIELD 

FOUNDERS  BALANCED 

*"*' 

Balanced 

130.3 

36 

No  load 

1.26T 

29.4 

24.4 

2.6 

7/57 

FOUNDERS  BLUE  CHIP 

AVG 

Growth/income 

373.2 

20 

No  load 

1.21  + 

29.1 

23.3 

1.1 

106/138 

FOUNDERS  DISCOVERY  & 

♦ 

Small  company 

218.2 

16 

No  load 

1.67T 

31.3 

25.2 

0.0 

46/9S 

FOUNDERS  FRONTIER 

Small  company 

332.1 

33 

No  load 

1.62t 

37.0 

31.6 

0.0 

27/9S 

FOUNDERS  GROWTH 

AVG 

Growth 

CC;  1  Q 
DO  1  .O 

110 

No  load 

1 .33t 

45.6 

40.4 

0.1 

9/22S 

FOUNDERS  SPECIAL 

Maximum  growth 

388.2 

29 

No  load 

1.36t 

25.7 

18.7 

0.0 

30/34 

FOUNDERS  WORLDWIDE  GROWTH 

World 

227.9 

117 

No  load 

1.66T 

20.6 

19.4 

0.4 

9/41 

FOUNTAIN  SQUARE  INTERNATIONAL  EQUITY 

Foreign 

92.5 

116 

4.50 

1.65T 

11.3 

11.3 

0.0 

27/66 

FOUNTAIN  SQUARE  QUALITY  GROWTH 

Growth 

105.1 

80 

4.50 

I.OOt 

31.8 

31.1 

1.1 

131/22S 

FPA  CAPITAL  X 

-* 

Small  company 

0.95 

38.4 

37.2 

0.5 

25/9E 

FPA  PARAMOUNT  X 

AVG 

Growth/mcome 

575.1 

17 

6.50t 

0.89 

12.7 

10.0 

1.8 

137/136 

FRANKLIN  BALANCE  SHEET  INVMT. 

Small  company 

450.1 

213 

1.50 

1.19T 

30.0 

28.2 

1.2 

51/9£ 

FRANKLIN  DYNATECH  X 

Technology 

91.0 

31 

4.50 

I.OIT 

26.1 

25.1 

1.0 

13/14 

FRANKLIN  EQUITY  1 

Growth 

345.5 

27 

4.50 

0.95- 

32.9 

30.4 

0.9 

1 14/229 

FRANKLIN  EQUITY  INCOME  1 

EQijjty*income 

1  on  c 

1  m 
1 U 1 

0.77''' 

25.7 

23.4 

3.9 

28/3^ 

FRANKLIN  GLOBAL  UTILITIES  1 

Utilities 

127.8 

8 

4.50 

1.12t 

27.5 

25.6 

2.8 

15/2E 

FRANKLIN  GOLD  1  X 

Precious  metals 

355.6 

-13 

4.50 

0.95T 

-1.3 

-2.8 

1.7 

8/1 J 

FRANKLIN  GROWTH  1  X 

AVG 

Growth 

803.3 

49 

4.50 

0.90T 

38.4 

37.8 

0.8 

38/22£ 

FRANKLIN  INCOME  1  X 

Balanced 

6216.8 

30 

4.25 

0.71  T 

21.3 

18.1 

7.7 

53/57 

FRANKLIN  RISING  DIVIDENDS  1 

AVG 

Growth/income 

on  Q 

ZiO.O 

1  A 

1  Air 

in  o 

1  Q 

92/1 31 

FRANKLIN  SMALL  CAP  GROWTH  1 

Small  company 

245.7 

516 

4.50 

0.69T 

42.2 

39.2 

0.1 

21/9? 

FRANKLIN  UTILITIES  1  X 

♦ 

Utilities 

2904.1 

14 

4.25 

0.73- 

30.7 

28.5 

5.0 

9/2( 

FREMONT  GLOBAL 

* 

Multi-asset  global 

502.5 

15 

No  load 

0.88 

19.3 

16.8 

3.3 

11/1f 

FUNDAMENTAL  INVESTORS  X 

Growth/mcome 

4754.5 

82 

5.75 

0.68T 

34.2 

32.4 

1.7 

49/1 3S 

G.T.  GLOBAL  AMERICA  GROWTH  A 

Growth 

390.3 

95 

4.75 

1 .58t 

23.2 

1 8.8 

1 .0 

G.T.  GLOBAL  EMERGING  MARKETS  A 

Emerging  markets 

248.2 

-26 

4.75 

2.06+ 

-13.9 

-13.9 

0.0 

7/j 

G.T.  GLOBAL  EUROPE  GROWTH  A 

Europe 

470.4 

-27 

4.75 

1.73t 

9.9 

9.4 

0.9 

11/1 

G.T.  GLOBAL  GROWTH  &  INCOME  B 

World 

370.8 

6 

5.00" 

2.32^ 

14.6 

13,3 

2.9 

23/4 

G.T.  GLOBAL  HEALTH  CARE  A 

Health  care 

522.6 

35 

4.75 

1.98T 

37.0 

32.4 

0.0 

a/ 

G.T.  GLOBAL  INTL.  GROWTH  A 

Foreign 

294. 1 

4.75 

1  ~in~ 
1 .  /U  1 

1  Q 
J. 3 

2.5 

U.U 

G.T.  GLOBAL  JAPAN  GROWTH  A 

Pacific 

108.5 

8 

4.75 

1.91  T 

1.9 

-1.2 

0.0 

16/2 

G.T.  GLOBAL  NEW  PACIFIC  GROWTH  A 

Pacific 

389.1 

-9 

4.75 

1.81T 

7.4 

6.2 

0.8 

3/2 

G.T.  GLOBAL  TELECOMMUN.  A 

Communications 

1344.6 

-9 

4.75 

1.80- 

8.6 

7.1 

0.0 

6/ 

G.T.  GLOBAL  WORLDWIDE  GROWTH  A 

World 

146.1 

-20 

4.75 

1.81T 

11.2 

10.4 

0.0 

30/4 

G.T.  LATIN  AMERICA  GROWTH  A 

Foreign 

0  1 

— o  1 

Oil 

— <c  1  .D 

n  T 
U.  / 

GABELLI  ASSET 

Growth 

1090.4 

11 

No  load 

1.28t 

24.9 

22.4 

0.9 

202/22 

GABELLI  GLOBAL  TELECOMMUNICATIONS 

Communications 

122.8 

-11 

4.50 

1.80- 

16.2 

15.6 

0.6 

5/ 

GABELLI  GROWTH 

AVG 

Growth 

526.4 

9 

No  load 

1.36T 

32.7 

27.1 

0.2 

118/22 

GABELLI  SMALL  CAP  GROWTH 

Small  company 

228.6 

17 

4.50 

1.54t 

25.3 

22.9 

0.0 

69/9 

GABELLI  VALUE 

AVG 

Growth 

486.4 

1  1 

5.50 

1 .50' 

22.6 

',Q1 

n  A 

GALAXY  EQUITY  GROWTH  RET. 

AVG 

Growth 

116.7 

71 

No  load 

0.98 

36.1 

34.6 

0.8 

66/22 

GALAXY  EQUITY  INCOME  RET. 

* 

Equity-Income 

91.2 

50 

No  load 

1.11 

33.0 

31.0 

1.8 

8/3 

GALAXY  EQUITY  VALUE  RET. 

* 

Growth 

104.3 

42 

No  load 

1.08 

27.8 

24.6 

1.5 

172/22 

GALAXY  GROWTH  &  INCOME  EQTY.  RET.  (q) 

Growth/income 

192.5 

748 

4.00 

1.29T 

29.3 

26.8 

1.9 

102/13 

GALAXY  II  LARGE  COMPANY  INDX.  RET. 

AVG 

Growth/mcome 

2 1 4.4 

56 

No  load 

0.40 

37.1 

35.6 

1 2/1 3 

GALAXY  II  SMALL  COMPANY  INDEX  RET. 

* 

Small  company 

276.0 

20 

No  load 

0.40 

33.1 

31.8 

1.8 

41/9 

GALAXY  SMALL  CAP  EQUITY  RET.  (r) 

Small  company 

129.2 

561 

4.00 

1.31T 

31.4 

29.0 

0.0 

45/9 

GAM  INTERNATIONAL  A 

AVG 

Foreign 

559.2 

251 

5.00 

1.60 

30.1 

28.3 

4.7 

1/E 

GATEWAY  INDEX  PLUS  X 

Growth/income 

176.2 

7 

No  load 

1.21 

11.0 

10.5 

1.5 

138/13 

GEORGE  PUTNAM  FUND  OF  BOSTON  A 

* 

Balanced 

1 1 82.6 

in 

5.75 

n  Q1  -r 

in  1 

11  1 

1  G 

GINTEL  X 

Growth 

96.7 

10 

No  load 

2.40 

31.0 

28.8 

0.1 

GLOBAL  UTILITY  B 

Utilities 

221.7 

-10 

5.00'- 

2.02^ 

22.5 

20.6 

2.6 

24/: 

GOLDMAN  SACHS  ASIA  GROWTH 

Pacific 

168.6 

27 

5.50 

1.90T 

6.5 

5.9 

2.1 

6/: 

GOLDMAN  SACHS  CAPITAL  GROWTH 

AVG 

Growth 

884.1 

2 

5.50 

1.38T 

25.7 

20.0 

0.7 

196/2; 

GOLDMAN  SACHS  GROWTH  &  INCOME 

Growth/income 

41 3.5 

1 29 

5.50 

1  .25t 

33.5 

31 .8 

1 .5 

52/1  ^ 

GOLDMAN  SACHS  INTL.  EQUITY 

Foreign 

303.2 

0 

5.50 

1.73t 

18.9 

16.2 

3.3 

6/E 

GOLDMAN  SACHS  SELECT  EQUITY  A 

Growth/income 

115.7 

26 

5.50 

1.38t 

35.2 

34.1 

0.8 

43/1 : 

GOLDMAN  SACHS  SMALL  CAP  EQUITY 

Small  company 

235.8 

-29 

5.50 

1.53- 

8.6 

8.6 

0.0 

99/5 

GOVETT  SMALLER  COMPANIES  A  - 

Small  company 

518.8 

581 

4.95 

1.95T 

69.0 

65.8 

0.0 

1/! 

GRADISON-McDONALD  ESTAB.  VALUE  X 

Growth 

337.8 

30 

No  load 

1 .20t 

26.4 

1  c 
i.D 

GRADISON-McDONALD  OPPORT.  VALUE  X  * 

Small  company 

97.1 

17 

No  load 

1.37T 

26.8 

25.5 

0.8 

63/! 

GROWTH  FUND  OF  AMERICA  X 

AVG 

Growth 

7891.2 

50 

5.75 

0.75^ 

29.8 

27.0 

0.9 

148/2: 

GUARDIAN  PARK  AVENUE  X 

Growth 

976.5 

52 

4.50 

0.84- 

34.3 

32.0 

0.9 

98/2: 

HANCOCK  EMERGING  GROWTH  B 

Small  company 

41 1.5 

42 

5.00" 

2.19- 

42.1 

42.1 

0.0 

22/ 

HANCOCK  GLOBAL  A  (s) 

World 

95.0 

2 

5.00 

1.98T 

10.6 

8.5 

0.0 

Z7J- 

HANCOCK  GLOBAL  TECHNOLOGY  A  (t)  X 

♦ 

Technology 

155.0 

197 

5.00 

2.16- 

46.5 

44.0 

0.0 

5/ 

HANCOCK  GROWTH  &  INCOME  A 

Growth/income 

129.6 

16 

5.75 

1.31- 

36.7 

35.7 

1.6 

19/1 

HANCOCK  GROWTH  A  ^ 

Growth 

241.7 

65 

5.00 

1.65- 

27.2 

26.0 

0.0 

182/2 

HANCOCK  REGIONAL  BANK  B  (ui  i. 

Financial 

1453.0 

205 

5.00" 

2.06- 

47.6 

46.7 

1.2 

HANCOCK  SOVEREIGN  ACHIEVERS  B 

Growth 

91.4 

2 

5.00" 

2.10r 

24.0 

23.7 

0.1 

209/2 

"Includes  redemption  fee.  '  effect.  tNot  currently  acceptmg  new  accounts.  §Less  than  0.5%  of  assets.  NA=Not  available.  NM=Not  mea 

(q)  Formerly  Shawmut  Grov.'  Small  Cap  Equity  Invmt.  (s)  Formerly  John  Hancock  Freedom  Global  A.  (t)  Formerly  John  Hancock  Freedo 

al  Tech.  A.  (u)  Formerly  John  HaricccK  Freeaoa.  Reg  orii,  ahut.  B 
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Equity  Funds 


GE  ANNUAL  TOTAL  RETURNS  (%) 

TREND 

PORTFOLIO  DATA 

RISK 

TELEPHONE 

5  YEARS 

10  YEARS 

8W  10-YEAR 

TURNOVER 

%CASH 

P-E 

STYLE 

UNTAXED 

URGEST  HOLDING 

TOLL-FREE 

IN-STATE 

flERIAX 

PRETAX  AFTERTAX 

PRETAX  ARERTAX 

ANALYSIS 

RATIO 

GAINS  (%) 

COMPANY  (%  ASSETS) 

(800) 

12.6 

15.0 

12.4 

12.0 

9.1 

Very  high 

19 

23 

LB 

15 

Home  Oepot(4) 

Very  low 

525-2440 

CO 

303-394-4404 

9.9 

13.7 

9  9 

1 3  0 

8  4 

M  m 

Very  high 

20 

23 

LB 

23 

Home  Depot(4) 

Average 

525-2440 

CO 

303-394-4404 

8.3 

20.2 

18.6 

Average 

13 

27 

SG 

31 

0Pri(3) 

High 

525-2440 

CO 

303-394-4404 

13.5 

20.3 

18.4 

Average 

18 

31 

MG 

35 

Cascade  Communlcations(2) 

High 

525-2440 

CO 

303-394-4404 

18.4 

22.1 

19.4 

16.9 

13.9 

Very  high 

14 

30 

LG 

29 

lntel(4) 

High 

525-2440 

CO 

303-394-4404 

7.5 

19.7 

16.2 

15.8 

12.1 

BK 

Very  high 

24 

29 

MG 

23 

HFS(2) 

High 

525-2440 

CO 

303-394-4404 

14.4 

16.0 

15  4 

cnsM 

Average 

20 

23 

MG 

17 

Nokia(2) 

Average 

525-2440 

CO 

303-394-4404 

d.  not  rated 

rnn 

5 

30 

LB 

4 

Royal  Dutch  Petroleum  (ADR)(2) 

334-0483 

PA 

513-744-8888 

8.8 

rrry 

Low 

4 

21 

LB 

14 

General  Electrlc(5) 

334-0483 

PA 

513-744-8888 

19.3 

29.0 

26.9 

19.0 

16.2 

■□■ 

Very  low 

15 

16 

MV 

39 

Green  Tree  Financial(9) 

High 

982-4372 

CA 

310-473-0225 

1 1.2 

15.2 

12.1 

14.5 

1 0.8 

■SB 

High 

29 

22 

MV 

10 

TIG  Holdlngs(6) 

Low 

982-4372 

CA 

310-473-0225 

16.9 

22.3 

20.7 

Low 

18 

21 

SV 

1 1 

Total  Petroleum  N  Amer  (Can)(2) 

Very  low 

342-5236 

CA 

415-312-2000 

1 1 .3 

15.0 

14.0 

12.8 

11.4 

Very  low 

25 

23 

LG 

45 

lntel(14) 

Average 

342-5236 

CA 

415-312-2000 

9.4 

13.3 

10.6 

11.4 

8.8 

■  ■ 

Average 

6 

21 

LB 

23 

lntel(3) 

Average 

342-5236 

CA 

415-312-2000 

11.6 

16.5 

14.2 

Average 

23 

18 

LV 

8 

Dun  &  Bradstreet(2) 

Very  low 

342-5236 

CA 

415-312-2000 

13.6 

1 :  y 

Low 

10 

16 

LV 

4 

Southern(4) 

342-5236 

CA 

415-312-2000 

16.9 

6.6 

5.8 

1 0.8 

9.5 

Very  low 

2 

37 

MG 

15 

Barrick  Gold(12) 

Very  high 

342-5236 

CA 

415-312-2000 

14.5 

14.8 

14.0 

14.2 

13.2 

Very  low 

5 

23 

LB 

41 

Computer  Sciences(4) 

Average 

342-5236 

CA 

415-312-2000 

8.4 

17.6 

14.3 

12.2 

8.4 

Average 

22 

15 

LV 

5 

Pacific  Gas  &  Electricd) 

Very  low 

342-5236 

CA 

415-312-2000 

5.4 

12.3 

11.7 

LUJ 

Very  low 

12 

17 

MV 

19 

Philip  Morris(3) 

Low 

342-5236 

CA 

415-312-2000 

21.5 

III! 

High 

6 

24 

SB 

15 

Advanced  Semiconductor  Mtrls(3) 

342-5236 

CA 

415-312-2000 

6.9 

11.8 

9.8 

11.1 

8.7 

Very  low 

10 

15 

LV 

13 

Southern(5) 

Average 

342-5236 

CA 

415-312-2000 

9.7 

11.3 

9.9 

Average 

6 

24 

LG 

12 

AT&T(1) 

Very  low 

548-4539 

CA 

415-768-9000 

14.7 

18.2 

15.7 

15.1 

12.1 

Low 

8 

19 

LB 

24 

lntel(2) 

Low 

421^120 

CA 

415-421-9360 

12.3 

19.4 

16.8 

High 

30 

20 

SV 

21 

Michaels  Store$(5) 

High 

824-1580 

CA 

415-392-6181 

10.3 

:  1 

High 

3 

22 

MB 

-8 

lscor(3) 

824-1580 

CA 

415-392-6181 

9.5 

4.2 

3.9 

9.4 

8.1 

High 

5 

16 

MB 

-20 

Prosegur (Reg)(3) 

Very  high 

824-1580 

CA 

415-392-6181 

10.4 

High 

3 

17 

LB 

9 

Broken  Hill  Proprietary(2) 

824-1580 

CA 

415-392-6181 

10.1 

14.0 

12.7 

Average 

3 

28 

LG 

31 

Roche  Holding  (Gen)(3) 

High 

824-1580 

CA 

415-392-6181 

7.3 

6.5 

5.6 

12.2 

11.2 

High 

-1 

28 

MB 

11 

Hosiden  ElectronlcsO) 

High 

824-1580 

CA 

415-392-6181 

11.8 

2.0 

1 .3 

14.2 

12.1 

a,  i  i 

Average 

10 

39 

MB 

8 

Autobacs  Seven(5) 

Very  high 

824-1580 

CA 

415-392-6181 

10.1 

7.6 

6.4 

1 5.5 

12.3 

High 

16 

16 

LB 

8 

HSBC  Holdings  (HK)(9) 

Very  high 

824-1580 

CA 

415-392-6181 

14.0 

1 1 1  y 

Average 

-1 

31 

LG 

10 

Nokia  Free(7) 

824-1580 

CA 

415-392-6181 

8.5 

10.5 

9.6 

LkLU 

1  1  1  u 

Average 

2 

22 

LG 

18 

Merck(2) 

High 

824-1580 

CA 

415-392-6181 

3.0 

High 

7 

29 

-38 

Empresa  Nad  de  Elec  (ADR)(3) 

824-1580 

CA 

415-392-6181 

13.3 

15.6 

14.1 

LiMd 

Low 

4 

22 

MB 

32 

Time  Warner(3) 

Low 

422-3554 

NY 

914-921-5100 

d,  not  rated 

i  1  1  M 

Very  low 

4 

28 

LB 

7 

LIN  Broadcasting(5) 

422-3554 

NY 

914-921-5100 

9.3 

14.9 

12.5 

UUb 

Average 

8 

24 

LG 

36 

First  Data{3) 

Average 

422-3554 

NY 

914-921-5100 

12.7 

1 1 1  y 

Low 

2 

23 

SB 

28 

United  Televislon(3) 

422-3554 

NY 

914-921-5100 

15.4 

17.3 

14.3 

LLU 

Average 

10 

23 

MB 

25 

Media  General  CI  A(15) 

Average 

422-3554 

NY 

914-921-5100 

12.1 

14.8 

14.1 

LLLiB 

Low 

15 

23 

LB 

27 

Thermo  Electron(3) 

Average 

628-0414 

11.7 

13.8 

1 2.4 

LLLU 

Low 

12 

20 

LB 

20 

Ford  Motor(3) 

Low 

628-0414 

12.4 

15.2 

12.8 

LLU* 

Average 

14 

16 

LV 

17 

FNMA(3) 

Low 

628-0414 

d,  not  rated 

Illy 

Average 

9 

18 

LV 

12 

Hubbell  CI  A(2) 

628-0414 

13.6 

16.0 

14.9 

Very  low 

2 

19 

LB 

28 

General  Electric(2) 

Average 

628-0414 

11.2 

18.5 

1 7.4 

'  Wm 

Very  low 

3 

21 

MB 

28 

Microsoftd ) 

Average 

628-0414 

d,  not  rated 

i  '  ■ 

Low 

7 

23 

SB 

18 

Sterling  Software(2) 

628-0414 

24.1 

20.1 

17.6 

19.0 

14.5 

High 

6 

22 

LV 

13 

Sandoz  (Reg)(4) 

Average 

426-4685 

NY 

212-407^600 

6.5 

9.3 

7.9 

10.1 

7.5 

Very  low 

3 

20 

LB 

12 

General  Electric(6) 

Very  low 

354-6339 

OH 

513-248-2700 

10.4 

13.8 

11.2 

12.4 

9.0 

High 

4 

19 

LV 

14 

J.P  Morgan(l) 

Very  low 

225-1581 

MA 

617-292-1000 

2.1 

10.0 

8.3 

9.6 

7.0 

Average 

22 

18 

MV 

19 

FNMA(15) 

High 

243-5808 

CT 

203-622-6400 

9.4 

1  11  u 

Low 

0 

19 

LV 

15 

AT&T(5) 

225-1852 

d,  not  rated 

MM! 
[TH 

9 

21 

MG 

-1 

Metropolitan  Bank  &  Trust(6) 

526-7384 

8.8 

18.2 

15.1 

Average 

16 

18 

MV 

25 

Georgla-Paciflc(4) 

Average 

526-7384 

d,  not  rated 

1  '  m 

Average 

11 

17 

MV 

14 

McDonnell  Douglas(4) 

526-7384 

9.0 

1  II  L 

Average 

0 

23 

MB 

15 

Santen  Pharmaceutlcal(4) 

526-7384 

13.3 

INI 

Average 

3 

17 

LV 

28 

Philip  MorrlsO) 

526-7384 

5.6 

Average 

4 

18 

SV 

-1 1 

Black  Box(4) 

526-7384 

49.3 

;  '  ■ 

Very  high 

7 

37 

SG 

25 

Integrated  Silicon  Systems(4) 

225-2222 

IL 

708-684-6000 

13.6 

15.6 

14.1 

13.4 

11.4 

1  fcf 

Low 

29 

17 

MV 

31 

Sun  MicrosystemsO) 

Low 

869-5999 

OH 

513-579-5700 

10.1 

16.4 

15.0 

1 1 .8 

10.3 

y_i^ 

Low 

30 

18 

SV 

28 

DAKA  lnternational(2) 

Low 

869-5999 

OH 

513-579-5700 

12.4 

16.7 

15.2 

14.9 

12.7 

■■M 

Low 

21 

23 

LB 

36 

lntel(3) 

Average 

421-4120 

CA 

415-421-9360 

15.0 

21.0 

18.8 

15.3 

12.3 

EJH 

Average 

8 

19 

LB 

31 

Philip  Morris(3) 

Average 

221-3253 

16.1 

22.8 

22.7 

ZBH 

Low 

3 

30 

SG 

41 

Madge  (NV)(2) 

High 

225-5291 

9.6 

!  y 

Average 

0 

27 

LG 

21 

Coca-Cola(2) 

225-5291 

25.6 

24.4 

21.7 

12.7 

10.8 

Average 

8 

24 

MG 

31 

Integrated  Device  Technology(5) 

High 

225-5291 

10.2 

14.0 

12.2 

11.8 

9.3 

Very  high 

0 

20 

LB 

21 

Northrop  Grumman(5) 

Average 

225-5291 

8.4 

14.8 

13.1 

12.4 

9.7 

Average 

1 

28 

LG 

32 

Paychex(3) 

High 

225-5291 

19.8 

33.8 

31.7 

20.1 

17.2 

Very  low 

22 

13 

MV 

19 

Mercantile  Bancorp(l) 

Low 

225-5291 

7.3 

12.1 

10.6 

Average 

2 

21 

LB 

10 

UNUM{3) 

Average 

225-5291 

DATA:  MORNINGSTAR,  INC..  CHICAGO,  IL. 
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MUTUAL  FUND  SCOREBOARD 


FUND 

RATING 

OBJECTIVE 

SIZE 

FEES 

199S  RETURNS  (%) 

nooui  o 

%  CHG 

SALES 

EXPENSE 

PRE- 

ARER- 

nHNf\  VVI ! 

 — 

SMIL, 

1994-5 

CHARGE  (%) 

RATIO  (%) 

TAX 

TAX 

YIELD 

OBJECTI 

HANCOCK  SOVEREIGN  INVESTORS  A  X 

Growth/income 

1 280.3 

1 7 

5.00 

1.16t 

29.2 

28.1 

2.2 

104/13 

HANCOCK  SPECIAL  EQUITIES  A 

*  * 

Sm3il  compsny 

635.7 

104 

5.00 

1.62t 

50.4 

49.6 

0.0 

8/9 

HANCOCK  SPECIAL  OPPORTUNITIES  B 

Growth 

149.2 

15 

5.00** 

2.22t 

33.3 

33.3 

0.0 

1 10/22 

HARBOR  CAPITAL  APPRECIATION 

AVG 

Growth 

989.3 

314 

No  load 

0.81 

37.8 

37  2 

0.1 

49/'22 

HARBOR  GROWTH 

Growth 

138.1 

1 

No  load 

0.93 

38.2 

33.8 

0.0 

40/22 

HARBOR  INTERNATIONAL 

Foreign 

3460.2 

17 

No  loadt 

1.10 

16.1 

15.4 

1.5 

10/6 

HARBOR  INTERNATIONAL  GROWTH 

Foreign 

147.0 

1 13 

No  load 

1.32 

24.3 

23.9 

1 .0 

2/6 

HARBOR  VALUE 

AVG 

Growth/income 

91.7 

61 

No  load 

1.04 

35.4 

31.2 

2.6 

39/13 

HEARTLAND  VALUE 

Sm3ll  compsny 

1 190.9 

251 

No  loadt 

1.39t 

32.4 

29.8 

0.4 

43/9 

HOMESTEAD  VALUE 

Growth/income 

141.8 

57 

No  load 

1.15 

33.8 

31.9 

2.1 

51/13 

HOTCHKiS  &  WILEY  CQUITY-INCOME 

Equity-income 

162.4 

52 

No  load 

1 .00 

34.4 

31 .3 

2.5 

4/3' 

HOTCHKIS  &  WILEY  INTERNATIONAL 

Foreign 

97.9 

253 

No  load 

1.00 

19.9 

18.8 

2.1 

4/6 

lAI  EMERGING  GROWTH 

Smsll  conip3ny 

608.7 

92 

No  toad 

1 .25t 

49.6 

48.7 

0.0 

1 1/9 

lAI  INTERNATIONAL 

Foreign 

142.1 

-5 

No  load 

1 .72t 

9.1 

6.3 

3.9 

36/6 

lAI  MIDCAP  GROWTH 

Growth 

1 14.4 

35 

No  load 

1 .25t 

26.1 

23.9 

0.0 

194/22 

lAI  REGIONAL 

AVG 

Growth 

577.5 

12 

No  load 

1 .23t 

32.6 

28.5 

0.8 

1 19/22 

IDEX  X 

Growth 

339.8 

30 

8.50 

1.29 

47.3 

41 .4 

0.2 

5/22 

IDEX  3 

Growth 

169.5 

24 

8.50t 

1.25 

48.6 

40.9 

0.1 

4/22 

IDEX  II  GROWTH  A 

Growth 

500.1 

25 

5.50 

1.76t 

47  2 

41  8 

0.0 

6/22 

IDS  BLUE  CHIP  ADVANTAGE  A 

AVG 

Growth/income 

225.7 

54 

5.00 

0.89 

36.5 

33.3 

1.4 

25/13 

IDS  DISCOVERY  A 

Small  company 

670.4 

4 

5.00 

0.99 

18.1 

1 1 .0 

0.7 

93/9 

IDS  DIVERSIFIED  EQUITY-INCOME  A 

Epuity-income 

1 163.9 

23 

5.00 

0.88 

23.8 

22.6 

3.1 

29/3 

IDS  EQUITY  SELECT  A  (v) 

Growth/income 

680.8 

]7 

5.00 

0.71 

28.1 

25.1 

0.8 

114/13 

IDS  EQUITY  VALUE  B  (w) 

Growth/income 

1519.0 

27 

5.00** 

1.6  It 

26.9 

25  4 

1.6 

121/12 

IDS  GLOBAL  GROWTH  A  & 

World 

673.4 

5 

5.00 

1.38 

6.3 

5.5 

2.0 

37/< 

IDS  GROWTH  A 

Growth 

1578.2 

57 

5.00 

0.83 

41.1 

39.2 

0.0 

19/25 

IDS  INTERNATIONAL  A 

World 

81 1 .5 

5 

5.00 

1.33 

10.5 

9.6 

1.5 

33/4 

IDS  MANAGED  RETIREMENT  A 

Growth/income 

2595.0 

15 

5.00 

0.85 

19.2 

17.2 

1.0 

136/12 

IDS  MUTUAL  A 

Balanced 

2701 .8 

-8 

5.00 

0.83 

25.0 

23.2 

4.0 

32/E 

IDS  NEW  DIMENSIONS  A 

AVG 

Growth 

4865.9 

g 

5.00 

0.90 

35.6 

34.0 

0.8 

75/22 

IDS  PROGRESSIVE  A 

Growth 

347.1 

25 

5.00 

0.99 

22.2 

20.1 

1 .6 

216/22 

IDS  STOCK  A 

AVG 

Growth/income 

2082.6 

-8 

5.00 

0.76 

25.7 

23.7 

2.1 

1 25/1 ; 

IDS  STRATEGY  AGGRESSIVE  B  (x) 

Maximum  growth 

948.3 

31 

5.00** 

1.80t 

35.0 

32.8 

0.0 

20/; 

IDS  UTILITIES  INCOME  A 

Utilities 

672.4 

15 

5.00 

0.89 

23.5 

21 .9 

4.3 

22/; 

INCOME  FUND  OF  AMERICA  X 

Asset  allocation 

13777.5 

31 

5.75 

0.65t 

29.1 

26.7 

5.2 

7/: 

INTERNATIONAL  EQUITY 

Foreign 

205.9 

18 

No  load 

0.90 

1 1 .6 

7.4 

2.2 

24/f 

INVESCO  ADVISOR  EQUITY  C  (y) 

Growth/income 

1 14.0 

46 

1.00** 

2.25t 

30.3 

29.1 

0.6 

90/1 ; 

INVESCO  ADVISOR  FLEX  C  (z) 

Asset  allocation 

398.5 

63 

1 .00** 

2.25t 

27.3 

26.4 

2.1 

10/; 

INVESCO  ADVISOR  MUTLIFLEX  C  (aa) 

Multi-asset  global 

175.2 

46 

1.00** 

2.49t 

21  6 

20.9 

1.4 

7/ 

INVESCO  DYNAMICS 

Maximum  growth 

624.8 

84 

No  load 

1.20t 

37.6 

32.8 

0.2 

1 1/; 

INVESCO  EMERGING  GROWTH  ^. 

Small  company 

212.7 

19 

No  load 

1 .49t 

30.0 

29.3 

0.4 

50/! 

INVESCO  EUROPEAN 

Europe 

221 .0 

-10 

No  load 

1 .20 

19.2 

15.8 

1 .7 

5/ 

INVESCO  GROWTH 

Growth 

535.5 

20 

No  load 

1 .06t 

29.5 

23.9 

0.9 

1 50/2: 

INVESCO  INDUSTRIAL  INCOME 

Equity- inco  me 

4258.1 

15 

No  load 

0.94t 

27.3 

25.5 

3.1 

22/ 

INVESCO  PACIFIC  BASIN 

Pacific 

193.4 

-23 

No  load 

1 .24 

4.0 

3.5 

0.6 

9/ 

INVESCO  STRATEGIC  ENERGY 

Natural  resources 

98.5 

1 10 

No  load 

1.53 

19.8 

19.5 

0.8 

9/ 

INVESCO  STRATEGIC  FINCL.  SERVICES 

Financial 

432.5 

83 

No  load 

1.26 

39.8 

37.0 

1.4 

( 

INVESCO  STRATEGIC  GOLD 

Precious  metals 

163.4 

-26 

No  load 

1 .32 

1 2.7 

1 2.7 

0.2 

3/ 

INVESCO  STRATEGIC  HEALTH  SCIENCE 

Health  care 

1 040.3 

1 13 

No  load 

1.15 

58.9 

55.7 

0.0 

INVESCO  STRATEGIC  LEISURE 

Specialty 

262.3 

0 

No  load 

1.29 

15.8 

11.5 

0.3 

INVESCO  STRATEGIC  TECHNOLOGY  X 

Technology 

576.0 

86 

No  load 

1.12 

45.8 

39.0 

0.0 

7/j 

INVESCO  STRATEGIC  UTILITIES 

Utilities 

150.2 

23 

No  load 

1.18 

25.3 

23.9 

3.7 

19/ 

INVESCO  TOTAL  RETURN 

Asset  allocation 

768.3 

162 

No  load 

0.95 

28.6 

27.2 

3.3 

8/ 

INVESCO  VALUE  EQUITY 

Growth/income 

174.8 

62 

No  load 

0.97 

30  6 

29  2 

1.9 

86/1 

INVESTMENT  COMPANY  OF  AMERICA  X 

AVG 

Growth/income 

25678.3 

33 

5.75 

0.60t 

30.6 

28.3 

2.2 

85/1 

IVY  GROWTH  A 

Growth 

275.7 

25 

5.75 

1.38t 

27.3 

25.4 

0.9 

179/2 

IVY  INTERNATIONAL  A  X 

Foreign 

472.1 

1 13 

5.75 

1.58t 

12.6 

12.2 

1.0 

16/ 

JANUS 

Growth 

12466.2 

33 

No  load 

0.91 

29.4 

27.4 

NA 

151/2 

JANUS  BALANCED  A 

Balanced 

138.9 

49 

No  load 

1.35 

27  3 

24  4 

NA 

16i 

JANUS  ENTERPRISE 

Growth 

498.9 

41 

No  load 

1 .25 

27.3 

24.8 

NA 

178/2 

JANUS  GROWTH  &  INCOME 

Growth/income 

632.4 

39 

No  load 

1.22 

36.4 

31.6 

NA 

28/1 

JANUS  MERCURY 

Growth 

1 596.4 

131 

No  load 

1 .33 

33.0 

28.4 

NA 

1 12/2 

JANUS  OVERSEAS 

Foreign 

1 29.4 

98 

No  load 

1 .73 

22.1 

21 .4 

NA 

3 

JANUS  TWENTY 

Growth 

3057.4 

22 

No  load 

0.99 

36.2 

29.4 

NA 

65/2 

JANUS  VENTURE 

^msilt  rnmnsinu 
oiiiaii  bUiii|JaMj 

1790.4 

20 

No  loadt 

0.91 

26.5 

21.9 

NA 

66, 

JANUS  WORLDWIDE 

World 

1975.5 

28 

No  load 

1 .23 

21.9 

20.3 

NA 

tz 
0 

JAPAN 

Pacific 

550.3 

-6 

No  load 

1.08 

-9.1 

-9.4 

0.0 

22 

KAUFMANN 

Maximum  growth 

3159.8 

99 

0.20* 

2.29t 

36.9 

36.2 

0.0 

15 

KEMPER  BLUE  CHIP  A 

Growth/income 

159.2 

12 

5.75 

1.48 

31.7 

28.4 

1.3 

71/ 

KEMPER  GROWTH  A  . 

Growth 

1711.2 

12 

5.75 

1.09 

31.9 

28.1 

0.2 

127/; 

•Includes  redemption  fee.  '*lncludes  deferred  sales  cfiarge.  tl2(b)-l  plan  in  effect,  iNot  currently  accepting  new  accounts.  §Less  than  0.5%  of  assets,  NA=Not  available,  Nh/l=Not  me 
(v)  Formerly  IDS  Equity  Plus,  (w)  Formerly  IDS  Strategy  Equity,  (x)  Formerly  IDS  Strategy  Aggressive  Equity, (y)  Formerly  EBI  Equity. (z)  Formerly  EBI  Flex.(aa)  Formerly  EBI  MultiF 
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Equity  Funds 


tGE  ANNUAL  TOTAL  RETURNS  (%)  TREND  PORTFOLIO  DATA   RISK  TELEPHONE  

EARS  5  YEARS  10  YEARS     BW  10-YEAR  TURNOVER  %CASH  P-E  STYLE  UNTAXED     LARGEST  HOLDING  TOLL-FREE  IN-STATE 

ARERTAX    PRETAX  ARERTAX  PRnAX  AFTERTAX    ANALYSIS  RATIO  GAINS  (%)    COMPANY  (%  ASSETS)  (800)  

9.1  13.4  11.9  12.6  10.1  Average  6  20  LB  17  General  Electric(5)  Low  225-5291 

22.3  34.6  J4.0  17.1  16.4      uiiM  Average  9  41  SG  35  America  Online(4)  High  225-5291 

Id,  not  rated  II  I  I  I  Average  6  23  LG  1 1  MotorolaO)  225-5291 

15.9  22.1  20.3  CHM  Average  3  28  LG  22  Hewlett-Packard(4)  High  422-1050  OH  419-247-2477 

11.7  15.3  12.8  LLW      High  4  32  MG  34  Medtronic(2)   High  422-1050  OH  419-247-2477 

20.3  16.6  15.9  LJ^       Lovif  3  19  LV  25  Gencor  (ADR)(3)  High  422-1050  OH  419-247-2477 

Id,  not  rated  I  II  I  I  Average  2  19  LG  7  Roche  Holding  (Gen)(6)  422-1050  OH  419-247-2477 

10.5  14.0  11.3  LM-M      High  4  19  LV  14  General  ElectricO)  Average  422-1050  OH  419-247-2477 

15.3  27.8  25.5  15.3  13.0      iiJB       Lov»  21  17  SV  16  ICN  PharmaceuticalsO)  LovK  432-7856  Wl  414-347-7777 

16.6  16.3  15.3  I  I  J  Vei^low  14  17  LV  21  Southwest  Airlines(2)   _Low_  258-3030  

12.4  18.2  16.3  lLm  Average  4  16  LV  19  Ford  IVIotor(4)  Average  346-7301  CA  213-362-8900 

18.3  14.7  13.1  I  I  i  ii       Lew  5  16  LV  8  Hafslund  Nyccmed  CI  8(3)  High  346-7301  CA  213-362-8900 

18.8  i  11  ■  Average  17  49  MG  36  Oxford  Health  Plans(3)  945-3863  MN  612-376-2600 

13.2  10.8  9.1  Ly_M       Low  3  24  LV  8  lberdrola(3)  High  945-3863  MN  612-376-2600 

16.6  NIB  Average  9  27  MB  18  AIco  Standard(5)   945-3863  MN  612-376^2600 

10.5  15.3  12.7  15.3  11.5     MBl      High  6  21  MB  20  Deere(4)  Average  945-3863  MN  612-376-2600 

10.0  18.1  15.9  17.2  14.1  j^jj  Average  11  26  LG  41  Microsoft(5)  High  851-9777  FL  813-585-6565 
9.8  18.6  15.0  L—  Average  10  27  LG  46  Microsom5)  High  851-9777  FL  813-585-6565 

10.1  17.5  16.0  L—  Average  8  27  LG  40  First  Data(4)  High  851-9777  FL  813-585-6565 
13.0  16.5  14.1  rrSM      High  7  23  LB  21  General  Electric(5)  Average  328-83(50  MN  6 12-67 1-3733_ 

3.5  14.7  12.5  10.8  8.5      LhJU  Very  high  15  23  SB  24  Horizon/CMS  HealthcareO)  High  328-8300  MN  612-671-3733 

12.7  16.8  14.8  LLIitd      High  8  19  LV  13  General  Eiectric(2)  Very  low  328-8300  MN  612-671-3733 

8.1  14.6  12.2  13.2  10.1  IMHJ  Average  5  21  MB  30  Crown  Cork  &  Seal{2)  Average  328-8300  MN  612-671-3733 
10.5  15.6  13.4  13.2  10.4      HJm  Average  11  16  LV  13  Dow  Cheniical(2)  Low  328-8300  MN  612-671-3733 

10.5  8.8  8.3  I  I  M  I      Low  12  23  MB  1  Douglas  Holdings(2)  High  328-83(30  MN  612-671-3733 

13.9  20.2  17.1  16.2  11.7      iiJHi  Average  7  27  LG  40  Coca-Cola(3)  High  328-8300  MN  612-671-3733 

11.4  8.5  7.6  11.2  9.2  Iglii  Average  5  31  LB  8  Next(2)  High  328-8300  MN  612-671-3733 
7.0  15.8  13.0  14.9  12.6     MiiJ  Average  7  24  LB  16  Cisco  Systenis{2)  Average  328-8300  MN  612-671-3733 

9.0  13.6  10.8  12.4  8.8      jfcjidJ  Average  9  16  LV  13  Dow  Chemicald)  Very  low  328-8300  MN  612-671-3733 

13.0  18.9  17.3  17.2  14.2      f/ggj  Average  11  25  LG  36  Cisco  Systems(3)  Average  328-8300  MN  612-671-3733 

9.2  15.9  14.1  9.9  6.9  ^jifa  Average  17  19  SV  12  Hormel  Foods(2)  Low  328-8300  MN  612-671-3733 
9.5  14.2  11.1  13.9  10.0  Average  4  19  LB  18  First  Chicago(2)  low  328-8300  MN  612-671-3733 

9.1  15.2  13.7  12.9  11.6  High  5  31  MG  35  Parametric  Technology(3)  High  328-8300  MN  612-671-3733 
8.5  12.9  10.5  I  I  M  I  Average  6  19  MV  6  Enron(3)  Low  328-8300  MN  612-671-3733 

10.5  14.7  12.2  9.2      MMd       Low  9  17  LV  12  Eli  Lilly(2)  Very  low  421-4120  CA  415-421-9360 

14.7  10.2~  \^"  12.6  10.8     IfcLH      Low  4  27  LG  28  National  Vl/estminster  Bank(2)  High  344-8332  NY  212-841-3841 

10.7  15.6  ,  vt  12.3  9.3     ttlHI      Low  6  20  LB  23  Lockheed  Martin(2)  Low  525-8085  CO  303-930-6300 

1C.8  14.5  \2.i  LM^       Low  7  18  LV  19  NBD  Bancorp(2)  Very  low  525-8085  CO  303-930-6300 

Id,  not  rated  LLLU  Average  3  20  SV  10  Duke  Realty  lnvestments(2)  525-8085  CO  303-930-6300 

13.1  24.8  21.3  14.8  11.9      [XH  Very  high  11  27  MG  23  Viacom  CI  8(3)   High  ^25-8085  CO  303-930-6300 

13.0  I  I  I  ■  Very  high  5  24  SG  10  Zions  Bancorp(3)  525-8085  CO  303-930-6300 

11.6  7.5  6.4  LJL^  Average  3  18  LB  21  Roche  Holding  (Gen)(3)  High  525-8085  CO  303-930-6300 
8.1  15.3  11.8  11.7  8.6      Uiipfai      High  4  26  LG  24  Amgen(3)  Average  525-8085  CO  303-930-6300 

10.3  16.1  13.8  14,5  11.1      UllH  Average  5  19  LB  15  IBM(2)  Low  525-8085  CO  303-930-6300 

14.1  8.7  7.7  12.7  10.9      If  "i"n  Average  12  35  LG  7  Seventy-Seven  Bank(2)  Very  high  525-8085  CO  303-930-6300 

8.8  1.7  1.4  5.4  4.7     tjjtlJ  Very  high  15  28  MB  4  Phillips  Petroleum(5)  Very  high  525-8085  CO  303-930-6300 

12.4  28.0  25.1  dlB  Very  high  3  17  MV  12  Chemical  Banking(5)  Average  525-8085  CO  303-930-6300 
12.0  3.6  3.6  3.7  3.5  igTTI  Average  -4  39  SG  -14  Diamond  Fields  Res  (CanadaX  10)  Very  high  525-8085  CO  303-930-6300 
12.9  19.4  18.4  23.2  21.7      HO|      High  20  36  MG  27  Amgen(4)  Very  high  525-8085  CO  303-930-6300 

11.6  23.0  20.1  18.2  15.2                    High  9  27  MG  5  CBS(3)   ^^^'J'p_   _  J"?  _  ^3°'^"?-'°:^?91 

17.2  30.0  26.3  20.5  18.5      pB||  Very  high  10  26  MG  17  General  Motors  CI  E(3)  High  525-8085  CO  303-930-6300 

8.3  14.1  11.7  [JpQ  Veryhigh  12  18  MV  6  Rochester  Gas  &  Electric{4)  Low  525-8085  CD  303-930-6300 
12.6  15.3  13.6  CBB  Low  9  19  LV  14  FordMotor(l)  Very  low  525-8085  CO  303-930-6300 
12.4  16.4  14.2  nSM  Low  1  19  LB  20  Philip  Morris(2)  Low  525-8085  CO  303-930-6300 
11.4  14.6  12.8  14.1  11.5                     Low  12  19  LB  30  Philip  Morris(3)   _Low_  'L2J-4220  CA  213-486-9200 

9.3  13.8  10.8  11.7  8.6  EjjB  Average  5  22  LB  18  Fluor(2)  Average  456-5111  FL  407-393-8900 
19.4  15.2  14.5  [jjOl  Very  low  6  19  LV  16  Forte(2)  High  456-5111  FL  407-393-8900 
10.9  16.7  15.0  15.6  12.7      LJBU      High  14  23  LB  21  FirstData(5)  Low  525-8983 

10.3  QXy  Veryhigh  7  22  LB  13  Prudential(4)  525-8983 

[5.6  niM  Veryhigh  0  35  MG  24  HFS(8)  525-8983  

9.7  CEZH  High  4  27  LG  16  American  Express(6)  525-8983 
Id,  not  rated  [jjlii  Veryhigh  6  35  MG  12  HFS(4)  525-8983 
Id,  net  rated  LLlI]  Veryhigh  11  29  MB  12  Industriforvaltning  B  Free(3)  525-8983 

7.4  17.8  16.2  15.1  12.8      JIE      High  2  25  LG  15  Sun  Microsystems(6)  High  525-8983 

10.4  18.2  15.7  17.1  14.3                    High  3  29  SG  21  Paging  Network(4)_  ^''}'J'p_  525-_8983  

16.0  Cnj      High  6  29  LG  16  Industriforvaltning  B  Free(5)  525-8983 

5.8  1.2  0.1  10.8  6.8      KHTIJ  Average        1  44  MV  -9  Nichiei(6)  Veryhigh  535-2726  MA  617-439-4640 

20.5  28.6  28.2  CMM  Average  3  31  SG  32  Altera(3)  High  237-0132  NY  212-922-0123 

7.1  13.0  11.3  rM~|      High  9  24  LG  23  General  Electric(3)  Average  621-1048  IL  312-781-1121 

6.2  15.7  14.1  14.1  11.1      QBQ      High  10  24  LG  28  Johnson  &  Johnson(2)  High  621-1048  IL  312-781-1121 
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MUTUAL  FUND  SCOREBOARD 


FUND  RATING 

OBJECTIVE 

SIZE 

FEES 

1995  RETURNS  (%) 

ASSETS 

%  CHG, 

SALES 

EXPENSE 

PRE- 

AFTER- 

RANK WIT 

SMIL. 

1994-5 

CHARGE  (%) 

RATIO  (%) 

TAX 

TAX 

YIELD 

OBJECTI 

KEMPER  INTERNATIONAL  A 

Foreign 

304.2 

-14 

5.75 

1.54 

13.0 

12.4 

1.1 

14/6 

KEMPER  RETIREMENT  1 

AVG 

Balanced 

108.4 

9 

5.00}; 

0.91 

23.7 

20.2 

3.8 

40/5 

KEMPER  RETIREMENT  II 

AVG 

Balanced 

1 74.5 

7 

S.OOt  , 

0.90 

23.5 

20.2 

4.3 

41/5 

KEMPER  RETIREMENT  III 

Balanced 

127.0 

9 

5.001 

0.95 

26.2 

23.0 

3.9 

24/5 

KEMPER  RETIREMENT  IV 

Balanced 

1 50.6 

6 

5.00 

0.97 

3.9 

15/5 

KEMPER  SMALL  CAP  EQUITY  A 

Small  company 

566.4 

19 

5.75 

1.14 

31.2 

25.7 

0.0 

47/9 

KEMPER  TECHNOLOGY  A 

Technology 

881 .0 

33 

5.75 

0.89 

42.9 

36.8 

0.0 

12/1 

KEMPER  TOTAL  RETURN  A 

■» 

Balanced 

1790.1 

9 

5.75 

1.13 

25.8 

23.0 

3.0 

28/5 

KEYSTONE  AMER.  HARTWELL  EM.  GR.  A  X  -V^-*"* 

Small  company 

105.0 

-19 

5.75 

1.78t 

22.4 

18.8 

0.0 

77/9 

KEYSTONE  BALANCED  (K-1)  (bb)  X 

AVG 

Balanced 

1 47 1 .4 

14 

4.00** 

1.77t 

27  1 

25  5 

3.0 

17/5 

KEYSTONE  FUND  OF  THE  AMERICAS  B 

World 

92.9 

-29 

5,00** 

2.54t 

9.1 

8.1 

2.9 

35/4 

KEYSTONE  GLOBAL  OPPORTUNITIES  B  (cc) 

World 

274.0 

91 

5.00** 

2.56t 

22.7 

22.7 

0.0 

4/4 

KEYSTONE  GROWTH  &  INCOME  (S-1)  (dd) 

Growth/Income 

222.5 

18 

4.00** 

1.75t 

31.9 

27.1 

0.7 

69/13 

KEYSTONE  INTERNATIONAL 

Foreign 

134.9 

-4 

4.00** 

2.54t 

1 1.5 

10.8 

1 .4 

25/6 

KEYSTONE  MID-CAP  GROWTH  (S-3)  (ee) 

Growth 

298.9 

28 

4.00** 

1.32t 

35  9 

28  6 

0.0 

69/22 

KEYSTONE  OMEGA  A  (ff) 

♦ 

Maximum  growth 

135.1 

36 

5.75 

1.41 

36.9 

34.1 

0.0 

14/3 

KEYSTONE  PRECIOUS  METALS  HLDG.  X 

Precious  metals 

188.7 

-1 1 

4.00** 

2.33t 

-1.4 

-1.4 

0.0 

9/1 

KEYSTONE  SMALL  CO  GROWTH  (S-4)  (gg) 

Maximum  growth 

1988.1 

62 

4.00** 

1 .78t 

36.3 

32.5 

0.0 

16/; 

KEYSTONE  STRATEGIC  GROWTH  (K-2)  (hh 

.-^  ♦ 

Growth 

520.8 

23 

4.00** 

1.73t 

28.5 

24.6 

0.2 

161/25 

LANDMARK  BALANCED  A 

AVG 

Balanced 

248.1 

8 

4.75 

1.02t 

22  7 

9n  B 
zu.o 

3.1 

47/S 

LANDMARK  EQUITY  A 

♦ 

Growth 

213.8 

15 

4.75 

1.05t 

27.5 

25.9 

1.2 

175/2: 

LEGG  MASON  SPECIAL  INVMNT.  PRIM.  X 

Small  company 

713.4 

23 

No  load 

1.93t 

22.5 

21.8 

0.1 

76/S 

LEGG  MASON  TOTAL  RETURN  PRIM. 

* 

Growth/income 

242.1 

25 

No  load 

1 .93t 

30.4 

29.0 

3.3 

87/1 : 

LEGG  MASON  VALUE  PRIM.  X 

AVG 

Growth 

1 340.4 

44 

No  load 

1.8  It 

40.8 

38.6 

0.7 

23/2; 

LEXINGTON  CORPORATE  LEADERS 

AVG 

Growth/income 

255.6 

63 

No  load 

0.62 

39  2 

36  7 

4.8 

3/1 ; 

LEXINGTON  GOLDFUND 

Precious  metals 

136.4 

-14 

No  load 

1.54t 

-1.9 

-1.9 

0.2 

11/ 

LEXINGTON  GROWTH  &  INCOME 

AVG 

Growth/income 

138.8 

12 

No  load 

1.15t 

22.6 

18.8 

1.3 

1 34/1 ; 

LEXINGTON  WORLDWIDE  EMERGING 

Emerging  markets 

239.8 

-28 

No  load 

1 .65 

-5.9 

-6.2 

0.8 

5 

LIBERTY  EQUITY-INCOME  A 

*** 

Equity-income 

182.9 

82 

5.50 

1 .00 

33.9 

32.0 

3.0 

6/: 

LIBERTY  UTILITY  A 

*- 

Utilities 

817.4 

12 

5.50 

1.10 

25.5 

24  0 

3.8 

17/: 

LINDNER  DIVIDEND  X 

Balanced 

2088.5 

30 

No  load 

0.61 

21.5 

18.8 

6.7 

50/1 

LINDNER  GROWTH  (11)  X 

* 

Growth 

1407.9 

-6 

No  load 

0.54 

19.9 

17.3 

4.1 

224/2: 

LKCM  SMALL  CAP  EQUITY 

Small  company 

122.8 

NM 

No  load 

1.00 

33.2 

32.8 

1.0 

40/' 

LONGLEAF  PARTNERS 

Growth 

1876.5 

149 

No  loadi: 

1.17 

27.5 

26.3 

1.1 

174/2: 

LONGLEAF  PARTNERS  SMALL-CAP 

AVG 

Small  company 

136.0 

37 

No  load 

1.38 

18.6 

15.8 

_1.8 

91/1 

LORD  ABBETT  DEVELOPING  GROWTH 

Small  company 

195.4 

47 

5.75 

1.31t 

45.7 

37.5 

b.O 

17/ 

LORD  ABBETT  VALUE  APPRECIATION 

AVG 

Growth 

227.1 

19 

5.75 

1.12t 

26.1 

22.0 

1.2 

193/2: 

MAINSTAY  CAPITAL  APPRECIATION  B 

♦ 

Growth 

856.1 

72 

5.00** 

1.80t 

35.1 

35.0 

0.0 

83/2 

MAINSTAY  EQUITY  INDEX  A 

AVG 

Growth/incnme 

109.3 

78 

3.00 

0.90t 

35.7 

34.6 

1.4 

35/1 

MAINSTAY  TOTAL  RETURN  B 

AVG 

Balanced 

860.9 

33 

5.00** 

1.70t 

28.0 

27.3 

1.8 

12/ 

MAINSTAY  VALUE  B 

*-* 

Growth/mcome 

708.8 

50 

5.00** 

1.90t 

28.0 

27.0 

1.0 

115/1 

MANAGERS  INTERNATIONAL  EQUITY 

AVG 

Foreign 

140.1 

62 

No  load 

1 .49 

16.3 

14.5 

0.3 

9/ 

MANAGERS  SPECIAL  EQUITY  X 

-** 

Small  company 

1 18.3 

8 

No  load 

1.37 

33.9 

29.5 

0.0 

36/ 

MANNING  &  NAPIER  SMALL  CAP 

Small  company 

142.9 

37 

No  load 

1.10 

14.6 

8.3 

0.0 

96/ 

MARKETWATCH  EQUITY 

Growth/income 

1 19.5 

16 

4.50 

1.35t 

34  6 

33  6 

1.4 

47/1 

MARQUIS  GROWTH  &  INCOME  A 

Balanced 

92.4 

36 

3.50 

0.85 

22.9 

21.2 

3.3 

45/ 

MARSHALL  EQUITY-INCOME 

Equity-income 

132.8 

1 18 

No  load 

1.01 

34.2 

32.5 

2.8 

5/ 

MARSHALL  INTERNATIONAL  STOCK  A 

Foreign 

102.4 

NM 

No  load 

1.54t 

11.6 

10.7 

2.2 

23/ 

MARSHALL  MID-CAP  STOCK 

Growth 

108.3 

56 

No  load 

1.01 

33.8 

31.1 

0.0 

105/2 

MARSHALL  STOCK 

Growth/income 

273.2 

21 

No  load 

0.98 

33  2 

31  0 

0.8 

56/1 

MARSHALL  VALUE  EQUITY 

Growth/income 

204.7 

5 

No  load 

0.96 

25.4 

22.3 

1.7 

126/ir 

MASSACHUSETTS  INVESTORS  A 

AVG 

Growth/income 

2074.4 

35 

5.75 

0.71 1 

39.3 

35.6 

1 .8 

2/lJ 

MASSACHUSETTS  INVESTORS  GR.  STK.  A 

Growth 

1 122.7 

16 

5.75 

0.72t 

28.3 

23.6 

0.0 

1 66//) 

MATHERS  X 

Asset  allocation 

232.3 

-21 

No  load 

0.93 

7.0 

5.3 

5.2 

33.  \ 

MENTOR  GROWTH  B  X 

* 

Growth 

254.6 

34 

4.00** 

2.01 1 

39  4 

35  3 

3.0 

MENTOR  STRATEGY  B 

Asset  allocation 

234.3 

33 

4.00** 

2.08t 

26.2 

26.2 

0.0 

13,4 

MERGER 

*** 

Growth 

245.6 

43 

No  load 

1.58t 

14.2 

12.2 

0.5 

227/;3 

MERIDIAN  X 

AVG 

Small  company 

375.0 

46 

No  load 

1.06 

21.8 

21.0 

0.5 

783 

MERRILL  LYNCH  BALANCED  INV.  &  RET.  D 

Balanced 

471.8 

36 

5.25 

1.27t 

19.3 

17.0 

2.8 

557 

MERRILL  LYNCH  BASIC  VALUE  B 

* 

Growth/income 

2894.6 

59 

4.00** 

1.61t 

31  6 

30  1 

1.8 

75/3 

MERRILL  LYNCH  CAPITAL  B 

* 

Growth/income 

4785.5 

46 

4.00** 

1.59t 

31.5 

27.8 

2.8 

77/8 

MERRILL  LYNCH  DEVEL.  CAPTL.  MKTS.  B 

Emerging  markets 

197.2 

56 

4.00** 

2.79t 

^.3 

-4.6 

1.1 

7 

MERRILL  LYNCH  DRAGON  B 

Pacific 

991.3 

8 

4.00** 

2.40t 

6.7 

6.6 

0.3 

52 

MERRILL  LYNCH  EUROFUND  B 

Europe 

763.9 

-20 

4.00** 

2.06t 

12.4 

9.8 

0.9 

101 

MERRILL  LYNCH  FUND  FOR  TOMORROW  O 

Growth 

224.6 

42 

5.25 

1.43t 

27.1 

23.9 

0.0 

184/;B 

MERRILL  LYNCH  GLOBAL  ALLOC.  B 

Multi-asset  global 

7100.7 

15 

4.00** 

1.91t 

23.1 

20.2 

5.2 

5(8 

MERRILL  LYNCH  GLOBAL  RESOURCES  D 

Natural  resources 

109.6 

85 

5.25 

1.39t 

9.8 

9.5 

0.8 

111 

MERRILL  LYNCH  GLOBAL  SMALLCAP  B 

World 

111.7 

-26 

4.00** 

NAt 

4.9 

3.1 

0.6 

3£1 

MERRILL  LYNCH  GLOBAL  UTILITY  B 

AVG 

Utilities 

394.6 

-11 

4.00** 

1.63t 

22.7 

21.1 

2.7 

2316 

MERRILL  LYNCH  GROWTH  INV.  &  RET.  B 

#■ 

Growth 

2037.2 

55 

4.00** 

1.84t 

35.4 

32.3 

0.1 

80/19 

•Includes  redemption  fee.  "Includes  deferred  sales  charge.  tl2(b)-l  plan  in  effect.  tNot  currently  accepting  new  accounts.  §Less  than  0.5%  of  assets,  NA=Not  available.  NM=Not  mciin 
(bb)  Formerly  Keystone  Custodian  K-1.  (cc)  Formerly  Keystone  America  Global  Opportunity  B.  (dd)  Formerly  Keystone  Custodian  S-1.  (ee)  Formerly  Keystone  Custodian  S-3.  (ff)  FornW 
stone  America  Omega  A.  (gg)  Formerly  Keystone  Custodian  S-4.  (hh)  Formerly  Keystone  Custodian  K-2,  (ii)  Formerly  Lindner,  f 
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Equity  Funds 


GE  ANNUAL  TOTAL  RETURNS  (%) 

TREND 

PORTFOLIO  DATA 

RISK 

TELEPHONE 

ARS           5  YEARS 

10  YEARS 

BW  10-YEAR 

TURNOVER 

%CASH 

P-E 

STYLE 

UNTAXED 

1  ADPrcT  uni  niMP 
LWKbLol  nULUINb 

Tni  1  core 

IN-STATE 

inERIAX    PRETAX  AnERTAX 

AMfllVCIC 
HIiHLi  jIo 

RATIO 

CAINS  1%) 

POMPANY  {%  ASSFTSl 

ouiiirniii  \  It)  nooLio/ 

(800) 

12.6  8.9 

8.0 

11.7 

9.1 

High 

1 

27 

LB 

14 

Roche  Holding(4) 

High 

621-1048 

312-781-1 121 

5.5  13.5 

10.3 

i  ,1  il  1 

Average 

4 

24 

LB 

20 

Wal-Mart  Storesd ) 

Low 

621-1048 

312-781-1 121 

6.1  13.6 

11.3 

1  [  U  1 

M  W  1 

r  1  1  [  1 
1  1  1  U 

Average 

2 

24 

LB 

17 

Home  Depotd ) 

Low 

621-1048 

"■ 

312-781-1 121 

7.8 

Average 

2 

24 

LB 

18 

Wal-Mart  Storesd) 

CO  1    1  fMQ 

312-781-1 121 

d,  not  rated 

1  1  1  U 

Average 

3 

24 

LB 

-J 

U/-al  M^rf  CtnrocM  ^ 

Wdi-rnan  oioreav  1 1 

621-1048 

IL 

11.2  20.2 

17.3 

14.0 

10.8 

High 

7 

31 

SG 

20 

Wisconsin  Central  Transport(3) 

High 

621-1048 

312-781-1 121 

17.2  20.4 

16.0 

14.9 

10.8 

Average 

0 

29 

LG 

48 

Hewlett-Packard(4) 

High 

621-1048 

312-781-1 121 

6.1  12.9 

10.6 

11.1 

8.7 

High 

2 

24 

LG 

19 

Coca-Cola(2) 

Average 

621-1048 

312-781-1 121 

6.2  17.1 

15.4 

16.5 

14.3 

High 

1 0 

41 

SG 

30 

McAfee  Associates(5) 

Very  high 

MA 

617-338-3400 

8.3  11.4 

9.5 

10.8 

8.1 

1  y  1  1 

High 

1 

20 

LB 

21 

General  Electric(4) 

343-2898 

MA 

G17-T58-340Q 

d,  not  rated 

Mill 

Mill 

High 

3 

19 

MB 

-10 

TelebrasO) 

343-2898 

d,  not  rated 

1  1  1  u 

1  II  ■ 

Low 

6 

28 

SG 

19 

Adobe  Systems(3) 

343-2898 

MA 

61 7-338-3400 

8.0  11.9 

9.4 

11.0 

8.2 

High 

4 

21 

LB 

19 

General  Electric(2) 

Average 

343-2898 

MA 

617-338-3400 

9.5  9.8 

8.7 

9.1 

7.4 

■  ill 

■  III 

High 

12 

25 

LV 

14 

Canon(4) 

Average 

0.10  OQQQ 

MA 

617-338-3400 

8.4  16.0 

12.8 

12.3 

8.9 

■■■■■ 

Very  high 

7 

31 

MG 

1 8 

UUO  IlllcllldUUndlVoJ 

HVCl  agC 

343-2898 

MA 

13.3  19.9 

16.8 

16.1 

12.5 

High 

2 

33 

MG 

20 

Warner-Lambert(3) 

High 

343-2898 

MA 

617-338-3400 

19.9  10.0 

9.9 

9.6 

8.9 

m  m  i 

Average 

0 

37 

SG 

0 

Euro-Nevada  Mining(8) 

Very  high 

343-2898 

MA 

617-338-3400 

16.6  26.6 

23.1 

15.5 

12.4 

Average 

3 

29 

MG 

37 

EMC(4) 

Very  high 

343-2898 

MA 

617-338-3400 

8.9  16.7 

13.6 

12.6 

9.4 

Average 

3 

24 

LB 

20 

General  Electric(2) 

High 

lylQ  OQQO 
0^0-^030 

MA 
IVIA 

617-338-3400 

8.0  12.5 

11.5 

1  !  UJ 

1 — i — ^LJ 

Low 

4 

18 

LB 

1  9 

uenerdi  cicciriuv^^ 

MA 

91  9-RRQ-71 17 

£  1  ^  '11/ 

11.6  14.9 

14.2 

[   !   1   1  1 

1  1  bid 

Low 

7 

19 

LB 

19 

Royal  Dutch  Petroleum  (ADR)(3) 

Average 

MA 

212-559-71 17 

9.3  16.3 

15.6 

12.5 

11.3 

1  ] 

LIHJ 

Low 

5 

19 

SV 

19 

America  0nline(7) 

High 

577-8589 

MD 

410-539-0000 

9.7  17.3 

15.9 

9.4 

7.7 

1  1 

LLMB 

Average 

8 

18 

LV 

13 

Lloyds  Bank(4) 

Average 

577-8589 

MD 

410-539-0000 

15.8  19.0 

18.3 

1 1.7 

10.2 

Low 

6 

16 

LV 

45 

FNMA(7) 

Average 

MO 

410-539-0000 

14.2  16.3 

13.2 

15.1 

10.6 

5 

19 

1  v 

LV 

IVIOUIIVS^ 

Average 

526-0056 

NJ 

9ni  -ft4R-7^nn 

19.3  4.9 

4.7 

7.4 

7.1 

Mil' 

Low 

4 

39 

MG 

-10 

Barrick  Gold  (Canada)(6) 

Very  high 

526-0056 

NJ 

201-845-7300 

7.1  13.5 

10.2 

10.4 

6.7 

'   '  1  !  i 

Average 

0 

20 

LV 

12 

Xerox(2) 

Average 

526-0056 

NJ 

201-845-7300 

9.1  11.3 

9.4 

9.6 

6.9 

^  1  1  1 

Average 

2 

18 

MB 

-17 

HM  Sampoerna(2) 

High 

526-0056 

NJ 

201-845-7300 

14.2  19.3 

17.4 

I'T 

High 

4 

18 

LB 

1 1 

Lockheed  Martin(3) 

Very  low 

245-5051 

DA 

rA 

412-288-1561 

7.9  12.8 

10.7 

1 

1  H^kJ 

Average 

5 

18 

MV 

^  ^ 

245-5051 

PA 

dl9-9ftft-lRfil 

7.7  15.8 

12.9 

12.1 

8.5 

i    (    ■  1 
MBflU 

Low 

7 

17 

MV 

4 

Minorco  (ADR)(2) 

Very  low 

MO 

314-727-5305 

10.3  14.7 

12.8 

12.3 

9.1 

Low 

13 

23 

SV 

20 

Acordia(3) 

Low 

MO 

314-727-5305 

d,  not  rated 

1  1  1  1  1 
Mill 

8 

28 

SB 

12 

AMP(3) 

TX 

817-332-3235 

17.5  23.3 

21.2 

Low 

16 

21 

MB 

19 

Knight-Ridder(8) 

Low 

TN 

901-761-2474 

12.3  14.7 

13.8 

1  1  UJ 

Low 

3 

18 

ov 

1  ^ 

1  3 

VA/hito  Diuar/R\ 
VVIIIIC  nivcrvo/ 

HVcidgC 

445-9469 

TN 

qni  .7fil  .OAIA 

16.2  21.4 

18.3 

11.4 

9.3 

i — \ — cai 
LLMi 

Low 

2 

28 

SG 

46 

Applied  MaterlalsO) 

High 

874-3733 

NY 

212-848-1800 

8.5  15.0 

12.4 

11.5 

8.2 

LJ   1  J  1 
yjmy 

Average 

5 

17 

MV 

18 

Moore(3) 

Average 

874-3733 

NY 

212-848-1800 

14.5  23.2 

21.8 

Low 

10 

22 

LB 

30 

Micron  Technology(3) 

High 

522-4202 

12.7  15.1 

14.5 

i   1   1   L  J 

Very  low 

1 1 

20 

LB 

29 

General  Electric(2) 

Average 

KOO  ylOrtO 

10.5  14.4 

13.2 

1  yjj 

Very  high 

0 

22 

Micron  Technology(2) 

Average 

522-4202 

11.9  19.6 

17.6 

1  1   ■  1 

Average 

8 

18 

MV 

15 

Philip  Morris(2) 

Low 

522-4202 

17.0  15.1 

14.4 

14.9 

12.7 

■■LJi 

Low 

8 

24 

LB 

19 

Veba(2) 

Average 

835-3879 

CT 

203-857-5321 

13.0  21.8 

19.2 

16.1 

13.1 

Average 

10 

27 

SG 

27 

FirstFed  Michigan(2) 

Average 

835-3879 

CT 

203-857-5321 

9.5 

1  1  1  ■ 

Low 

5 

26 

SB 

21 

Westcott  Communications(5) 

/ICC  ooco 

d,  not  rated 

1  1  [  □ 

Low 

1 

20 

LB 

1  Q 

iviercn\z> 

232-9091 

d,  not  rated 

Average 

6 

16 

LV 

9 

Textrond) 

462-951 1 

d,  not  rated 

Mill 

II  M  1 

Average 

13 

18 

LV 

13 

General  Electric(6) 

236-8560 

PA 

414-287-8500 

d,  not  rated 

1  '  1  11  1 

1  1  1  1  1 

18 

14 

LV 

1 

Astra(2) 

236-8560 

PA 

414-287-8500 

d,  not  rated 

1 — n — n 

1  1  M  1 

High 

7 

23 

MB 

20 

Harley-Davidson(3) 

ooc  Qt^cn 

PA 

414-287-8500 

8.2 

1  1  1  U 
1  1  1  ■ 

Average 

7 

25 

MR 

1  D 

noydi  uuiuii  rciruicuiiivj^ 

236-8560 

PA 

•+  1  *+-ZO  /  03UU 

d,  not  rated 

1  1  1  1  1 
1  1  1  II 

Average 

12 

19 

LV 

12 

IBM(3) 

236-8560 

PA 

414-287-8500 

10.9  15.8 

11.5 

14.7 

10.4 

BKI 

High 

4 

20 

LB 

31 

Philip  Morris(3) 

Average 

637-2929 

MA 

61 7-954-5000 

7.1  16.6 

13.3 

13.2 

9.3 

Average 

8 

28 

LG 

41 

lntel(7) 

High 

637-2929 

MA 

617-954-5000 

-0.2  3.0 

1.6 

8.8 

5.1 

■■JJ 

Very  high 

3 

42 

SG 

-7 

ICN  Pharmaceutlcals(5) 

Low 

oco  ooco 

IL 

708-295-7400 

12.8  21.8 

19.2 

13.0 

1 1.4 

Average 

13 

26 

CD 

Id 
oo 

\lanrnra\ 

vcncorvo  j 

Average 

825-5353 

VA 

find  fi4Q-901  1 

d,  not  rated 

1  1  1  1  1 
1  1  1  1  { 

High 

18 

26 

MG 

16 

Target  Therapeutics(l) 

825-5353 

VA 

804-649-231 1 

10.9  12.1 

10.3 

1 — i — 1 — 1 — 1 

Very  high 

43 

24 

MB 

8 

LIN  Broadcasting(8) 

Very  low 

343-8959 

NY 

914-741-5600 

10.7  20.4 

19.2 

14.5 

12.4 

Low 

27 

36 

MG 

17 

Service  lnternational(4) 

Average 

446-6662 

CA 

415-461-6237 

d,  not  rated 

Mill 

1  M  1  1 

5 

24 

LB 

12 

Computer  Sciences(2) 

coo  OQCO 

bo  /-oobJ 

NJ 

609-282-2800 

15.5  17.2 

15.6 

1  1  U 

t — 1 — 

Very  low 

16 

16 

LV 

Low 

637-3863 

NJ 

fifiQ  9fl9-9ftnn 

11.3  13.7 

11.4 

M   1  U 

High 

6 

17 

LV 

15 

YPF  (ADR)(2) 

Low 

637-3863 

NJ 

609-282-2800 

d,  not  rated 

2 

17 

SB 

-8 

Korea  Mobile  Teiecom(4) 

637-3863 

NJ 

609-282-2800 

17.8 

rn — 1 — B 
1  1  1  ■ 

Very  low 

7 

19 

LG 

21 

Hongkong  Telecommunications(4) 

637-3863 

NJ 

609-282-2800 

12.8  10.3 

8.9 

1 — ^  ^ 

Average 

7 

18 

LB 

14 

Philips  Electronics(5) 

High 

M  1 

609-282-2800 

d,  not  rated 

10 

22 

LB 

23 

637-3863 

NJ 

10.8  15.2 

12.8 

LLMJ 

Average 

13 

19 

LV 

5 

Republic  New  Yorkd) 

Very  low 

637-3863 

NJ 

609-282-2800 

d,  not  rated 

Mill 

2 

25 

MB 

-9 

Newcrest  Mining(3) 

637-3863 

NJ 

609-282-2800 

d,  not  rated 

II  M  1 

6 

23 

SV 

Ahrend  Groep(2) 

637-3863 

NJ 

609-282-2800 

9.4  10.8 

9.6 

U-LU 

Low 

3 

16 

LV 

10 

China  Light  &  Power(3) 

Low 

637-3863 

NJ 

609-282-2800 

19.0  19.2 

17.1 

□El 

Very  low 

21 

29 

MG 

33 

Cirrus  Logic(9) 

High 

637-3863 

NJ 

609-282-2800 

DATA:  MORNINGSTAR,  INC.,  CHICAGO,  IL, 
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MUTUAL  FUND  SCOREBOARD 


FUND  RATING 

OBJECTIVE 

SIZE 

FEES 

1995  RETURNS  (%) 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

PRE- 

AFTER- 

RANKW 

SMIL 

1994-5 

CHARGE  (%) 

RATIO  (%) 

TAX 

TAX 

YIELD 

OBJEC 

MERRILL  LYNCH  HEALTHCARE  B 

Health  care 

143.9 

128 

4.00" 

2.85t 

48.1 

46.3 

0.0 

MERRILL  LYNCH  INTL.  EQUITY  B 

Foreign 

921.2 

-12 

4.00" 

2.13t 

4.6 

4.6 

0.0 

52/ 

MERRILL  LYNCH  LATIN  AMERICA  B 

Foreign 

478.0 

-36 

4.00", 

2.51 1 

-24.6 

-24.6 

0.0 

66/ 

MERRILL  LYNCH  PACIFIC  B 

Pacific 

1041.8 

14 

4.00"' 

1.94t 

7.2 

6.5 

0.5 

4/ 

MERRILL  LYNCH  PHOENIX  B 

AVG 

Small  company 

402.4 

18 

4.00" 

2.34t 

20.7 

19.1 

0.3 

81/ 

MERRILL  LYNCH  SPECIAL  VALUE  B 

Small  company 

323.3 

81 

4.00" 

2.20t 

21.1 

19.7 

1.9 

79/ 

MERRILL  LYNCH  STRATEGIC  DIV.  B 

AVG 

Equity-income 

111.1 

-18 

4.00" 

2.09t 

30.7 

26.2 

1.9 

14/ 

MERRILL  LYNCH  TECHNOLOGY  B 

Technology 

637.0 

4 

4.00" 

2.38t 

4.8 

3.1 

0.0 

14/ 

MFS  CAPITAL  GROWTH  B  A 

AVG 

Growth 

438.4 

11 

4.00" 

2.18t 

39.5 

34.0 

0.0 

28/2 

MFS  EMERGING  GROWTH  B 

Small  company 

2055.4 

156 

4.00" 

2.14t 

40.1 

40.1 

0.0 

23/ 

MFS  GROWTH  OPPORTUNITIES  A 

Growth 

719.3 

22 

5.75 

0.86t 

34.5 

29.8 

0.0 

94/2 

MFS  MANAGED  SECTORS  A 

Growth 

197.6 

78 

5.75 

1.46t 

33.1 

26.3 

0.0 

111/2 

MFS  RESEARCH  A 

Growth 

563.7 

75 

5.75 

0.95t 

38.6 

36.2 

0.3 

33/2 

MFS  TOTAL  RETURN  A  & 

*-* 

Balanced 

2356.2 

29 

4.75 

0.87t 

26.9 

23.7 

4.2 

21/ 

MFS  VALUE  A 

*-* 

Growth 

232.1 

63 

5.75 

1.37t 

44.2 

40.6 

0.0 

12/2 

MFS  WORLD  ASSET  ALLOCATION  B 

Multi-asset  global 

95.0 

59 

4.00" 

2.24t 

20.6 

18.5 

1.9 

8/ 

MFS  WORLD  EQUITY  B 

World 

159.2 

-3 

4.00" 

2.58t 

17.3 

16.0 

0.0 

ia 

MFS  WORLD  GROWTH  B 

World 

252.8 

10 

4.00" 

2.39t 

15.4 

12.7 

0.0 

2a 

MFS  WORLD  TOTAL  RETURN  A 

AVG 

Multi-Asset  Global 

115.8 

21 

4.75 

1.76t 

20.3 

18.6 

4.6 

9 

MONETTA 

♦ 

Small  company 

362.7 

-1 

No  load 

1.35 

28.0 

22.2 

0.1 

ea 

MONTGOMERY  ASSET  ALLOCATION 

Asset  allocation 

120.8 

NM 

No  load 

1.31 

32.6 

30.9 

1.4 

3 

MONTGOMERY  EMERGING  MARKETS 

Emerging  markets 

855.1 

-3 

No  load 

1.80 

-9.1 

-9.1 

0.0 

MONTGOMERY  GLOBAL  COMMUNICATIONS 

Communications 

220.0 

2 

No  load 

1.91 

16.9 

16.9 

0.0 

MONTGOMERY  GROWTH 

Growth 

859.8 

45 

No  load 

1.50 

23.6 

20.8 

0.8 

2un 

MONTGOMERY  MICRO  CAP 

Small  company 

272.2 

NM 

No  loadt 

1.75 

28.7 

28.3 

0.6 

57 

MONTGOMERY  SMALL  CAP 

AVG 

Small  company 

236.5 

17 

No  loadt 

1.37 

35.1 

31.8 

0.0 

33 

MORGAN  STANLEY  ASIAN  GROWTH  A 

Pacific 

183.4 

16 

4.75 

1.90t 

6.4 

6.4 

0.0 

7 

MUTUAL  BEACON 

Growth/income 

3566.7 

73 

No  load 

0.75 

25.9 

22.9 

4.9 

124/i 

MUTUAL  DISCOVERY 

Small  company 

1368.3 

89 

No  load 

0.99 

28.6 

26.3 

3.3 

59! 

MUTUAL  QUALIFIED  X 

Growth/income 

2999.4 

68 

No  load 

0.73 

26.6 

22.3 

4.0 

123/! 

MUTUAL  SHARES 

Growth/income 

5224.9 

40 

No  load 

0.72 

29.1 

23.6 

4.9 

105/ J 

NATIONS  EQUITY-INCOME  INV.  N 

Equity-income 

100.8 

78 

5.00" 

1.67t 

26.7 

24.7 

2.5 

NATIONWIDE 

AVG 

Growth/income 

846.2 

33 

4.50 

0.63 

30.0 

27.5 

1.8 

96/ « 

NATIONWIDE  GROWTH  JL 

AVG 

Growth 

604.5 

37 

4.50 

0.68 

28.7 

24.8 

1.5 

157/' 

NAVELLIER  AGGRESS  SMALL  CAP  EQTY. 

Small  company 

107.8 

486 

3.00 

1.68 

43.9 

43.0 

0.0 

1' 

NEUBERGER  &  BERMAN  FOCUS  (jj) 

AVG 

Growth 

1027.5 

70 

No  load 

0.87 

36.2 

34.3 

0.4 

64/5 

NEUBERGER  &  BERMAN  GENESIS 

* 

Small  company 

118.6 

10 

No  load 

1.35 

27.3 

25.3 

0.0 

NEUBERGER  &  BERMAN  GUARDIAN 

Growth/income 

4389.5 

81 

No  load 

0.80 

32.1 

30.5 

1.2 

67/.f 

NEUBERGER  &  BERMAN  MANHATTAN 

♦ 

Growth 

594.6 

29 

No  load 

0.98 

31.0 

28.3 

0.0 

136/ 

NEUBERGER  &  BERMAN  PARTNERS 

AVG 

Growth 

1656.9 

33 

No  load 

0.83 

35.2 

30.8 

0.8 

81/ 

NEW  ECONOMY 

AVG 

Growth 

3545.9 

37 

5.75 

0.85t 

24.4 

22.5 

1.1 

205/ 

NEW  ENGLAND  BALANCED  A 

* 

Balanced 

196.6 

24 

5.75 

1.40t 

26.3 

23.6 

2.9 

2:. 

NEW  ENGLAND  CAPITAL  GROWTH  A 

Growth 

123.5 

29 

5.75 

1.63t 

30.7 

28.4 

0.0 

139/5 

NEW  ENGLAND  GROWTH  A 

Growth 

1201.6 

22 

6.50t 

1.19t 

38.1 

32.7 

0.4 

44/S 

NEW  ENGLAND  GROWTH  OPPTY.  A  -il 

AVG 

Growth/income 

150.6 

45 

5.75 

1.28t 

35.1 

29.9 

1.1 

44/ 

NEW  ENGLAND  INTL  EQUITY  A 

Foreign 

137.1 

-4 

5.75 

1.75t 

6.0 

5.4 

1.6 

4' 

NEW  ENGLAND  STAR  ADVISERS  A 

Growth 

223.6 

145 

5.75 

1.94t 

34.4 

32.2 

0.0 

97, 

NEW  ENGLAND  VALUE  A 

AVG 

Growth/income 

241.3 

26 

5.75 

1.37t 

32.3 

29.1 

1.0 

65 

NEW  PERSPECTIVE  . 

♦ 

World 

9292.3 

42 

5.75 

0.83t 

20.4 

18.6 

1.8 

1 

NEW  USA  MUTUAL 

Growth 

197.4 

7 

5.00 

2.12t 

43.1 

37.6 

0.0 

13 

NICHOLAS 

-ft 

Growth 

3505.3 

24 

No  load 

0.77 

35.4 

32.6 

1.0 

795? 

NICHOLAS  II 

« 

Small  company 

693.3 

15 

No  load 

0.66 

28.6 

25.5 

0.9 

53 

NICHOLAS  LIMITED  EDITION 

•** 

Small  company 

169.6 

19 

No  load 

0.90 

30.2 

25.2 

1.4 

49) 

NICHOLAS-APPLEGATE  CORE  GRTH.  C  (kk) 

Growth 

169.9 

27 

1.00" 

2.24t 

36.8 

36.8 

0.0 

55ia 

NICHOLAS-APPLEGATE  EMRG  GRTH.  C  (II) 

Small  company 

192.0 

33 

2.00"* 

2.44t 

34.2 

34.0 

0.0 

39 

NICHOLAS-APPLEGATE  GROWTH  EQTY.  B 

Maximum  growth 

291.0 

13 

5.00" 

2.32t 

30.1 

28.9 

0.0 

23' 

NORTHERN  GROWTH  EQUITY 

Growth 

192.5 

102 

No  load 

1.00 

26.1 

25.7 

0.7 

192i; 

NORTHERN  INTL  GROWTH  EQUITY 

Foreign 

161.3 

58 

No  load 

1.25 

2.0 

1.4 

2.0 

NORTHERN  SMALL  CAP  GROWTH 

Small  company 

142.3 

120 

No  load 

1.00 

22.5 

20.3 

0.6 

OAKMARK 

Growth 

3301.6 

103 

No  load 

1.22 

34.4 

33.0 

0.9 

9E^ 

OAKMARK  INTERNATIONAL 

Foreign 

785.8 

-27 

No  load 

1.37 

8.3 

6.0 

0.0 

'm 

OBERWEIS  EMERGING  GROWTH 

Small  company 

134.8 

50 

No  load 

1.78t 

42.6 

40.7 

0.0 

'M 

OLD  WESTBURY  INTERNATIONAL 

Foreign 

102.5 

14 

4.50 

1.50t 

2.4 

1.9 

1.4 

im 

OPPENHEIMER  A 

AVG 

Growth 

259.2 

5 

5.75 

1.29t 

24.2 

21.1 

1.1 

OPPENHEIMER  ASSET  ALLOCATION  A 

Multi-asset  global 

251.4 

6 

5.75 

1.09t 

22.8 

20.1 

3.6 

OPPENHEIMER  DISCOVERY  A 

Small  company 

839.6 

39 

5.75 

1.33t 

36.8 

33.8 

0.0 

OPPENHEIMER  EQUITY-INCOME  A 

AVG 

Equity-income 

2074.2 

21 

5.75 

0.96t 

27.9 

25.5 

4.3 

OPPENHEtMER  GLOBAL  A 

World 

2183.0 

18 

5.75 

1.15t 

16.6 

14.6 

0.6 

OPPENHEIf^^ER  GLOBAL  EMERG.  GR.  A 

World 

129.3 

-19 

5.75 

1.77t 

5.8 

5.8 

0.0 

OPPENHEIMER  GLOBAL  GRTH.  &  INC.  A 

♦ 

World 

108.8 

-13 

5.75 

1.49t 

17.4 

14.7 

2.6 

'Includes  redemption  fee.  "Includes  deferred  sales  charge.  tl2(b)-l  plan  in  effect.  tNot  currently  accepting  new  accounts.  §Less  ttian  0.5%  of  assets.  NA=Not  available.  NM=Not  ran 
()|)  Formerly  Neuberger  &  Berman  Selected  Sectors,  (kk)  Formerly  Nicholas-Applegate  Core  Growtti  B.  (II)  Formerly  Nictiolas-Applegate  Emerg.  Growth  B.  IJ 
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Equity  Funds 


U4NUAL  TOTAL  RETURNS  (%)  TREND      PORTFOLIO  DATA 


RISK  TELEPHONE 


5  YEARS  10  YEARS     BW  10-YEAR  TURNOVER 

«    PRETAX  AFTERTAX    PRETAX  AFERTAX  ANALYSIS 


%CASH  P-E 
RATIO 


STYLE 


UNTAXED 
GAINS  (%) 


URGEST  HOLDING 
COMPANY  (%  ASSETS) 


TOLL-FREE 
(800) 


IN-STATE 


8.9  8.0 
19.5  16.6 


III*    Very  high 
I  I  I  I  I  Average 
Low 
Low 

I  I  B  I  Average 


3J 


11 
16 
5 
9 
7 


26 
25 
29 
28 
19 


LG 
LV 


LB 
SV 


21  Medtronic(6) 

-4  Murata  ManufacturingO) 

-50  Grupo  Carso  (ADR)(3) 

12  Murata  Manufacturlng(6) 

4  SLMA(4) 


Very  high 


High 
Average 


637-3863 
637-3863 
637-3863 
637-3863 
637-3863 


NJ  609-282-2800 

NJ  609-282-2800 

NJ  609-282-2800 

NJ  609-282-2800 

NJ  609-282-2800 


20.7  19.1 
11.7  9.0 


15.2  12.7 
30.5  29.9 


Average 
LU-y  Average 
I.I  I  M    Very  high 
Average 
Average 


18  21  SV  8  PXRE(3) 

6  19  LV  18  Mobil(4) 

5  37  MG  19  Acclaim  Entertainmentd  1) 

4  18  LV  33  LockheedlVlartin(4) 

1  29  MG  33  0racle(6) 


Average 
Average 

Average 
High 


637-3863 
637-3863 
637-3863 
637-2929 
637-2929 


NJ  609-282-2800 

NJ  609-282-2800 

NJ  609-282-2800 

MA  617-954-5000 

MA  617-954-5000 


14.6  11.5 
t  rated 

20.0  17.0 

13.7  11.5 

20.8  17.5 


11.2  7.8 

14.6  11.1 

12.5  9.8 

15.5  11.9 


Average  0  23  MB  31  lntel(3)  Average  637-2929  MA  617-954-5000 

High  1  21  MV  26  Promus(5)  637-2929  MA  617-954-5000 

High  3  25  MG  26  W.R.  Grace(2)  Average  637-2929  MA  617-954-5000 

High  10  19  LV  21  Philip  Morris(t)  Very  low  637-2929  MA  617-954-5000 

High  13  20  MV  26  Tycclnternational(4)  Average  637-2929  MA  617-954-5000 

High  5  21  MV  10  Astra  CI  8(1)  637-2929  MA  617-954-5000 

High  2  21  MB  18  Astra  CI  B(4)  Average  637-2929  MA  617-954-5000 

10  29  MG  11  Cadence  Design  Systenis(2)  637-2929  MA  617-954-5000 

High  10  18  LV  12  PowerGen  (ADR)(1)  Low  637-2929  MA  617-954-5000 

Very  high  24  33  MG  3  Oxford  Health  Plans(3)  High  666-3882  IL  708-462-9800 


t  rated 

9.7  8.5 

t  rated 

12.5  10.6 
14.7  12.6 


rrm 


13 


High  0  26  MB  10  General  lnstrument(3) 

High  3  21  MG  -6  Arab-Malaysian  Merchant  Bank(2) 

Average  0  27  LG  9  NoKIa  CI  A(5) 

High  24  25  MB  20  Intl.  Paper(6) 

34  25  SB  10  Aspect  Telecommunications(2) 

Average  5  29  SG  31  ALC  Communications(7) 

  Low  0  21  LG  4  Cheung  Kong  Holdings(5) 

WUM    Average  21  17  MV  18  Chase  Manhattan(5) 

ii  I  ■    Average  15  16  SV  18  Getinge(3) 

■_M    Average  25  17  MV  24  Chase  Manhattan(5) 


572-3863 
572-3863 
572-3863 
572-3863 
572-3863 


CA  415-627-2400 
CA  415-627-2400 


CA  415-627-2400 
CA  415-627-2400 


19.5  16.9 
16.2 


15.6  13.2 
15.2  11.9 


High 
Very  low 
Very  low 


572-3863 
282-4404 
553-3014 
553-3014 
553-3014 


NJ  201-912-2100 
NJ  201-912-2100 
NJ  201-912-2100 


15.0  11.6 


13.4  10.4 
12.7  10.2 


NJ  201-912-2100 


OH  614-249-7855 
OH  614-249-7855 


BJiJ    Average      25  16  LV  30  Chase  Manhattan(6)  Very  low  553-3014 

i  M  U      High         15  20  LV  7  BankAmerica(l)  321-7854 

Very  low       3  19  LG  35  Warner-Lanihert(5)  Average  848-0920 

Very  low      12  21  LB  33  InteKB)  Average  848-0920 

I  I  I  I  I                   9  30  SG  19  Wireless  Telecom  Group(4)   ^}^'^^V  

19.3  16.8      14.3   11.1      L-iill       Low          2  17  LV  37  Citicorp(3)  Average  877-9700  NY  212-476-8800 

18.4  17.1                        LLJui    Average        2  19  SV  30  BMC  lndustries(5)  Average  877-9700  NY  212-476-8800 

19.5  17.8  14.9  12.1  ahJM  Low  14  20  LV  28  Citicorp(2)  Average  877-9700  NY  212-476-8800 
16.5  13.4  13.4  10.5  fciiy  Average  2  22  MB  32  Micron  TechnologyO)  High  877-9700  NY  212-476-8800 
17.3    14.3      13.8   10.5      ki^M      High          2  20  MV  27  EXEL(3)   -  !*1  - 

14  24  MB  22  Tele-Communications  CI  A(5)  Average  421-4120  CA  213-486-9200 

4  16  LV  13  Texas  lnstruments(2)  Low  225-7670  MA  617-578-1400 

1  28  LG  24  Oracle  Systems(3)  225-7670  MA  617-578-1400 

1  16  LV  16  Citicorp(7)  High  225-7670  MA  617-578-1400 

3  19  LB  31  Exxon(3)  Low  225-7670  MA  617-578-1400 


Low 
Average 

Low 
Average 

High 

Low 

Low 
Average 

High 
Very  low 

High 

Low 
Low 
Very  high 

Low 
Low 
Very  low 
High 

__High__ 

High 


Low 


17.7  15.9 
15.6  14.0 


15.9  12.4 
16.0  13.9 


14.0  11.4 
10.7  8.2 


13.5  10.3 
12.2  9.0 


TLB 


X! 


12.3  9.1 
14.7  12.2 


5  27  LB  2  Acerinox(2) 

11  27  MG  14  Nokia  (A0R)(2) 

4  17  LV  22  Carnival  CI  A(2) 

15  23  LG  14  Mannesmann  (Germany)(2) 

-10  35  MG  32  Kemet(6) 


Average 
Average 


225-7670 
225-7670 
225-7670 
421-4120 
222-2872 


MA  617-578-1400 

MA  617-578-1400 

MA  617-578-1400 

CA  213-486-9200 


17.4  15.6 

16.1  14.2 

18.1  15.8 
t  rated 
t  rated 


13.2  11.1 
12.5  10.7 


5  19  MB  39  FNMA(3)  Low 
4  22  MB  49  Health  Management  Assoc  CI  A(4)  Low 
2  23  SB  47  Keane(5)  Low 
7  29  MG  19  Safeway(3) 

6  31  SG  19  STERISd) 


Wl  414-272-6133 
Wl  414-272-6133 
W  414-272-6133 


551-8043 

551-8043 

225-1852 

595-9111 

595-9111 

595-9111 

625-6275 

625-6275 

Very  high 

323-6166 

IL 

708-897-7100 

545-1074 

Average 

525-7048 

CO 

303-671-3200 

Very  low 

525-7048 

CO 

303-671-3200 

High 

525-7048 

CO 

303-671-3200 

Low 

525-7048 

CO 

303-671-3200 

High 

525-7048 

CO 

303-671-3200 

Very  high 

525-7048 

CO 

303-671-3200 

Average 

525-7048 

CO 

303-671-3200 

XI 


ID 


X 


28 
23 
31 
19 
18 


MG 
LB 
LB 
SV 
MV 


26 
15 
-5 
9 
17 


Adaptec(2) 
Emerson  Electric(3) 
Norsk  Hydro  (ADRKD 
FoxMeyer  HealthO 
Lockheed  Martin(6) 


26.3  24.4 
t  rated 

14.9  12.6 

11.6  9.7 


rr 


9.8  6.9 


Average 
Average 
Low 
Low 
Low 


13 
28 
15 
20 
21 


MV 
SG 
MB 
LB 
LB 


-7 
38 
-5 
33 
19 


Kvaerner  lndusfrie(5) 
ValuJet(5) 

Swire  Pacific  CI  A{3) 

lntel(3) 

lntel(2) 


23.5  22.2 

12.3  10.2 

12.0  10.2 

5.4  5.3 

11.0  9.3 


11.6  8.7 
15.2  12.3 


High 
Average 
Average 
Average 

High 


12 
10 
5 
3 
5 


34 
14 
20 
20 
21 


SG 
LV 

LB 
SG 
LG 


34 
19 
18 

-21 
10 


Omnicare(2) 
Philip  Morris(2) 
Philips  Electronics(2) 
Transocean  Drilling(2) 
Nintendo(2) 
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MUTUAL  FUND  SCOREBOARD 


FUND 

lATING 

OBJECTIVE 

SIZE 

FEES 

1995  RETURNS  (%) 

1 

'  ASSETS 
$MIL. 

%  CHG, 
1994-5 

SALES 
CHARGE (%) 

EXPENSE 
RATIO  (%) 

PRE- 
TAX 

AFTER- 
TAX 

YIELD 

RAN 
06 

OPPENHEIMER  GOLD  &  SPEC.  MIN.  A 

Precious  metals 

156.7 

-12 

5.75 

1.36 

-1.5 

-1.8 

0.4 

OPPENHEIMER  GROWTH  A 

AVG 

Growth 

1021.1 

50 

5.75 

1 .05t 

35.0 

31.0 

1.2 

8 

OPPENHEIMER  MAIN  ST.  INC.  &  GRTH.  A 

*  *  * 

Growth/income 

2465.9 

94 

5.75 

1.07t 

30.8 

30.0 

1.6 

8 

OPPENHEIMER  QUEST  GLOBAL  VALUE  A  (mm)  ♦ 

World 

161.2 

10 

5.75 

1.95t 

20.7 

17.8 

0.8 

OPPENHEIMER  QUEST  OPPORT  VAL.  A  (nn) 

*  *  * 

Asset  allocation 

430.8 

159 

5.75 

1.78t 

42  0 

41  3 

0.5 

OPPENHEIMER  QUEST  SM.  CAP  VALUE  A  (oo)  * 

Small  company 

120.9 

1 

5.75 

1.88t 

12.4 

10.5 

0.6 

OPPENHEIMER  QUEST  VALUE  A  (pp) 

-* 

Growth 

295.2 

33 

5.75 

1.711 

37.1 

34.4 

0.7 

5 

OPPENHEIMER  TARGET  A 

♦ 

Maximum  growth 

757.6 

151 

5.75 

1.16t 

34.9 

31.1 

0.8 

OPPENHEIMER  TOTAL  RETURN  A  A 

AVG 

Growth/income 

1548.9 

25 

5.75 

1.01 1 

30.1 

27.2 

2.3 

9 

OPPENHEIMER  VALUE  STOCK  A 

* 

Growth/income 

136.3 

47 

5.75 

1.27t 

30  0 

28  9 

1.7 

i 

PACIFIC  EUROPEAN  GROWTH 

Foreign 

160.2 

-3 

4.00 

1.76t 

6.0 

4.1 

0.5 

PACIFIC  HORIZON  AGGRESSIVE  GROWTH 

Maximum  growth 

1 74.3 

39 

4.50 

1.46 

43.3 

35.5 

0.0 

PAINEWEBBER  BALANCED  A  (qq) 

Asset  allocation 

173.0 

0 

4.50 

1.26t 

23.3 

20.0 

2.8 

PAINEWEBBER  GLOBAL  EQUITY  A  (rr) 

World 

332.6 

96 

4.50 

1.58t 

13.6 

12.5 

0.0 

PAINEWEBBER  GROWTH  &  INCOME  B  (ss) 

Growth/income 

261 .7 

4 

5.00** 

1.97t 

32  2 

29  7 

2.2 

( 

PAINEWEBBER  GROWTH  A  1. 

♦ 

Growth 

194.8 

53 

4.50 

1.2n 

33.5 

30.7 

0.0 

1( 

PARAGON  GULF  SOUTH  GROWTH  A 

Growth 

93.2 

18 

4.50 

1.00 

22.0 

21.2 

0.0 

21 

PARAGON  VALUE  EQUITY-INCOME  A 

AVG 

Growth/income 

129.6 

29 

4.50 

0.93 

35.2 

33.2 

2.1 

t 

PARAGON  VALUE  GROWTH  A 

AVG 

Growth 

200.0 

17 

4.50 

0.96 

27.4 

24.1 

1.1 

r 

PARKSTONE  SMALL  CAP  INV.  A 

Small  company 

101 .6 

64 

4.50 

1.55t 

35.7 

31.1 

0.0 

PARNASSUS  X 

AVG 

Growth 

259.1 

61 

3.50 

1.14 

0.6 

-0.5 

1.7 

2: 

PASADENA  GROWTH  A 

Growth 

41 5.6 

6 

5.50 

1 .60 

27.2 

26.6 

1 .6 

It 

PASADENA  NIFTY  FIFTY  A 

AVG 

Growth 

122.3 

22 

5.50 

1 .90 

28.2 

28.2 

0.0 

r 

PAX  WORLD  ,i 

AVG 

Balanced 

477.0 

23 

No  load 

0.98t 

29.2 

27.0 

4.8 

PBHG  EMERGING  GROWTH 

Small  company 

635.6 

258 

No  loadt 

1 .50 

48.4 

46.6 

0.0 

PBHG  GROWTH  :i 

Small  company 

2028.1 

172 

No  load 

1.50 

50.3 

50.3 

0.0 

PEACHTREE  EQUITY 

Growth/income 

126.8 

24 

3.75 

I.OIt 

28.1 

27.1 

1.0 

1 ' 

PELICAN 

Growth/income 

163.5 

53 

No  load 

1.10 

29.8 

27.7 

2.0 

PENN  SQUARE  MUTUAL 

AVG 

Growth/income 

297.9 

23 

4.75 

0.99t 

29.2 

26.3 

1.9 

11 

PENNSYLVANIA  MUTUAL  X 

*  * 

Small  company 

637.2 

-17 

1.00* 

0.98 

18.7 

14.6 

1.3 

PHILADELPHIA 

AVG 

Growth/income 

91.3 

13 

No  load 

1.67t 

28.3 

23.8 

2.4 

1 

PHOENIX  BALANCED  A 

* 

Balanced 

2387.0 

-1 

4.75 

0.96t 

23.4 

20.5 

3.0 

PHOENIX  CAPITAL  APPRECIATION  A 

AVG 

Growth 

489.0 

19 

4.75 

1 .361 

30.8 

26.0 

0.3 

11 

PHOENIX  EQUITY  OPPORTUNITIES  A 

AVG 

Growth 

205.3 

21 

4.75 

1.26t 

33.8 

30.1 

0.0 

11 

PHOENIX  GROWTH  A 

AVG 

Growth 

2370.0 

17 

4.75 

1.19t 

34.0 

31 .3 

0.9 

11 

PHOENIX  INCOME  &  GROWTH  A 

•* 

Balanced 

503.9 

4 

4.75 

1.16t 

23.4 

21.6 

4.4 

PHOENIX  INTERNATIONAL  A 

Foreign 

131 .7 

-19 

4.75 

1 .47 1 

9.8 

9.7 

0.0 

PHOENIX  TOTAL  RETURN  A 

Asset  allocation 

361 .6 

8 

4.75 

1 .24t 

18.2 

15.3 

3.0 

PHOENIX  U.S.  STOCK  A 

Growth 

203.5 

53 

4.75 

1.26t 

51.7 

46.5 

0.3 

PHOENIX  WORLDWIDE  OPPORTUN.  A 

World 

129.1 

-1 

4.75 

1.50t 

15.1 

13.1 

0.0 

PILGRIM  MAGNACAP  A 

AVG 

Growth/income 

222.9 

13 

5.75 

1.59r 

35.2 

34.9 

0.8 

PIMCO  ADVISORS  EQUITY-INCOME  C 

Equity-income 

183.4 

10 

1 .00** 

2.00t 

27.6 

25.1 

1 .6 

PIMCO  ADVISORS  GROWTH  C 

Growth 

1306.0 

24 

1 .00** 

1.90t 

27.5 

23.4 

0.0 

1 

PIMCO  ADVISORS  INTERNATIONAL  C 

Foreign 

203.7 

-21 

1 .00** 

2.20t 

5.8 

5.8 

0.0 

PIMCO  ADVISORS  OPPORTUNITY  C 

AVG 

Maximum  growth 

725.0 

32 

1 .00**t 

1 .90t 

41 .5 

33.7 

0.0 

1, 

PIMCO  ADVISORS  TARGET  C 

Growth 

819.2 

43 

1.00** 

2.00t 

30.3 

26.4 

0.0 

1:! 

PIONEER 

•* 

Growth/income 

2446.2 

22 

5.75 

0.94t 

26.6 

23.1 

1.8 

1 

PIONEER  CAPITAL  GROWTH  A 

Small  company 

953.3 

1 18 

5.75 

1 .26t 

30.7 

27.2 

0.4 

PIONEER  EQUITY-INCOME  A 

Equity-income 

280.4 

60 

5.75 

1.24t 

32.0 

30.7 

2.7 

PIONEER  GROWTH  A 

Small  company 

216.7 

63 

5.75 

1 .46t 

29.8 

25.6 

0.2 

-  - 

PIONEER  II  t 

* 

Growth/income 

5213.8 

20 

5.75 

0.90t 

27.2 

23.7 

1.3 

1 

PIONEER  INCOME  A 

* 

Balanced 

281.7 

8 

4.50 

1 .1 1 1 

22.0 

19.4 

6.3 

PIONEER  INTERNATIONAL  GROWTH  A 

Foreign 

313.6 

1 1 

5.75 

1 .95t 

8.1 

7.9 

0.1 

PIONEER  THREE 

AVG 

Small  company 

1046.5 

8 

5.75 

0.85 

19.3 

16.3 

1.1 

PIPER  EMERGING  GROWTH 

Small  company 

250.0 

19 

4.00 

1 .24t 

39  4 

35.7 

0.0 

PIPER  GROWTH  (tt) 

♦ 

Growth 

175.2 

-1 

4.00 

1.27t 

28.2 

21.1 

0.4 

1 

PREFERRED  GROWTH 

Growth 

390.8 

62 

No  load 

0.87 

28.4 

27.2 

0.0 

1 

PREFERRED  INTERNATIONAL 

Foreign 

136.3 

27 

No  load 

1 .32 

9.9 

9.5 

1 .3 

PREFERRED  VALUE 

Growth/income 

229.5 

54 

No  load 

0.89 

37.5 

36.5 

1 .3 

PREMIER  CAPITAL  GROWTH  (uu) 

Growth 

540.3 

-2 

3.00 

1.11 

1 1 .0 

8.3 

1 .7 

2 

PREMIER  STRATEGIC  INVESTING  A  (vv)  ^ 

Growth 

219.7 

-A 

4.50 

1.54 

23.7 

20.1 

1.4 

2 

T.  ROWE  PRICE  BALANCED 

Balanced 

608.1 

55 

No  load 

1 .00 

24.9 

23.1 

3.5 

T.  ROWE  PRICE  BLUE  CHIP  GROWTH 

Growth 

146.5 

276 

No  load 

1.25 

37.9 

37.3 

1.0 

T.  ROWE  PRICE  CAPITAL  APPREC. 

Growth/income 

864.3 

32 

No  load 

1.10 

22.6 

19.8 

3.1 

' 

T.  ROWE  PRICE  EQUITY  INDEX 

* 

Growth/income 

457.3 

69 

No  load 

0.45 

37.2 

35.6 

2.3 

T.  ROWE  PRICE  EQUITY-INCOME  J. 

Equity-income 

5214.8 

63 

No  load 

0.88 

33.4 

31.1 

3.2 

T.  ROWE  PRICE  EUROPEAN  STOCK 

Europe 

531.6 

45 

No  load 

1.25 

21.9 

20.8 

1.4 

T.  ROWE  PRICE  GROWTH  &  INCOME 

Growth/income 

1748.5 

42 

No  load 

0.81 

30.9 

28.6 

3.0 

T.  ROWE  PRICE  GROWTH  STOCK  A. 

* 

Growth 

2761.8 

34 

No  load 

0.81 

31.0 

29.1 

0.9 

1 

T.  ROWE  PRICE  INTL.  DISCOVERY 

Foreign 

302.8 

-31 

2.00* 

1.50 

-AA 

^.6 

0.7 

11 

"Includes  redemption  fee.  **lncludes  deferred  sales  charge.  tl2(b)-l  plan  in  effect,  tNot  currently  accepting  new  accounts,  §Less  than  0,5%  of  assets.  NA=Not  available.  NM=No 
(mm)  Formerly  Quest  for  Value  Global  Equity  A.  (nn)  Formerly  Quest  for  Value  Opportunity  A,  (00)  Formerly  Quest  for  Value  Small  Cap  A.  (pp)  Formerly  Quest  for  Value  A,  (qq)  Forme 
ber  Asset  Allocation  A.  (rr)  Formerly  Kidder,  Peabody  Global  Equity  A,  (ss)  Formerly  PaineWebber  Dividend  Growth  B.  (tt)  Formerly  Piper  Value,  (uu)  Formerly  Dreyfus  Capital 
mier).  (vv)  Formerly  Dreyfus  Strategic  Investing  A. 
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Equity  Funds 


:  ANNUAL  TOTAL  RETURNS  (%)  TREND      PORTFOLIO  DATA   RISK  TELEPHONE 


5  YEARS 

10  YEARS 

BW  10-YEAR 

TURNOVER 

%CASH 

P-E 

STYLE 

UNTAXED 

URGEST  HOLDING 

TOLL-FREE 

IN-STATE 

RTAX 

PROAX  AFTERTAX 

PRETAX  AFTERTAX 

ANALYSIS 

RATIO 

GAINS  (%) 

COMPANY  (%  ASSETS) 

(800) 

.J 

6.2 

5.9 

13.0 

11.4 

■  1  1 

] 

35 

SG 

2 

Euro-Nevada  Mining(5} 

Very  high 

525-7048 

CO 

303-671-3200 

.8 

18.3 

16.2 

13.0 

10.3 

Low 

24 

20 

LB 

44 

IVIIbl  UdUllV  -i  1 

Average 

525-7048 

CO 

303-671-3200 

.0 

30.6 

£.1.0 

Hioh 
ntgii 

14 

24 

LB 

1 5 

United  HealthCare(2) 

Average 

525-7048 

.8 

1 T  n 
1  o.u 

1  1  .Z. 

LLLy 

Average 

9 

21 

LB 

24 

McDonnell  Douglas(5) 

Average 

525-7048 

CO 

303-671-3200 

.3 

23.5 

22.5 

Average 

12 

16 

LV 

20 

McDonnell  Douglas(8) 

Low 

525-7048 

CO 

303-671-3200 

18.8 

17.1 

VIMJ 

Aupr^fTp 
M¥CI  age 

20 

20 

SV 

12 

True  North  Coniniunications(4) 

Average 

525-7048 

CO 

303-671-3200 

.8 

18.2 

16.2 

13.0 

10.9 

^^^^ 

14 

16 

LV 

29 

EXEL(8) 

Low 

525-7048 

CO 

303-671-3200 

c 
.3 

1 7.0 

14.9 

1  1  .D 

Q  Q 

18 

23 

MG 

26 

Microsoft(2) 

Average 

525-7048 

CO 

303-671-3200 

.2 

17  4 

1 5  0 

14.6 

1 1 .2 

uu 

High 

9 

22 

LB 

20 

Philip  Morris(2) 

Average 

525-7048 

CO 

303-671-3200 

.9 

1  U.U 

Very  low 

10 

18 

LV 

26 

Bristol-Myers  Squibb(3) 

Low 

525-7048 

CO 

303-671-3200 

] 

11.3 

10.3 

1  I  1  u 

Average 

3 

33 

LV 

12 

Noniura(2) 

High 

866-7778 

MN 

612-342-6223 

17.9 

14.1 

16.1 

13.8 

1  1  1  U 

] 

26 

SB 

36 

PyxisO) 

Very  high 

332-3863 

c 
.9 

Hioh 
nigii 

8 

17 

MV 

15 

Cooper  Tire  &  Rubber(2) 

647-1568 

NY 

201-902-7341 

.9 

1 1 1  y 

Average 

5 

22 

LB 

10 

Roche  Holdings(3) 

647-1568 

NY 

201-902-7341 

.7 

1 1 1  u 

Higti 

12 

21 

LB 

18 

Johnson  &  Johnson(2) 

647-1568 

NY 

201-902-7341 

.0 

18.9 

15.6 

13.8 

12.1 

LOVK 

7 

27 

MG 

26 

Viacom  CI  B(2) 

Average 

647-1568 

NY 

201-902-7341 

.0 

1 1 1  u 

HVCI  dgC 

7 

24 

SB 

31 

Medapbis(5) 

777-5143 

.1 

15.6 

1  J.O 

1 1  u 

Aupr^inp 

3 

1 5 

LV 

25 

Mobil(4) 

Average 

777-5143 

.4 

15.7 

1 1  Q 

LLMJ 

Average 

4 

21 

LB 

30 

lntel(5) 

Average 

777-5143 

lot  rated 

rm 

Average 

4 

37 

SG 

48 

Hollywood  Entertainment(5) 

451-8377 

.6 

22.5 

20.3 

11.6 

9.9 

UJJ 

Low 

Q 

20 

SV 

10 

High 

999-3505 

CA 

415-362-3505 

.7 

14.6 

14.4 

1 

HVCI flgC 

2 

26 

LG 

31 

Giilette(4) 

High 

648-8050 

CA 

818-351-4276 

.8 

17.5 

1 7 

1  1  u 

3 

24 

LG 

30 

niiipttpf^) 

Average 

648-8050 

CA 

818-351-4276 

.0 

9.7 

1  n 
/  .0 

1  n  ft 

1  U.D 

7  Q 

LJLU 

Low 

12 

20 

LB 

11 

Merck(8) 

Very  low 

767-1729 

NH 

603-431-8022 

iat  rated 

\\\m 

Low 

17 

43 

SG 

28 

Applix(3) 

433-0051 

.0 

35.1 

32.2 

22.8 

19.1 

iimii 

Hiah 

7 

46 

MG 

28 

Ascend  Comniunications(3) 

Very  high 

433-0051 

lot  rated 

1 1 1 1 

5 

20 

LB 

18 

Texas  lnstrunients(2) 

621-8969 

PA 

404-989-6200 

.7 

17.5 

1  3.0 

Aupr^inp 

2 

20 

LV 

20 

Eastman  Kodak(3) 

Low 

MA 

617-330-7500 

.9 

15.1 

1 0  R 

1  Z.D 

Low 

5 

19 

LB 

27 

Motorola(2) 

Low 

523-8440 

PA 

610-670-1031 

.4 

15.0 

12  4 

113 

8  1 

y  y 

Low 

7 

17 

SV 

41 

Alleghanyd) 

Low 

221-4268 

NY 

212-355-7311 

.8 

11.8 

10.0 

10.2 

6.9 

|_U_U 

Low 

18 

20 

LB 

31 

Low 

749-9933 

FL 

407-395-2155 

.1 

11.0 

9.0 

11.8 

9.1 

u  1 

Hiah 

17 

26 

LB 

1 2 

AT&T(  1 ) 

Very  low 

243-4361 

CT 

203-253-1000 

.2 

17.3 

1 5  1 

□IHi 

Upni  hioh 

VCij  lllgll 

14 

34 

MG 

22 

Aetna  Life  &  Casualty(3) 

Average 

243-4361 

CT 

203-253-1000 

.5 

15.7 

13  0 

8  4 

High 

2 

31 

MG 

22 

Cisco  Systenis(5) 

Average 

243-4361 

CT 

203-253-1000 

.5 

12.9 

1  n  fl 

13  4 

10  8 

MLM 

High 

11 

24 

LB 

23 

AT&T(2) 

Low 

243-4361 

CT 

203-253-1000 

.2 

12.8 

10.4 

12.4 

9.4 

Hioh 

7 

25 

LB 

5 

Tr^uplpTQ  titm\n(0\ 

llClVCICId  vliUUpV^/ 

Very  tow 

243-4361 

CT 

203-253-1000 

.9 

7.9 

6.9 

1  1  1  u 

X/pru  hioh 

1 8 

21 

MG 

7 

Wintprthiir  Inciimnrpf?) 

vv  iiiici  iiiui  iiidUi  aiibcv^/ 

High 

243-4361 

CT 

203-253-1000 

.7 

12.6 

10  0 

l_yjj 

Vpru  hioh 
vcijr  iiigii 

20 

27 

LG 

10 

Merch(2) 

Very  low 

243-4361 

CT 

203-253-1000 

.3 

17.8 

l*t.O 

1  0.*+ 

mi 
1  u.  t 

Very  high 

2 

35 

MG 

26 

3Coni(3) 

Low 

243-4361 

CT 

203-253-1000 

.1 

15.3 

13  8 

6  5 

4.3 

 ■ 

Very  high 

8 

24 

MG 

6 

UUNET  Technologies(3) 

Average 

243-4361 

CT 

203-253-1000 

.6 

15.8 

14.4 

12.9 

10.8 

UMJi 

Very  low 

2 

1 9 

LV 

47 

At/Pr30D 

HVCI  dgC 

qqO-OI  80 

.3 

16.1 

14.8 

1  1  yj 

Uprw  hioh 

5 

20 

LG 

18 

SmithKltne  Beecham  (Unit)ADR(3) 

Low 

426-0107 

CT 

203-352-4900 

.9 

15.1 

1 2  8 

1 5  0 

12  4 

■U 

Hioh 
nigii 

8 

25 

LG 

27 

IBM(4) 

Average 

426-0107 

CT 

203-352-4900 

.6 

7.9 

■7  \ 



Average 

7 

28 

LB 

-2 

TDK{2) 

High 

426-0107 

CT 

203-352-4900 

.0 

31.7 

9H  R 

19  8 

17  0 

Average 

8 

28 

MG 

45 

EMC(6) 

Very  high 

426-0107 

CT 

203-352-4900 

.3 

Mil 

Hioh 

24 

MB 

27 

Hospitality  Franchise  SysteFn(3) 

426-0107 

CT 

203-352-4900 

.4 

15.0 

12.3 

11.9 

8.6 

18 

MV 

39 

Fnrri  Mntnrf)) 
ruiu  iviuiui\0/ 

Low 

225-6292 

MA 

617-742-7825 

.7 

25.4 

FTM 

AuPfQiTO 
HVcI  dgc 

21 

21 

SV 

17 

Tnui  'R'  ll<;f91 

Low 

225-6292 

MA 

617-742-7825 

.2 

17.6 

IRQ 

LU^ 

Low 

0 

16 

LV 

13 

Bell  Atlantic(3) 

Very  low 

225-6292 

MA 

617-742-7825 

.4 

17.7 

1  **.D 

\A  1 

1 1  ^ 

High 

21 

24 

SB 

22 

Safeguard  Scientific(3) 

Very  high 

225-6292 

MA 

617-742-7825 

.6 

15.4 

12.3 

11.6 

8.4 

liil  i  y 

Auor^op 
HVcl  dgc 

4 

17 

MV 

22 

I6P(3) 

Low 

22'i-fi292 

MA 

617-742-7825 

.3 

10.4 

8.0 

9.9 

7.0 

i  y  1  1 
1  j  I  M 

Auor^no 
HVcl  dgc 

3 

1 7 

LV 

7 

Hiicgiiciiy  ruwci  oyoiciiiv^/ 

vci  y  luw 

MA 

617-742-7825 

not  rated 

V/o  r\i  h  i  (T  h 
Vciy  lllgll 

Q 

20 

LV 

1 

nuico  iViUUIlC  iCiCLUInVJ^ 

£.  £.\J  \i£. 

MA 

61 7-742-7825 

.9 

16.5 

14  4 

1 1  Pi 

0.9 

Low 

8 

22 

SV 

33 

Boston  Scientific(3) 

Average 

225-6292 

MA 

617-742-7825 

.2 

22.7 

22.1 

□□■ 

Low 

8 

30 

MG 

50 

Green  Tree  Financial(3) 

High 

866-7778 

MN 

612-342-6223 

.9 

14.S 

12.9 

□HJ 

HVcl  dgc 

2 

23 

LB 

40 

Cill  MWy^i 

AuDrnoD 

HVCI  dgC 

ftfifi. 777ft 

MN 

R1 2-'i4?-G223 

.4 

1  1  1  M 

Avpmop 

HVCI  age 

26 

LG 

30 

lntel(4) 

662-4769 

.3 

nxH 

5 

14 

MV 

1 1 

riha-Rpiou  {^t\('>\ 

l/IUa  UCIgy  \0  \  ) 

.7 

rmi 

Low 

7 

18 

LB 

26 

Unilever(3) 

662-4769 

.9 

10.8 

7  8 

10  4 

7  0 

Very  high 

0 

19 

LV 

15 

Philip  Morris(5) 

Low 

554-4611 

MA 

718-895-1396 

.2 

11.4 

9.4 

L 

\/a  ni  hioh 
Vciy  lllgll 

3 

2 1 

MB 

1 7 

Hioh 
nigii 

R*^4.4fil  1 
\j\t^       '  1 

MA 

71ft-ftQ^-nQfi 

.9 

12.7 

10.4 

1 1.8 

8.2 

1  ■  u 

1 0 

2 1 

LB 

14 

ucllcldl  LtCLlllLvlJ 

V/prtf  Inuu 
Vciy  lUW 

fi^ft.SRGn 

DOO  JODU 

MD 

not  rated 

NIB 

Aupr^op 

HVCI  dgC 

21 

22 

LB 

18 

Firct  Finsnrinl  M^n^opmpnt^^^ 

III— I  r  IllaiiUial  ividiiagciliClllV  ^  / 

638-5660 

.6 

14.4 

12.1 

Aveiage 

23 

21 

MV 

18 

Automatic  Data  Processing  cv(5) 

Very  low 

638-5660 

MD 

410-547-2308 

1.7 

16.0 

14.9 

Very  low 

15 

20 

LB 

22 

General  Electric(2) 

Average 

638-5660 

MD 

410-547-2308 

.6 

18.0 

15.8 

15.1 

12.2 

warn 

Low 

16 

17 

LB 

19 

SmIthKline  Beecham  (llnit)ADR(2) 

Very  low 

638-5660 

MO 

410-547-2308 

.7 

10.3 

9.8 

LLUi 

Low 

4 

20 

LB 

19 

Wolters  Kluwer(3) 

High 

638-5660 

MO 

410-547-2308 

.0 

17.5 

15.7 

11.9 

9.1 

UbUJ 

Low 

15 

20 

LB 

23 

California  Federal  Bank  CI  A(3) 

Low 

638-5660 

MD 

410-547-2308 

.1 

16.7 

14.7 

13.3 

10.4 

HOI 

Average 

5 

24 

LB 

38 

FHLMC(4) 

Average 

638-5660 

MD 

410-547-2308 

1.1 

6.1 

5.5 

LLLJJ 

Average 

3 

23 

SB 

-6 

Ashtead  Groupd) 

High 

638-5660 

MD 

410-547-2308 

DATA;  MORNINGSTAR,  INC.,  CHICAGO,  IL. 
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MUTUAL  FUND  SCOREBOARD 


FUND 

RATING 

OBJECTIVE 

SIZE 

FEES 

1995  RETURNS  (%) 

pur 

EXPENSE 

PRE- 

AFTER- 

DnMiy \n\'i 

KANK  Wll 

$MIL- 

1994-5 

PHARHF 

i-il innuL  \  'O/ 

RATIO  {'Vr.\ 

TAX 

TAX 

YIELD 

UDjtHj  1 ! 

T.  ROWE  PRICE  INTL.  STOCK  X 

Foreign 

6703.3 

16 

No  load 

0.96 

1 1.4 

10.4 

1.4 

2  6/61 

T.  ROWE  PRICE  JAPAN 

r  di.  iiiu 

207.5 

23 

11 U  lUdU 

1  50 

-3.1 

-3.1 

n  n 
u.u 

T.  ROWE  PRICE  LATIN  AMERICA 

Foreign 

149.5 

_9 

2.00* 

1 .82 

-18.7 

-18.9 

0  9 

6  3/61 

T.  ROWE  PRICE  MID-CAP  GROWTH 

Growth 

264.0 

163 

Nn  In;ir1 

IIU  lUdU 

1 .25 

41  0 

IQ  ^ 

0  0 

20/22 

T.  ROWE  PRICE  NEW  AMERICA  GROWTH  X  AVG 

Growth 

1028.2 

59 

nu  lUdu 

1.14 

44.3 

42.4 

0  0 

T.  ROWE  PRICE  NEW  ASIA 

Pacific 

1880.3 

-5 

No  load 

1.15 

3.8 

3.4 

1.1 

1 1/2 

T.  ROWE  PRICE  NEW  ERA  X 

Natural  resources 

1090.4 

1 1 

Nn  Innri 

llU  lUdU 

0.80 

20.8 

18.4 

2  0 

8/1 

T.  ROWE  PRICE  NEW  HORIZONS 

^m^ll  rnmn^nu 

2854.5 

73 

Nn  In^fl 

0.93 

55.4 

50.9 

0  0 

0/3 

T.  ROWE  PRICE  OTC  SECURITIES 

^itiaII  rnmn^nu 
oiiiciii  ifUiiipciiiy 

278.6 

42 

Nn  In^tri 

1.11 

n  7 

38/9 

T.  ROWE  PRICE  SCIENCE  &  TECH. 

•A  A 

Tprhnnlnau 

2285.3 

1 50 

Nn  Insri 

llU  lUdU 

1.1 1 

55.5 

49.7 

n  n 
u.u 

01 1* 

T.  ROWE  PRICE  SMALL-CAP  VALUE 

AAA 

Small  company 

936.4 

129 

No  load 

0.97 

29.3 

27.6 

1.1 

54/9 

T.  ROWE  PRICE  SPECTRUM  GROWTH 

AA 

Growth 

1 358.3 

54 

Nn  In^ri 

IIU  lUoU 

0.00 

30.0 

27.5 

1  5 

1 47 /22 

T.  ROWE  PRICE  SPECTRUM  INCOME 

AAA 

AssGt  allocation 

986.7 

58 

No  load 

0.00 

19.4 

17.0 

6.3 

29/3^ 

BBIkl^AD   ^  A  BIT  A  I      A            I  ■■■■■■    ATIA&I    A  B 

PRINCOR  CAPITAL  ACCUMULATION  A  <L 

A 

Growth 

364.1 

30 

4.75 

0.83t 

1  7 

1 26/22 

PRINCOR  EMERGING  GROWTH  A 

A  A 

Maximum  growth 

1 62.7 

72 

4.75 

1 .74t 

34.2 

33.2 

0  4 

23/3^ 

PRINCOR  GROWTH  A 

AA 

Growth 

188.8 

61 

4.75 

1.30t 

33.5 

32.0 

0.9 

1 08/22 

PRINCOR  WORLD  A 

AA 

Forsign 

132.1 

19 

4.75 

1 .741 

11.6 

9.8 

1  0 

22/61 

PRUDENTIAL  ALLOCATION  BAL.  B  (WW) 

AVG 

Ass6t  allocation 

441 .8 

3 

5.00** 

1 .97 1 

16.7 

14.7 

2  0 

31/3^ 

PRUDENTIAL  ALLOCATION  STRATEGY  B 

AVG 

AssGt  allocation 

268.9 

-16 

5.00** 

2.08t 

oil 

ISC 

1 .6 

25/3*! 

PRUDENTIAL  EQUITY  B 

A 

Growth 

2148.4 

g 

5.00** 

1.751 

30.6 

28.8 

0.9 

1 40/22 

PRUDENTIAL  EQUITY-INCOME  B 

A 

Equity-income 

935.9 

2 

5.00** 

1.85t 

20.7 

18.3 

2.4 

33/3^ 

PRUDENTIAL  EUROPE  GROWTH  B 

Europo 

123.1 

1 8 

5.00** 

1 .59t 

16.5 

16.5 

0-0 

7/1 

PRUDENTIAL  GLOBAL  B 

World 

263.2 

-30 

5.00** 

2.24t 

14.2 

12.6 

0.0 

24/4 

PRUDENTIAL  GLOBAL  GENESIS  B 

A  A 

World 

148.5 

-1 7 

5.00** 

2.17T 

Q  R 

Q  1 

0  5 

34/4 

PRUDENTIAL  GROWTH  OPPORTUNITY  B 

AVG 

Small  company 

346.2 

-1 1 

5.00** 

2.08t 

23.3 

21.6 

0.0 

74/gc 

PRUDENTIAL  MULTI-SECTOR  B 

AVG 

Growth 

240.0 

40 

5.00** 

2.19t 

19.8 

15.9 

0.2 

225/22S 

PRUDENTIAL  PACIFIC  GROWTH  B 

348.8 

-15 

5.00** 

2.33t 

4.7 

4.3 

0.0 

8/21 

PRUDENTIAL  UTILITY  B 

AVG 

2356.6 

-33 

5.00** 

1 .63t 

24.8 

23.3 

2  2 

2Q/2i 

m  ■  VLI  A  AA    A^IA    nA^IVTI^    ^B#^l*fTLI  A 

PUTNAM  ASIA  PACIFIC  GROWTH  A 

Par  if  ir 

163.1 

5 

5.75 

1 .531 

9  ft 

1  4 

4.5 

1 5/21 

PUTNAM  ASSET  ALLOC:  BALANCED  A 

Multi-assBt  global 

1 91 .8 

151 

5.75 

NAt 

24.1 

22.0 

2.9 

4/tl 

PUTNAM  ASSET  ALLOC:  GROWTH  A 

Multi-asset  global 

141.9 

147 

5.75 

NAt 

25.8 

24.2 

1.8 

2/li 

PUTNAM  BALANCED  RETIREMENT  A  (xx) 

A 

Balanced 

482.2 

5.75 

1 .08t 

27.0 

24.7 

4.4 

20/5 

PUTNAM  CAPITAL  APPRECIATION  A 

Growth 

1 25.3 

237 

5.75 

1.13t 

34.5 

33.4 

0.9 

93/22' 

PUTNAM  DIVERSIFIED  EQUITY  B 

nrnu/th 

Ul  UVVlll 

1 35.9 

1 16 

5.00** 

1 .45t 

Oft  1 

•5(5  T 
.CO.  / 

0.5 

1 7 1  /22! 

PUTNAM  EQUITY  INCOME  A 

A 

Fnii  itu-inrnmp 

ti{Ulljf  lllL>UIIIC 

402.7 

31 

5.75 

1 .04t 

34.6 

33.5 

2.9 

3/3 

PUTNAM  EUROPE  GROWTH  A 

A 

Europe 

99.6 

19 

5.75 

1.38t 

21.2 

20.3 

0.0 

4/1 

PUTNAM  FUND  FOR  GROWTH  &  INC.  A 

A 

Growth/income 

8610.6 

47 

5.75 

0.95t 

36.5 

33.9 

2.4 

24/131 

PUTNAM  GLOBAL  GROWTH  A 

World 

1785.5 

21 

5.75 

1 .33t 

14.8 

13.0 

1 .7 

22/4 

PUTNAM  GROWTH  &  INCOME  II  B 

firnu/th/inrnmp 

Ul  UVVlll/ llluUIIIC 

296.0 

NM 

5.00** 

NAt 

1 .2 

60/13 

PUTNAM  HEALTH  SCIENCES  A 

Hpslth  rarp 

riCallll  If  al  C 

1 140.6 

44 

5.75 

1.12t 

47.0 

45.9 

0.6 

- 

PUTNAM  INVESTORS  A 

AVG 

Growth 

1022.2 

33 

5.75 

0.99t 

37.5 

32.8 

0.9 

51/22 

PUTNAM  NATURAL  RESOURCES  A 

♦  AA 

Nntiir:)!  rpcniirrpc 
naiLiiai  louuiLrC^ 

1 52.3 

29 

5.75 

1 .1 3t 

24.7 

23.8 

2.0 

5/1 

PUTNAM  NEW  OPPORTUNITIES  A 

AA 

Ul  U  will 

2363.0 

157 

5.75 

1 .1 3t 

46.2 

46.2 

0.0 

7/22 

PUTNAM  OTC  EMERGING  GROWTH  A 

AVG 

Olllall  UUIII^aliy 

997.9 

95 

5.75 

1 .14t 

□  1 .0 

0.0 

5/9 

PUTNAM  PREFERRED  INCOME  A  (yy)  ^ 

AA 

Fniiitu.inrnmp 
ti|UiiyiiiifUiiic 

1 15.1 

Q 

3.25 

0.81 

16.6 

14.9 

6.2 

34/3 

PUTNAM  UTILITIES  GROWTH  &  INC.  A 

AVG 

utilities 

629.4 

21 

5.75 

1.08t 

31.1 

29.4 

4.2 

8/2 

PUTNAM  VISTA  A 

A 

Hrowth 

Ul  U  will 

996.3 

46 

5.75 

1 .07 1 

39.4 

36.0 

0.0 

29/22j 

PUTNAM  VOYAGER  A 

A 

M^yimiim  ornu/th 
iviaAiiiiu III      u will 

5986.2 

73 

5.75 

1 .07t 

40.2 

38.1 

0.0 

9/3 

REICH  &  TANG  EQUITY  X 

AA 

Growth 

109.5 

1 8 

Nn  Inart 

IIU  lUdU 

1  171 

1.1 

168/22 

RIGHTIME  X 

A 

f«rnuuth/i  nrnmp 

UlUWlll/llllfUIMC 

1 55.4 

g 

IIU  lUdU 

2.51 1 

26.9 

25.3 

1.9 

120/13 

RIGHTIME  BLUE  CHIP 

A 

Growth/income 

254.1 

15 

4.75 

2.22t 

29.0 

27.7 

0.8 

107/13 

ROBERTSON  STEPHENS  CONTRARIAN 

Miilti.sccpt  olnh^l 

IVIUIll  dooCl  glUUdl 

508  4 

5 

0.50* 

2.46t 

30.9 

30.9 

0.0 

1/1 

ROBERTSON  STEPHENS  EMERGING  GRTH.»»» 

Small  company 

1 58.5 

-10 

0.50* 

1 .56t 

20.3 

17.7 

0.0 

82/S 

ROBERTSON  STEPHENS  VALUE  '  GRTH. 

Ul  UWll  1 

1 144.4 

764 

0.50* 

1.68 

42.7 

AO  1 

0.0 

14/2/ 

ROYCE  MICRO-CAP 

olndll  UUnipdliy 

97  5 

264 

1  00* 

1  99 

19.1 

18.3 

0.0 

88/S 

ROYCE  PREMIER 

Small  company 

302.1 

49 

1.00* 

1.38 

17.8 

15.6 

1.2 

94/S 

ROYCE  VALUE  X 

A 

oiiidii  uunipdiiy 

166  8 

0 

1 .00* 

1 .80t 

18.7 

16.3 

0.5 

RYDEX  NOVA 

Mavimiim  orrtu/th 
■via  Aim  Ulll  gl  UWlll 

222  5 

281 

Nn  Inari 

IIU  lUaU 

1 .43 

50.4 

47.9 

1 .6 

J/. 

RYDEX  URSA 

Hd^cl  dllULidUUn 

117  9 

-1 7 

nu  lUdu 

1  39 

-20.1 

—20.7 

2  5 

34A 

SAFECO  EQUITY  A 

A 

rn  wt  h /i  n  rn  m  p 

UIUWIII/MIUUIIIC 

61 9.8 

38 

Nn  Inart 

IIU  lUdU 

0.84 

25.3 

21.5 

2,1 

127/1! 

SAFECO  GROWTH 

AA 

Small  company 

183.0 

22 

No  load 

0.98 

26.1 

16.8 

0.3 

68/!) 

SAFECO  INCOME  X 

AA 

Fniiitu.inpnmo 
ClfUKyillLUIIlC 

229  6 

27 

Nn  Inarl 

IIU  lUdU 

0.87 

30.4 

27.2 

4.0 

15/1 1 

SALOMON  BROS.  CAPITAL  A 

AA 

UF  UWUI 

97  3 

_] 

Mn  Irt^H 
riu  lUdu 

1  30 

34.8 

30.8 

0.7 

87/21 1 

SALOMON  BROS.  INVESTORS  O  A 

AVG 

Growth/income 

385  5 

Nn  Inarit 
nu  lUdU-t- 

0  69 

35  0 

31  4 

1.2 

45/1 !  1 

SALOMON  BROS.  OPPORTUNITY  X 

AA 

Ul  U  will 

1 33.2 

16 

Nn  Inari 

IIU  lUdU 

1 .22 

35.1 

33.3 

1 .3 

82/21 1 

SBSF  X 

A 

Growth/income 

1 16.9 

8 

No  load 

1.23t 

32.6 

28.1 

0.7 

64/1  i  1^ 

SCHWAB  1000 

Growth/income 

1063.4 

92 

0.50* 

0.54 

36.6 

36.0 

1.4 

21/1.' j' 

SCHWAB  INTERNATIONAL  INDEX  & 

Foreign 

195.9 

42 

0.75* 

0.85 

14.2 

13.8 

1.1 

12/, 

SCHWAB  SMALL  CAP  INDEX  >^ 

Small  company 

138.5 

96 

0.50* 

0.68 

27.7 

27.5 

0.5 

61/, 

SCOUT  STOCK  (zz)  X 

A 

Growth/income 

146.4 

21 

No  load 

0.86 

19.7 

16.5 

2.9 

135/1  1 

*lncludes  redemption  fee.  **lnclijdes  deferred  sales  charge.  tl2(b)-l  plan  in  effect.  (Not  currently  accepting  new  accounts.  §Less  than  0.5%  of  assets,  NA=:Not  available.  NM=Not  mea 
(ww)  Formerly  Prudential  Allocation  Conserv.  Mgd.  B.(xx)  Formerly  Putnam  Managed  Income  A.{yy)  Formerly  Putnam  Corporate  Asset. (zz)  Formerly  UMB  Stock. 
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Equity  Funds 


:  ANNUAL  TOTAL  RETURNS  (%) 

TREND 

PORTFOLIO  DATA 

RISK 

TELEPHONE 

iS           5  YEARS 

10  YEARS 

BW  10-YEAR 

TURNOVER 

%CASH 

P-E 

STYLE 

UNTAXED 

LARGEST  HOLDING 

TOLL-FREE 

IN-STATE 

;rtax  pretax  aftertax 

PRETAX  AFTERTAX 

ANALYSIS 

RATIO 

GAINS  (%) 

COMPANY  (%  ASSETS) 

(800) 

t.4  11.6 

10.2 

14.9 

11.6 

KB 

Low 

g 

26 

LB 

1 1 

Wolters  Kluwer(2) 

High 

638-5660 

MD 

410-547-2308 

1.8 

1  i  1  u 

7 

42 

LB 

-7 

Kyocera(4) 

638-5660 

MD 

410-547-2308 

not  r3t6d 

1  1  1  1  1 

7 

20 

^9 

Telefonos  de  Mexico  L  (ADR)(8) 

638-5660 

1  A 

rrru 

Average 

12 

28 

MG 

25 

First  Financial  Management(3) 

638-5660 

MD 

410-547-2308 

I.U  Z£..0 

21  8 

1 5.3 

14.2 

Low 

3 

28 

MG 

39 

cue  lnternational(4) 

High 

638-5660 

MD 

410-547-2308 

1.0  14.8 

13.5 

HVcldgt; 

4 

1 9 

MB 

-5 

Hutchison  Whampoa(4) 

Very  high 

638-5660 

MD 

410-547-2308 

.5  11.4 

9.3 

1 1.4 

8.7 

3 

24 

LB 

29 

Wal-Mart  Stores(5) 

Average 

638-5660 

MD 

410-547-2308 

)  0      26  2 

22  9 

1 4  5 

1 1 .4 

□□■ 

HVcldgc 

3 

33 

MG 

40 

Paychex(3) 

High 

638-5660 

MD 

410-547-2308 

12      20  2 

16.1 

10.7 

7.3 

Average 

13 

22 

SB 

35 

Selective  Insurance  Group(2) 

Average 

638-5660 

MD 

410-547-2308 

'5      33  6 

30.9 

High 

6 

38 

MG 

37 

First  Financial  Management(5) 

High 

638-5660 

MD 

410-547-2308 

1.6  20.6 

19.1 

Low 

23 

19 

SV 

22 

Electro  Rent(2) 

Very  low 

638-5660 

MD 

410-547-2308 

1.5  17.3 

15.1 

CEfii 

Low 

0 

25 

LB 

17 

T.  Rowe  Price  Growth  Stock(23) 

Low 

638-5660 

MD 

410-547-2308 

f  2  11.2 

8.6 

rrm 

Low 

12 

18 

LV 

3 

T.  Rowe  Price  New  lnconie(28) 

Very  low 

638-5660 

MD 

410-547-2308 

1.3  16.3 

14.2 

1 1.7 

9.1 

y 

Low 

2 

20 

LB 

21 

General  Electric(3) 

Low 

451-5447 

lA 

515-247-6833 

i.4  22.2 

21 .6 

□□■ 

Very  low 

12 

24 

SB 

30 

Boston  Scientiflc(4) 

Average 

451-5447 

lA 

515-247-6833 

!.5  20.6 

19.2 

14.6 

12.6 

Very  low 

5 

26 

LG 

34 

Boston  Scientiflc(4) 

Average 

451-5447 

lA 

515-247-6833 

1.6  12.4 

1 1.4 

1 1.2 

8.3 

■n-g 

Very  low 

5 

13 

MV 

16 

Unilever(2) 

High 

451-5447 

lA 

515-247-6833 

1 8  10.7 

8.6 

I'm  1 

\lr*T\i  hroh 
V CI  y  1 1  igii 

32 

23 

MB 

13 

SunAmerica(2) 

Low 

225-1852 

'.1  10.8 

8.7 

Very  high 

2 

23 

MB 

19 

SunAmerica(2) 

Low 

225-1852 

i.4  17.5 

1 5.6 

14.1 

1 1.8 

Very  low 

12 

18 

LV 

31 

Scott  Paper(4) 

Average 

225-1852 

1.9  14.5 

12.4 

Aver3ge 

8 

22 

MV 

8 

McOermott  InternationalO) 

Low 

225-1852 

not  rated 

LLLU 

Very  low 

]  1 

19 

MG 

14 

Sldel(5) 

225-1852 

12  11.2 

10.8 

10.4 

9.4 

wrra 

HVCI  dgC 

3 

24 

LG 

37 

Samsung  Electronics(2) 

High 

225-1852 

i.6  13.0 

12.9 

LLLld 

Average 

19 

22 

SG 

15 

Sidel(3) 

High 

225-1852 

1.2  18.6 

16.4 

i  1.9 

10.0 

LLJU 

Average 

11 

19 

SV 

17 

Precision  Castparts(5) 

Average 

225-1852 

.2  14.0 

11.3 

nsm 

Hicrh 

g 

22 

MB 

12 

SunAmerica(3) 

Average 

225-1852 

i.7 

1  n  u 

5 

25 

LB 

8 

Western  Mining(5) 

225-1852 

.8  11.3 

9.6 

12.6 

10.1 

vci  y  luw 

2 

1 7 

MV 

22 

Sonat(3) 

Low 

225-1852 

'.9 

[±LM 

Average 

4 

29 

LB 

1 

United  Overseas  Bank(2) 

225-1581 

not  rated 

1 1 1 1 1 

2 

21 

LB 

10 

Philip  Morris(l) 

225-1581 

MA 

617-292-1000 

not  rated 

[hu 

2 

21 

MB 

1 1 

Philip  Morrisd) 

225-1581 

MA 

617-292-1000 

1.1  14.3 

1 1.7 

10.6 

6.9 

'III' 

Hiph 

2 

18 

LV 

9 

Exxon(l) 

Very  low 

225-1581 

MA 

617-292-1000 

not  rated 

LLLU 

VCI  y  luw 

4 

1 9 

MB 

16 

General  Electric(2) 

225-1581 

MA 

617-292-1000 

not  rated 

cm] 

Average 

4 

24 

MB 

15 

Bear  Stearnsd) 

225-1581 

MA 

617-292-1000 

i.7  15.9 

14.4 

1 1.0 

7.5 

fT"M 

Average 

3 

18 

LV 

-16 

J.  P.  Morgan(2) 

Low 

225-1581 

MA 

617-292-1000 

1.6  13.8 

13.0 

rn~m 

HVCI  ugC 

0 

16 

MV 

21 

Repsol(3) 

Average 

225-1581 

MA 

617-292-1000 

1.6  15.7 

13.3 

14.6 

10.8 

nvci  agc 

g 

18 

LB 

18 

Philip  Morris(3) 

Low 

225-1581 

MA 

617-292-1000 

1.3  12.2 

1 1.2 

12.4 

10.5 

g 

24 

L8 

13 

Veba(l) 

Average 

225-1581 

MA 

617-292-1000 

not  rated 

1  1  1  I  1 

3 

18 

LB 

Eastman  Kodak(3) 

225-1581 

MA 

617-242-1000 

1.4  17.6 

16.2 

17.4 

15.1 

Low 

4 

27 

LG 

42 

Johnson  &  Johnson(6) 

High 

225-1581 

MA 

617-292-1000 

:.1  16.7 

12.8 

13.8 

9.0 

High 

4 

22 

LB 

28 

IBM(2) 

Average 

225-1581 

MA 

617-292-1000 

1.6  9.5 

7.3 

9.9 

8.0 

UUJ 

Average 

2 

21 

LV 

5 

Exxon(6) 

High 

225  1581 

MA 

617-292-1000 

1.8  33.4 

32.9 

Average 

7 

37 

MG 

29 

America  0nline(2) 

High 

225-1581 

MA 

617-292-1000 

;.9  27.3 

24.5 

18.8 

16.6 

High 

5 

42 

MG 

41 

US  Robotics(5) 

High 

225-1581 

MA 

617-292-1000 

1.8  10.9 

8.5 

7.8 

4.7 

Low 

6 

22 

MB 

-54 

Kmartd) 

Very  low 

225-1581 

MA 

617-292-1000 

1.7  11.3 

9.3 

LLLU 

High 

3 

20 

LV 

8 

Sprint(5) 

Low 

225-1581 

MA 

617-292-1000 

>.5  20.6 

17.7 

15.7 

12.4 

High 

g 

28 

MG 

28 

DSC  Communlcations(2) 

Average 

225-1581 

MA 

617-292-1000 

.1  22.4 

20.9 

18.3 

15.7 

mm 

Average 

2 

31 

MG 

32 

Tele-Communications  CI  A(2) 

Average 

225-1581 

MA 

617-292-1000 

1.5  16.4 

13.5 

13.4 

10.2 

Low 

8 

22 

MB 

29 

Corning(4) 

Low 

676-6779 

NY 

212-830-5220 

1.9  13.4 

10.7 

10.8 

8.5 

U_LU 

Very  low 

0 

25 

LG 

17 

Fidelity  Magellan(7) 

Low 

242-1421 

PA 

215-887-8111 

1.8  12.6 

11.0 

Ly^ 

VCI  y  luw 

0 

20 

LB 

15 

General  Electric(2) 

Very  low 

242-1421 

PA 

215-887-8111 

not  rated 

1 1 1  y 

MVCI  ugC 

26 

26 

SB 

7 

Diamond  Fields  Res  (Canada)(25) 

766-3863 

CA 

415-781-9700 

1.7  )6.6 

14.9 

Very  high 

16 

34 

SG 

22 

PacifiCare  Health  Sys  CI  B(3) 

Very  high 

766-3863 

CA 

415-781-9700 

1.3 

rmi 

Very  high 

1 

28 

MG 

24 

Applied  Materials(6) 

766-3863 

CA 

415-781-9700 

t.4 

[AIM 

Average 

15 

16 

SV 

9 

Conso  Products(2) 

221-4268 

NY 

212-355-7311 

.9 

1  I'T'U 

HVCI  <lgC 

]  7 

17 

SV 

12 

Comdisco(2) 

221-4268 

NY 

212-355-7311 

i.9  144 

12.5 

10.0 

7.6 

U  M  1 

5 

18 

SV 

33 

Alleghanyd ) 

Low 

221-4268 

NY 

212-355-731 1 

not  rated 

rrm 

Very  low 

0 

NA 

19 

S  &  P  500  Futures  450(8) 

820-0888 

MD 

301-652-4402 

not  rated 

irm 

Very  low 

0 

NA 

-1 1 

S&P  500  Sept  575  (Put)() 

820-0888 

MD 

301-652-4402 

1.0  20.3 

17.8 

15.4 

12.2 

Average 

4 

18 

LV 

18 

Philip  Morris(5) 

Average 

426-6730 

WA 

206-545-5530 

1.5  19.0 

15.6 

12.4 

9.0 

oai 

Hiali 

3 

19 

SV 

13 

Canandalgua  Wine  CI  A(10) 

Very  high 

426-6730 

WA 

206-545-5530 

.1  14.8 

1 2.8 

1 1 .0 

8.6 

1,1 

3 

18 

LV 

20 

GTE(4) 

Low 

426-6730 

WA 

206-545-5530 

M  13.6 

11.1 

10.2 

7.2 

U  U  1 

Hioh 

1 0 

19 

LV 

19 

Stop  &  Shop(3) 

High 

725-6666 

NY 

212-783-2081 

.5  16.5 

12.6 

12.6 

8.5 

Average 

6 

19 

LV 

29 

Stop  &  Shop(4) 

Average 

725-6666 

NY 

212-783-1301 

1.4  18.0 

16.3 

12.3 

9.9 

Very  low 

10 

15 

LV 

55 

Chubbdl) 

Low 

725-6666 

NY 

212-783-1301 

.2  13.9 

10.4 

11.8 

8.8 

1  ■  y 

Average 

5 

24 

MV 

26 

American  International  Group(8) 

Low 

422-7273 

NY 

212-903-1200 

1.7 

M  1  U 

Very  low 

1 

21 

LB 

24 

General  Electrlc(2) 

526-8600 

not  rated 

1  1  1  1  1 

Very  low 

1 

30 

LB 

11 

Royal  Dutch  Petroleum  (Br)(2) 

526-8600 

not  rated 

rrm 

Low 

1 

23 

SB 

15 

Hillhaven§ 

526-8600 

1.1  12.7 

10.5 

11.1 

8.4 

Average 

26 

21 

MV 

13 

AT&T(1) 

Low 

422-2766 

MO 

816-471-5200 

DATA:  MORNINGSTAR,  INC.,  CHICAGO.  IL. 
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MUTUAL  FUND  SCOREBOARD 


FUND  RATING 

OBJECTIVE 

SIZE 

FEES 

1995  RETURNS  (%) 

ASSETS 

%  CHG. 

SALES 

PRE- 

AFTER- 

RANK WITHI 

$MIL. 

1994-5 

LHAKbt  { /o) 

KAIIU  (%) 

TAX 

TAX 

YIELD 

OBJECTIVE 

SCUDDER  CAPITAL  GROWTH  9 

Growth 

1565.1 

21 

No  load 

0.97 

31.6 

26.2 

0.3 

130/229 

SCUDDER  DEVELOPMENT 

Sinail  company 

877.2 

46 

No  load 

1 .32 

50.7 

46.6 

0.0 

7/99 

SCUDDER  GLOBAL 

AVG 

worm 

1 27 1 .9 

14 

No  load 

1 .38 

20.5 

19.2 

0.9 

10/41 

SCUDDER  GLOBAL  SMALL  COMPANY 

worio 

253.1 

8 

No  load 

1 .70 

17.8 

16.6 

1.1 

14/41 

SCUDDER  GOLD 

Precious  metals 

1 1 7.0 

-10 

No  load 

1 .65 

1 3.2 

8.7 

8.9 

2/15 

SCUDDER  GROWTH  &  INCOME 

Growth/income 

3068.0 

54 

No  load 

0.86 

31.2 

29.3 

2.7 

80/138 

SCUDDER  INTERNATIONAL 

Foreign 

2352.0 

4 

No  load 

1.19 

12.2 

11.1 

0.9 

18/66 

SCUDDER  LATIN  AMERICA 

Foreign 

514.9 

-21 

2.00* 

2.01 

-9.8 

-10.1 

0.9 

61/66 

SCUDDER  PACIFIC  OPPORTUNITIES 

Pacific 

378.0 

-10 

No  load 

1 .81 

1.3 

1.1 

0.6 

17/22 

SCUDDER  QUALITY  GROWTH  A 

Growth 

1 85.8 

65 

No  load 

1 .25 

32.5 

31.0 

0.7 

1 20/229 

SEAFIRST  RETIREMENT  ASSET  ALLOC. 

Asset  allocation 

147.1 

2 

No  load 

0.78 

26.5 

23.0 

3.1 

12/34 

SEAFIRST  RETIREMENT  BLUE  CHIP  ^i. 

AVG 

Growth 

181 .5 

27 

NO  load 

0.82 

35.7 

32.3 

1 .4 

7 1  /229 

SECURITY  EQUITY  A  X 

AVG 

Growth 

478.5 

37 

5.75 

1 .06 

38.4 

35.4 

0.9 

37/229 

SELECTED  AMERICAN 

Growth/income 

925.0 

75 

No  load 

1 .26t 

38.1 

37.2 

1 .2 

5/138 

SELIGMAN  CAPITAL  A 

Maximum  growth 

2 1 5.7 

33 

4.75 

1.13t 

37.3 

32.4 

0.0 

12/34 

SELIGMAN  COMMON  STOCK  A 

AVG 

Growth/income 

814.4 

20 

4.75 

0.85t 

28.2 

25.0 

2.4 

112/138 

SELIGMAN  COMMUNICATIONS  &  INFO.  A 

♦ 

Technology 

1 940.7 

531 

4.75$ 

1 .65t 

43.4 

40.2 

0.0 

1 1/14 

SELIGMAN  FRONTIER  A  &L 

AVG 

Smalt  company 

335.3 

421 

4.75 

1 .43t 

36.4 

35.1 

0.0 

29/93 

SELIGMAN  GROWTH  A 

Growth 

597.5 

1 6 

4.75 

0.90t 

28.5 

24.7 

0.2 

1 60/229 

SELIGMAN  HENDERSON  GLOB.  SM.  CO.  A 

World 

1 18.6 

145 

4.75 

1 .92t 

25.8 

23.4 

0.0 

2/41 

SELIGMAN  HENDERSON  GLOB.  TECH.  A 

Technology 

472.1 

655 

4.75 

2.00t 

45.1 

42.4 

0.2 

9/14 

SELIGMAN  INCOME  A 

Asset  allocation 

3 1 8.3 

1  1 

4.75 

1 .02t 

20.6 

18.1 

5.2 

27/34 

SENTINEL  BALANCED  X. 

* 

Balanced 

272.2 

1 9 

5.00 

1 .21 1 

25.2 

23.1 

3.4 

30/57 

SENTINEL  COMMON  STOCK 

AVG 

Growth/income 

1 069.7 

27 

5.00 

1 .02t 

34.4 

30.7 

2.0 

48/1 38 

SEQUOIA  X 

Growth 

2185.5 

41 

No  toadt 

1 .00 

41 .4 

41  2 

0.4 

16/229 

SEVEN  SEAS  MATRIX  EQUITY 

Growth 

211.5 

53 

No  load 

0.68t 

28.2 

23.9 

1.7 

167/229 

SEVEN  SEAS  S&P  500  INDEX 

Growth/income 

532.3 

76 

No  load 

0.1 9t 

36.4 

35.0 

1 .8 

27/1 38 

1784  GROWTH  &  INCOME 

Growth/income 

271 .4 

41 

No  load 

0.94t 

30.0 

29.6 

0.9 

98/1 38 

SIERRA  EMERGING  GROWTH  A 

-A- 

Small  company 

233.0 

59 

4.50 

1 .681 

32.2 

30.7 

0.0 

44/99 

SIERRA  GROWTH  &  INCOME  A 

Growth/income 

1 76.3 

1 6 

4.50 

1 .56t 

31.1 

28.2 

0.8 

81/138 

SIERRA  GROWTH  A 

Growth 

162.3 

33 

4.50 

1.76t 

36.2 

31.7 

0.0 

63/229 

SIFE  TRUST 

** 

Financial 

614.2 

50 

5.00 

0.94 

49.5 

43.5 

2.7 

2/7 

SIT  GROWTH  X 

Growth 

377. 1 

24 

No  load 

0.83 

33.6 

30.1 

0.0 

1 07/229 

SKYLINE  SPECIAL  EQUITIES 

Small  company 

175.5 

-1 3 

NO  loatii 

1 .49 

13.8 

12.0 

0.0 

97/95 

SMALLCAP  WORLD 

AVG 

World 

4765.7 

37 

5.75 

1 .1 3t 

22.7 

19.2 

0.9 

3/4 

SMITH  BARNEY  AGGRESSIVE  GROWTH  A 

Maximum  growth 

294.3 

69 

5.00 

1.37t 

35.8 

32.5 

0.0 

18/3i 

SMITH  BARNEY  APPRECIATION  A  X 

AVG 

Growth 

1902.2 

21 

5.00 

1 .021 

29.2 

25.8 

1 .5 

1  CO  /no 

SMITH  BARNEY  EQUITY  INCOME  A  (aaa)  X 

Growth/income 

614.0 

1 2 

5.00 

0.96t 

33.1 

29.3 

2.6 

57/138 

SMITH  BARNEY  FUNDAMENTAL  VALUE  B 

Growth 

568.3 

54 

5.00** 

2.06t 

27.1 

25.1 

1 .5 

1 83/229 

SMITH  BARNEY  GROWTH  &  INCOME  B 

Growth/income 

1 1 0.0 

22 

5.00** 

1 .901 

30.3 

29.2 

1 .1 

89/1 38 

SMITH  BARNEY  INTL.  EQUITY  A 

Foreign 

489.0 

6 

5.00 

1.35t 

2.6 

2.3 

1.1 

56/66 

SMITH  BARNEY  PREMIUM  TOTAL  RET.  B  . 

Equity-income 

1858.1 

33 

5.00** 

1 .66t 

21.9 

19.3 

7.0 

32/34 

SMITH  BARNEY  PRINCIPAL  RET  1998 

Balanced 

93.5 

3 

5.001 

1 .01 

20.2 

16.6 

5.1 

54/5") 

SMITH  BARNEY  SPECIAL  EQUITIES  B 

Small  company 

1 70.5 

81 

5.00** 

2.21 1 

62.2 

61.1 

0.0 

2/9S 

SMITH  BARNEY  STRAT.  INVESTORS  B  2^ 

Asset  allocation 

223.6 

5 

5.00** 

2.00t 

24.0 

22.3 

2.2 

18/3^ 

SMITH  BARNEY  TELECOMM.  GROWTH  B 

Communications 

155.4 

-16 

5.00** 

2.07t 

7.7 

7.2 

0.0 

V 

SMITH  BARNEY  UTILITIES  B 

AVG 

Utilities 

1675.7 

12 

5.00** 

1 .56t 

30.1 

28.2 

4.3 

12/21 

SOGEN  INTERNATIONAL  X 

Multi-asset  global 

2613.3 

43 

3.75 

1 .26t 

15.2 

13.2 

3.2 

15/11 

SOGEN  OVERSEAS 

Foreign 

542.7 

24 

3.75 

1 .401 

1 1.8 

10.2 

3.5 

21/61 

SOUTHTRUST  VULCAN  STOCK 

Growth 

172.0 

44 

5.50* 

0.48 

36.5 

34.7 

1 .6 

57/22 

STAGECOACH  ASSET  ALLOCATION  A 

* 

Asset  allocation 

1078.0 

20 

4.50 

0.84t 

29.2 

27.7 

35 

STAGECOACH  CORPORA*!;  STOCK 

AVG 

Growth/income 

327.2 

38 

No  load 

0.97t 

36.0 

34.8 

1 .4 

30/1 3f 

STAGECOACH  GROWTH  &  INCOME  A 

AVG 

Growth/income 

1 76.5 

55 

4.50 

1 .1 1 1 

28.9 

27.1 

1.1 

1 09/131 

STAGECOACH  LIFEPATH  2020  RET. 

Asset  allocation 

109.0 

89 

No  load 

1 .20t 

27.1 

25.6 

2.3 

1 1/3<  I 

STAGECOACH  LIFEPATH  2040  RET. 

Asset  allocation 

1 1 9.5 

1 54 

No  load 

1 .20t 

32.2 

30.7 

1 .2 

4/3*^ 

STAR  RELATIVE  VALUE 

Growth/income 

136.6 

75 

4.50 

1.15t 

35.7 

34.9 

1.8 

34/13 

STATE  ST.  RESEARCH  CAPITAL  APPR.  A  (bbb)  « 

Maximum  growth 

332.8 

30 

4.50 

1 .551 

31.2 

27.3 

0.0 

25/31 

STATE  ST.  RESEARCH  CAPITAL  B 

Maximum  growth 

231 .5 

187 

5.00** 

2.08t 

30.9 

27.9 

0.0 

26/*  J 

STATE  ST.  RESEARCH  INVESTMENT  B  (ccc)  & 

Growth/income 

165.5 

55 

5.00** 

1 .64t 

31.9 

28.0 

0.6 

68/131  ^ 

STATE  ST.  RESEARCH  MGD.  ASSETS  A  (cldd)  *■ 

Asset  allocation 

198.1 

1 1 

4.50 

1 .25t 

22.8 

21 .2 

2.6 

22/3'  ; 

STEINROE  CAPITAL  OPPORTUNITIES 

Maximum  growth 

332.5 

93 

No  load 

1.05 

50.8 

49.0 

0.0 

1/5  s 

STEINROE  GROWTH  STOCK  (eee) 

AVG 

Growth 

375.1 

24 

No  load 

0.99 

35.6 

32.3 

0.4 

74/22  ; 

STEINROE  INTERNATIONAL 

Foreign 

91 .2 

23 

No  toad 

1 .59 

3.9 

3.5 

1 .2 

53/G  g 

STEINROE  PRIME  EQUITIES 

*-* 

Growth/income 

151 .7 

25 

No  load 

0.96 

30.2 

26.6 

1 .6 

91/13  f 

STEINROE  SPECIAL 

AVG 

Growth 

1 133.9 

-3 

No  toad 

1 .02 

18.7 

16.1 

0.4 

2/D/22  ; 

STEINROE  TOTAL  RETURN  X 

* 

Equity-income 

227.5 

6 

No  load 

0.87 

22.7 

20.3 

4.1 

31/3  j 

STI  CLASSIC  CAPITAL  GROWTH  INV. 

Growth 

175.4 

16 

3.75 

1.80t 

30.3 

28.6 

0.4 

143/22  ) 

STI  CLASSIC  VALUE  INC.  STOCK  INV. 

Equity-income 

112.8 

53 

3.75 

1.30t 

35.5 

31.2 

2.3 

2/3  , 

STOCK  &  BOND 

Balanced 

136.9 

12 

No  load 

1.06 

25.1 

21.4 

3.3 

31/5  , 

STRATTON  iVIONTHLY  DIVIDEND  X 

AVG 

Equity-income 

128.7 

6 

No  load 

1.08 

23.4 

20.9 

7.1 

30/3  , 

'Includes  redemptic  '  fee.  '"Includes  deferred  sales  charge.  tl2(b)-l  plan  in  effect.  tNot  currently  accepting  new  accounts.  §Les5  than  0.5%  of  assets.  NA=Not  available.  NM=Not  mear 
(aaa)  Formerly  Smith  Ban  ev  Income  &  Growth  A.  (bbb)  Formerly  MetLife-State  St.  Research  Cap  Appr.  A.  (ccc)  Formerly  State  Street  investment  B.  (ddd)  Formerly  MetLife-State  St.  Re 
Mgd,  Assets  A.  (eee)  i  orn-  riy  SteinRoe  Stock. 
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Equity  Funds 


ANNUAL  TOTAL  RETURNS  (%)  TREND      PORTFOLIO  DATA   RISK  TELEPHONE 


5  YEARS 

10  YEARS 

BW  10-YEAR 

TURNOVER 

%CASH 

P-E 

STYLE 

UNTAXED 

LARGEST  HOLDING 

TOLL-FREE 

IN-STATE 

(TAX 

PRETAX  ARERTAX 

PRETAX 

AFTFRTAX 
fir  1 L  n  1  MA 

ANALYSIS 

RATIO 

GAINS  (%) 

COMPANY  (%  ASSETS) 

(800) 

4 

16.9 

14.1 

13.8 

10.7 

Av6r3g6 

c 

1 9 

LB 

26 

Hiph 

225-2470 

MA 

617-439-4640 

1 

21.2 

19.0 

14.5 

12.4 

AveragG 

2 

34 

CP 

ou 

lnformix(3) 

Vciy  (llgtl 

225-2470 

MA 

fi17-4?Q-4fi4n 

0 

13.1 

12.1 

Average 

D 

o 

26 

LB 

2 1 

RRP  Rrnwn  Rnupri  fRrW?^ 
ODU  OIUWII  DUVCII  VD'A<£7 

Average 

225-2470 

MA 

617-439-4640 

g 

1  1  1  Li 

Average 

1 1 

27 

SG 

20 

Atmel(4) 

225-2470 

MA 

617-439-4640 

2 

7.2 

5.8 

1  i  i  1  ; 

1  1  IH^^ 

Average 

2 

39 

SG 

4 

Stillwater  Mining  (144A)(6} 

Very  high 

225-2470 

MA 

617-439^*640 

5 

16.9 

14.8 

14.0 

10.6 

Average 

1 

—  1 

1  Q 

1  R 
LD 

on 
zu 

United  Technologies(z} 

225-2470 

MA 

617-439-4640 

9 

10.1 

9.0 

12.9 

10.2 

Average 

26 

LB 

20 

LfdllUII\  1  / 

Hiffh 
nigii 

225-2470 

MA 

617-439-4640 

0 

11  1  Li 

Low 

1  R 

ZD 

-22 

PprP7  n  RfS^ 

225-2470 

MA 

617-439-4640 

2 

1  1  1  u 

Average 

4 

23 

MG 

1 

PTT  Exploration/PrDduction(3) 

225-2470 

MA 

617-439-4640 

9 

1  1  1  M 

High 

4 

22 

LB 

19 

American  International  Group(3) 

225-2470 

MA 

617-439-4640 

5 

11.6 

9.8 

!  U_U' 

nign 

g 

20 

LB 

13 

Mntnrnl;)fO^ 

Uprv  Inw 

323-9919 

NY 

206-358-6234 

1 

15.2 

13.6 

Average 

3 

20 

LB 

22 

RpnprsI  Flprtrirfl^ 

UCIICIal  tlClflMljVu/ 

323-9919 

NY 

206-358-6234 

8 

18.2 

14.9 

15.0 

1 1.0 

Average 

21 

LB 

29 

Aupr^op 
nvci  dgc 

888-2461 

KS 

913-295-3127 

g 

16.9 

14.0 

1  O.  / 

1  n 

Low 

1 

18 

LV 

24 

lntel(4) 

Average 

243-1575 

NM 

505-983-4335 

7 

18.2 

14.5 

13  8 

10  6 

Average 

1 

25 

MG 

39 

lntel(4) 

High 

221-2783 

NY 

212-850-1864 

3 

14.7 

12.2 

12.5 

8.9 

1  '  1  1  1 

Average 

20 

LB 

31 

HVCI  age 

221-2783 

NY 

212-850-1864 

4 

36.6 

32.1 

23.0 

18.9 

Uirrh 

nIgn 

•1 
o 

zo 

MG 

27 

EMC(4) 

X/prv  hioh 

VCIJ  lllgll 

221-2783 

NY 

212-850-1864 

9 

26.2 

22.3 

16.6 

14.2 

Average 

g 

28 

SG 

1 2 

Pnonpvf  0\ 
l/UgliCXVZ/ 

Hioh 

221  -2783 

NY 

212-850-1864 

5 

15.1 

1 1.7 

1  1 

o.o 

High 

2 

24 

LG 

33 

lntel(3) 

Average 

221-2783 

NY 

212-850-1864 

6 

Mil 

Average 

8 

26 

SG 

18 

Altera(3} 

221-2450 

NY 

212-850-1864 

ot  rated 

MM! 

1    1    1    1  < 

1  ^ 

27 

MG 

23 

MIlCl  dVZ  / 

221-2450 

NY 

212-850-1864 

5 

15.1 

12.7 

10.3 

7.2 

1   !   W  ■ 

Average 

1 6 

LV 

g 

FPI  RrniinfU 

Very  low 

221-2783 

NY 

212-850-1864 

2 

11.6 

9.9 

10.7 

8.5 

Average 

1 9 

LV 

1 8 

Qp3rc  Rnphiirk/0^ 

Very  low 

VT 

802-229-3900 

9 

15.0 

12.8 

13  3 

10  7 

Very  low 

5 

19 

LB 

50 

Kiniberly-Clark(3) 

Average 

282-3863 

VT 

802-229-3900 

3 

20.4 

18.4 

1 S  4 

12  7 

Low 

3 

19 

MV 

47 

Berkshire  Hathaway(31) 

Low 

NY 

212-832-5280 

1 

1  M  U 

Uinh 

nign 

c 
•J 

1 0 

1  R 
LD 

^  ^ 

647-7327 

MA 

617-654-6089 

7 

M  1  y 

LJ — 1 — ■ 

Average 

n 
u 

zu 

LB 

1 6 

Ucllcldl  £.lcLlMl,VZ7 

647-7327 

MA 

617-6S4-6Q89 

ot  rated 

M  1  U 

MVci  dgc 

26 

LG 

21 

Hnmp  npnntf?) 

252-1784 

6 

21.0 

19.8 

□□■ 

Very  high 

2 

28 

SG 

22 

RP  Scherer(6) 

Average 

222-5852 

4 

13.9 

1 1.8 

LLLM 

Average 

3 

20 

LB 

14 

in(2) 

Average 

222-5852 

ot  rated 

!  M  ■ 

. 

Very  nign 

Q 

26 

MG 

25 

Actr:)  n  A  Frppfd.^ 
Malld  Ul  H  riCCVH/ 

590. "50152 

4 

25.5 

22.7 

14.3 

11.7 

Low 

e 
O 

1 H 

MV/ 
m  V 

Integra  Fin3ncial(3) 

HVct  dgc 

□  Z*T    /t  JO 

CA 

9 

18.5 

17.1 

14.7 

12.8 

Ave  rage 

34 

MG 

42 

nigii 

MN 

fil  2-314-5888 

1 

23.7 

20.1 

Average 

5 

16 

SV 

1 1 

PennCorp  Financial  Group(2) 

Average 

458-5222 

IL 

312-913-0900 

5 

17.1 

15.3 

MjM 

Average 

18 

24 

SG 

23 

Wisconsin  Central  Transport(l) 

Average 

421-4120 

CA 

213-486-9200 

1 

18.6 

17.6 

16.6 

14.7 

Average 

Q 
0 

ZD 

MG 

43 

UIHIUIIV  / ) 

Vciy  lllgll 

t  J  I  zu  1  u 

NY 

213-773-9718 

3 

13.3 

11.7 

13.4 

11.6 

Average 

14 

zu 

1  R 
LD 

OH 

CdMllldll  l\UUdlll*T/ 

4.^11. on  in 

NY 

717-77'?-9718 

5 

15.0 

12.6 

12.0 

9.2 

'I'll 

1 

19 

LV 

25 

Low 

451-2010 

NY 

212-723-9218 

B 

M  i  U 

High 

24 

17 

LV 

11 

American  Express(3) 

451-2010 

NY 

212-723-9218 

4 

1  M  U 

High 

4 

20 

LB 

21 

Hewlett-PacKard(3) 

451-2010 

NY 

212-723-9218 

3 

14.6 

13.6 

Low 

o 

Z3 

MG 

c. 
9 

Nnkia  PI  A^O^ 

Hioh 

1   £.KJ  1  U 

NY 

717.79?.Q71ft 

2 

15.1 

12.5 

12.1 

9.0 

Average 

1 2 

17 

LV 

1 5 

1  npuf 
LUcWdV*T/ 

4'51-?010 

NY 

21 2-773-921 8 

5 

M  '  U 

till — i 

Very  low 

— o 

on 
zu 

1  R 
LD 

1  R 

Ldbllildll  nuudKvz^ 

-onin 

NY 

ziz/zotjz  10 

B 

25.9 

25.6 

1 1  8 

10  8 

High 

8 

45 

MG 

43 

Baby  Superstore(7) 

Very  high 

451-2010 

NY 

212-723-9218 

5 

13.4 

10.8 

High 

12 

18 

LV 

13 

IBM(2) 

Low 

451-2010 

NY 

212-723-9218 

0 

i  M  Li 

3 

31 

MG 

g 

LM  CIIUaaUM  iClCpllUliC  VnU>>/VH/ 

NY 

717-773-9718 

2 

11.2 

9.1 

1  ■  1  ■ 

Low 

2 

14 

LV 

1 0 

Low 

4Ri-onin 

NY 

010-701-QOIfl 

9 

13.8 

12.2 

13.6 

10.8 

Very  low 

OA 
ZH 

CR 
OD 

1 

1  D 

Ddnn  lui  inii.  ocnicinciiibv  i  / 

Very  low 

ROR.nORO 
OZO'UZUZ 

NY 

oio.07R.RRnn 

Z  (  Z  Z  /  O'UOUU 

ot  rated 

'Mil 

Very  low 

3 

23 

MV 

7 

Bank  for  Intl.  Settlements  (Reg)(2} 

628-0252 

NY 

212-278-5800 

4 

[TEH 

Average 

10 

22 

LG 

14 

Mobil(4) 

239-7470 

6 

13.5 

11.7 

Lyd 

Average 

OQ 

on 
zu 

1  R 
LD 

1  0 
I  z 

General  Electricd) 

Very  low 

222-8222 

9 

15.2 

14.3 

13.4 

12.9 

Very  low 

20 

LB 

41 

ucllcldl  CIcLlllLVZj 

HVCI  dgc 

222-8222 

5 

14.6 

13.5 

!  1 — ■■H 

Average 

J 

20 

LB 

1 8 

nUUbCllUlU  IlliClfldllUlldlVO^ 

HVCI  a^C 

222-8222 

ot  rated 

{  1  M  I 

7 

22 

LB 

12 

Daimler-Benz  (ADRK1) 

222-8222 

ot  rated 

1  1  M  1 

1 

20 

LB 

14 

General  Electrjc(2) 

222-8222 

8 

M  i  y 

J — ! — 1 — H 

Low 

Q 

1 7 

LV 

20 

rruLici  w  udiim(cv*T^ 

oil  'OOD J 

PA 

R1  '^-Rfi7-'^1 14 

4 

24.5 

22.2 

t — i — 1 — H 

Very  high 

A 

•?n 

n3U 

IVIu 

in 
>>u 

Texas  lnstruments(6) 

Very  high 

RRO  nnso 

OOZ-UUuZ 

MA 

R1 7  1S7  7Rnn 

D 1  /  -  Jo / - / OUU 

ot  rated 

Very  high 

1  n 

OQ 
Z3 

MG 

g 

Texas  lnstrunients(6) 

RRO  nni^^o 
ooz-uu^z 

MA 

Ri7-Ti7-7flnn 

0  1  /  OU  /  -  /  OUU 

ot  rated 

M  !  U 

Low 

5 

22 

LB 

40 

Philip  Morrfs(3) 

882-0052 

MA 

617-357-7800 

2 

13.0 

11.1 

LLkLi 

High 

5 

25 

MB 

12 

Perkin-Elmer(l) 

Low 

882-0052 

MA 

617-357-7800 

9 

26.2 

25.9 

14.3 

12.4 

Average 

1 1 

(  1 

luir 

IVIu 

o3 

Average 

OOQ  ociRn 

JOO-Z33U 

T 1 0  ifiR  7flnn 

0  1  Z  ODO-  /  OUU 

2 

16.2 

13.6 

13.7 

11.0 

Low 

D 

Ofi 
ZD 

Lu 

oD 

Home  Depot(5) 

Average 

ooO-ZOOU 

T1 0  'iRfl  7Rnn 

OIZ-oOO-  /  OUU 

ot  rated 

M  M  i 
□EH 

Average 

-J 
1 

0^ 
Z3 

mV 

—J 

Jardine  Matheson  Holdings(3) 

oOtJ-ZOOU 

0  1  Z'ODO-  /  OUU 

4 

16.4 

14.3 

Average 

23 

19 

LB 

34 

FNMA(3) 

Low 

338-2550 

IL 

312-368-7800 

1 

16.1 

14.1 

14.7 

11.4 

Average 

5 

24 

MB 

31 

Allstate(4) 

Average 

338-2550 

312-368-7800 

6 

13.1 

10.6 

10.8 

7.7 

i  M  U 

Average 

5 

18 

LB 

21 

General  Electric(2) 

Low 

338-2550 

IL 

312-368-7800 

2 

High 

4 

20 

LB 

15 

General  Electric(2) 

428-6970 

ot  rated 

ill! 

High 

7 

19 

LB 

14 

Bristol-Myers  Squibb(2) 

428-6970 

8 

11.5 

9.4 

9.6 

7.0 

Average 

17 

17 

LV 

19 

DuPont(2) 

Very  low 

245-5040 

PA 

412-288-1900 

7 

11.5 

9.2 

8.7 

5.8 

Average 

3 

15 

MV 

-9 

Delmarva  Power  &  Light(5) 

Low 

634-5726 

PA 

610-941-0255 

DATA:  MORNINGSTAR,  INC.,  CHICAGO,  IL, 
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MUTUAL  FUND  SCOREBOARD 


FUND  RATING 

r 

199S  RETURNS  (%) 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

PRE- 

ARER- 

RANK  t> 

$MIL, 

1994-5 

CHARGE (%) 

RATIO  (%) 

TAX 

IMA 

YIELD 

CBJEC^ 

STRONG  AMERICAN  UTILITIES 

Utilities 

118.2 

212 

No  load 

0.50 

37.0 

35.9 

2.6 

1 

STRONG  ASSET  ALLOCATION  (fff) 

* 

Asset  allocation 

268.6 

8 

No  load 

1.20 

22.0 

18.6 

3.9 

23 

STRONG  COMMON  STOCK 

Small  company 

1061.0 

34 

No  loadt 

1.30 

32.4 

28.4 

0.5 

42 

STRONG  DISCOVERY 

♦ 

Maximum  growth 

599.1 

54 

No  load 

1.50 

34.8 

31.0 

0.5 

22 

9  1  KUnvi  uKUW  1  n 

Growth 

642.8 

506 

No  load 

1.60 

41  n 

*r  1  .U 

0.2 

21/; 

STRONG  INTERNATIONAL  STOCK 

Foreign 

214.7 

-17 

No  load 

1.70 

7.8 

7.0 

2.7 

45 

STRONG  OPPORTUNITY 

Growth 

1327.7 

65 

No  load 

1.40 

27.3 

25.4 

0.6 

Mir. 

STRONG  SCHAFER  VALUE  (ggg)  A. 

«"* 

Growth 

180.6 

152 

No  load 

1.48 

34.1 

32.7 

0.9 

100/; 

STRONG  TOTAL  RETURN 

AVG 

Growth/income 

709.0 

17 

No  load 

1.20 

27.0 

25.1 

1.2 

1 19/' 

CIIMAMrDI^A  DAI  Ah>f^CT\  AGCFTC  D 
9UPlMlVlE.lf A  DML.Arii«C.U  A99b  1  9  D 

Balanced 

169.0 

-3 

4.00** 

2.12t 

97  n 
^  /  .u 

1.3 

19 

SUNAMERICA  SMALL  COMPANY  GRTH.  A 

Small  company 

98.1 

135 

5.75 

1.57t 

50.2 

43.0 

0.0 

10 

TCW/DW  BALANCED 

Balanced 

102.2 

-19 

No  load 

2.1  It 

22.1 

21.8 

0.9 

48 

TCW/DW  CORE  EQUITY 

Growth 

758.0 

1 1 

5.00** 

1.96t 

24.5 

24.5 

0.0 

204/; 

TCW/DW  LATIN  AMERICAN  GROWTH 

Foreign 

234.1 

-33 

5.00** 

2.87t 

-20.3 

-20.3 

0.0 

64 

1  W W/U W  9IVIALL.  CAK  uKvlW  1  n 

Small  company 

132.7 

99 

5.00** 

2.57t 

DU.Z 

OU.Z 

0.0 

3 

TEMPLETON  DEVELOPING  MARKETS  1 

Emerging  markets 

2148.2 

7 

5.75 

2.1  It 

0.4 

-0.6 

1.5 

TEMPLETON  FOREIGN  1 

Foreign 

7312.5 

38 

5.75 

1.15t 

11.2 

9.1 

2.6 

28 

TEMPLETON  GLOBAL  OPPORT.  1 

World 

510.6 

7 

5.75 

1.53t 

12.8 

10.9 

1.5 

27 

TEMPLETON  GROWTH  1 

AVG 

World 

7307.7 

33 

5.75 

1.12t 

18.4 

15.1 

2.3 

13 

Tc.MPLE.IUN  KbAL  tsTAIt  !>C.(#a.  1 

Real  estate 

124.6 

-3 

5.75 

1.55t 

c  n 

D.U 

3. 1 

2.9 

TEMPLETON  SMALLER  COMPANY  GRTH.  1 

AVG 

World 

1407.2 

10 

5.75 

1.36t 

17.7 

13.3 

1.4 

16 

TEMPLETON  WORLD  1 

AVG 

World 

5987.9 

19 

5.75 

1.05t 

21.6 

17.0 

2.2 

6, 

THIRD  AVENUE  VALUE 

Growth 

328.6 

82 

No  load 

1.16 

31.7 

30.7 

1.8 

129/; 

TOWER  CAPITAL  APPRECIATION 

AVG 

Growth/income 

154.8 

21 

3.00 

1.25 

37.7 

35.4 

1.1 

7/t 

Growth 

163.7 

429 

No  load 

1.74 

ob.z 

0.8 

62/; 

TWEEDY  BROWNE  GLOBAL  VALUE 

World 

794.0 

43 

No  load 

1.65 

10.7 

10.2 

0.0 

31, 

TWENTIETH  CENTURY  BALANCED  INV. 

♦ 

Balanced 

839.8 

22 

No  load 

0.98 

21.4 

18.5 

2.7 

52 

TWENTIETH  CENTURY  EQUITY-INCOME 

Equity-income 

96.8 

306 

No  load 

1.00 

29.6 

25.8 

3.1 

17 

TWENTIETH  CENTURY  GIFTRUST  INV.  JL 

AVG 

Small  company 

603.2 

120 

No  load 

0.98 

38.3 

35.2 

0.0 

26; 

TWENTIETH  CENTURY  GROWTH  INV.  X 

Growth 

4849.0 

17 

No  load 

1.00 

20.3 

1 5.7 

0.3 

223/5 

TWENTIETH  CENTURY  HERITAGE  INV. 

Growth 

1026.1 

20 

No  load 

0.99 

26.7 

24.7 

0.4 

188/: 

TWENTIETH  CENTURY  INTL.  EMERGING  GRTH. 

Foreign 

121.2 

8 

2.00* 

2.00 

9.9 

9.7 

0.5 

32 

TWENTIETH  CENTURY  INTL.  EQUITY 

Foreign 

1258.4 

-1 

No  load 

1.84 

11.9 

11.9 

0.1 

20, 

TWENTIETH  CENTURY  SELECT  INV.  X 

Growth 

3982.8 

0 

No  load 

1.00 

22.7 

18.5 

0.7 

213/5 

TWENTIETH  CENTURY  ULTRA  INV.  X 

Maximum  growth 

14551.2 

48 

No  load 

1.00 

37.7 

35.9 

0.0 

lOi 

TWENTIETH  CENTURY  VALUE 

Growth/income 

652.5 

326 

No  load 

1.00 

32.8 

29.2 

2.1 

61/1 

TWENTIETH  CENTURY  VISTA  INV.  X 

Small  company 

1774.6 

116 

No  load 

0.98 

46.1 

43.5 

0.0 

16, 

UNITED  ACCUMULATIVE  A  X 

AVG 

Growth 

1206.3 

25 

5.75 

0.71 

34.5 

30.0 

1.2 

92/5 

UNITED  CONTINENTAL  INCOME  A 

Balanced 

493.2 

18 

5.75 

0.89t 

24.8 

22.4 

2.8 

36i 

UNITED  INCOME  A  X 

AVG 

Equity-income 

3974.4 

26 

5.75 

0.74t 

29.7 

28. 1 

1.2 

1& 

UNITED  INTERNATIONAL  GROWTH  A 

Foreign 

701.4 

10 

5.75 

1.25t 

8.1 

5.8 

0.7 

42/ 

UNITED  NEW  CONCEPTS  A 

Small  company 

450.2 

65 

5.75 

1.24t 

34.1 

33.0 

0.2 

35, 

UNITED  RETIREMENT  SHARES  A  • 

* 

Balanced 

576.4 

22 

5.75 

0.89t 

24.4 

21.5 

2.8 

37/ 

UNITED  SCIENCE  &  TECHNOLOGY  A  X 

Technology 

827.5 

67 

5.75 

0.96t 

55.6 

54.3 

0.0 

2 

UNITED  SERVICES  GOLD  SHARES 

Precious  metals 

175.4 

^0 

0.10* 

1.42 

-26.8 

-27.5 

3.1 

15/ 

UNITED  SERVICES  WORLD  GOLD 

Precious  metals 

184.8 

1 

0.10* 

1.55 

15.9 

15.9 

0.0 

1/ 

UNITED  VANGUARD  A 

Growth 

1257.7 

24 

5.75 

1.05t 

24.9 

22.9 

0.5 

201/2 

USAA  AGGRESSIVE  GROWTH 

Maximum  growth 

442.8 

56 

No  load 

0.86 

50.4 

47.9 

0.0 

2i 

USAA  CORNERSTONE  STRATEGY  (hhh)  X 

AVG 

Multi-asset  global 

949.7 

13 

No  load 

1.13 

18.4 

16.9 

3.0 

12; 

USAA  GOLD 

Precious  metals 

143.3 

-10 

No  load 

1.28 

4.0 

4.0 

0.1 

7/ 

USAA  GROWTH 

AVG 

Growth 

1067.8 

58 

No  load 

1.04 

32.1 

29.7 

1.5 

125/2 

USAA  GROWTH  &  INCOME 

Growth/income 

267.3 

78 

No  load 

1.01 

31.6 

30.5 

1.8 

74/1 

USAA  GROWTH  &  TAX  STRATEGY  (ill) 

* 

Balanced 

149.3 

20 

No  load 

0.80 

22.7 

21.2 

3.7 

46/ 

USAA  INCOME  X 

Asset  allocation 

1893.2 

17 

No  load 

0.41 

24.5 

22.1 

6.5 

15/ 

USAA  INCOME  STOCK 

* 

Equity-Income 

1585.5 

35 

No  load 

0.75 

28.6 

26. 1 

4.8 

19/ 

USAA  INTERNATIONAL 

Foreign 

351.4 

4 

No  load 

1.17 

8.3 

8.0 

0.4 

4a 

USAA  WORLD  GROWTH 

World 

223.6 

21 

No  load 

1.28 

12.8 

12.1 

0.6 

26/ 

VALUE  LINE 

Growth 

317.6 

16 

No  load 

0.82 

32.1 

29.5 

0.7 

124/2 

VALUE  LINE  INCOME 

AVG 

Equity-income 

144.3 

10 

No  load 

0.90 

26.2 

24.1 

3.3 

25/ 

VALUE  LINE  LEVERAGED  GROWTH  INV. 

Maximum  growth 

337.3 

27 

No  load 

0.89 

37.1 

33.1 

0.3 

13/ 

VALUE  LINE  SPECIAL  SITUATIONS 

Maximum  growth 

98.4 

9 

No  load 

1.10 

29.0 

21.1 

0.3 

28/ 

VAN  ECK  GOLD/RESOURCES  A 

Precious  metals 

156.1 

-17 

5.75 

1.52t 

4.3 

4.3 

0.0 

6/ 

VAN  ECK  INTL  INVESTORS  GOLD  A 

Precious  metals 

509.5 

-20 

5.75 

1.15 

-8.9 

-9.9 

0.8 

14, 

VAN  KAMPEN  AMER.  CAP  COMSTOCK  A  (jjj 

AVG 

Growth/income 

1078.2 

24 

5.75 

I.OIt 

36.2 

30.9 

1.6 

29/1 

VAN  KAMPEN  AMER.  CAP  EMRG.  GRTH.  A  (kkk)  « 

Small  company 

1153.6 

70 

6.75* 

1.18t 

44.6 

40.8 

0.0 

18/ 

VAN  KAMPEN  AMER.  CAP  ENTERPRISE  A  (III)  AVG 

Growth 

1025.2 

37 

5.75 

1.05t 

33.9 

28.5 

0.5 

102/2 

VAN  KAMPEN  AMER.  CAP  EQUITY-INC  B  (mmm) 

Equity-Income 

409.3 

69 

5.00** 

1.82t 

31.5 

28.9 

2.2 

13, 

VAN  KAMPEN  AMER.  CAP  GR.  &  INC.  A  (nnn)  « 

Growth/income 

399.2 

94 

5.75 

1.38t 

35.7 

32.7 

1.8 

33/i 

VAN  KAMPEN  AMER.  CAP  PACE  A  (ooo) 

Growth 

2428.4 

18 

5.75 

1.04t 

32.8 

27.3 

1.2 

116/2 

VAN  KAMPEN  AMER.  CAP  UTILITY  B  (ppp) 

Utilities 

100.1 

27 

4.00** 

2.06t 

24.4 

23.2 

3.3 

21/ 

'Includes  redemption  fee.  **lnclucles  deferred  sales  charge.  tl2(b)-l  plan  m  effect.  }Not  currently  accepting  new  accounts.  §Less  than  0.5%  of  assets.  NA=Not  available.  NM=Not  me; 
(fff)  Formerly  Strong  Investment,  (ggg)  Formerly  Schafer  Value,  (hhh)  Formerly  USAA  Cornerstone,  (in)  Formerly  USAA  Balanced,  (jij)  Formerly  American  Capital  Comstock  A.  (kkk) 
ly  American  Capital  Emerging  Growth  A.  (Ill)  Formerly  American  Capital  Enterprise  A.  (mmm)  Formerly  American  Capital  Equity-Income  B.  (nnn)  Formerly  American  Capital  Growth  & 
A. (ooo)  Formerly  American  Capital  Pace  A.  (ppp)  Formerly  Van  Kampen  Merritt  Utility  B- 
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Equity  Funds 


iE  ANNUAL  TOTAL  RETURNS  (%)  TREND      PORTFOLIO  DATA 


RISK 


TELEPHONE 


WS  5  YEARS  10  YEARS     BW  10-YEAR    TURNOVER    %CASH  P-E 

TERIAX    PRETAX  AFItRTAX    PRETAX  ARERTAX    ANALYSIS  RATIO 


STYLE  UNTAXED 
GAINS  (%) 


LARGEST  HOLDING 
COMPANY  (%  ASSETS) 


TOLL-FREE 
(800) 


IN-STATE 


8.6 
22.6 
17.9 


9.5  6.4 


rrm  High 

1^1  Very  high 

□IMI  Average 

CMBI  Very  high 

Mill  Very  high 


12 
4 

12 
5 
7 


17 
27 
23 
32 
36 


LV 
MG 
MB 
IVIG 
MG 


10 
1 1 
23 
17 
16 


AmeritechdO) 
lntergroup(2) 
Cirrus  Logic(2) 
IBM(5) 

Just  For  Feet(2) 


Very  low 
Average 
High 


368-1030 
368-1030 
368-1030 
368-1030 
368-1030 


414-359-1400 
414-359-1400 
414-359-1400 
414-359-1400 
414-359-1400 


19.7 
21.6 
15.6 
13.6 


18.5 
18.8 
14.9 
10.6 


18.3  16.7 

14.9  12.8 

11.2  8.8 

10.5  8.2 


Sensonor(2) 
Paging  Network(l) 
Mellon  Bank(3) 
Medtronic(2) 
VI/oolvKOrth(2) 


Average 
Average 
Average 
Low 


368-1030 
368-1030 
368-1030 
368-1030 
858-8850 


Wl 

Wl 
Wl 
NY 


414-359-1400 
414-359-1400 
414-359-1400 
414-359-1400 
212-551-5353 


24.6 


CLH   Very  high 

mm  High 

I  I  I  U  Average 
I  I  U  High 
High 


ID 


11  37  SG  35  PC  DOCS  Group  lnternatianal(2) 

4  20  LV  9  Unisys(3) 

0  21  LB  28  National  Seniiconductor(4) 

1  27  MG  -62  Telefonos  de  Mexico  L  (ADR)(7) 
8  44  SG  29  Maxim  Integrated  Products(2) 


Average 


858-8850 
526-3143 
526-3143 
526-3143 
526-3143 


NY 
NY 
NY 
NY 
NY 


212-551-5353 
212-392-2550 
212-392-2550 
212-392-2550 
212-392-2550 


12.6 
16.3 
16.7 
12.7 


10.5 
14.1 
13.7 
11.8 


16.2  13.7 


14.1  11.2 


Low 

Low 
Average 

Low 
Average 

Low 

Low 
Very  low 
Average 
Very  low 


19  14  MV  2  Cheung  Kong  Holdings(3)  292-9293 

19  14  LV  4  HSBC  Holdings  (HK)(2)  Average  292-9293 
2  15  MV  14  Peregrine  Investments  Hldgs(2)  Average  292-9293 

20  15  LV  12  Merrill  Lynch(2)  Average  292-9293 
8  19  SV  -6  Patten(3)  Average  292-9293 


813-823-8712 
813-823-8712 
813-823-8712 
813-823-8712 
813-823-8712 


13.3 
13.3 
19.4 
12.7 


11.2 
12.7 


7.9 
9.2 


25 
12 
20 
2 
18 


17 
15 
17 
18 
20 


SB 
LV 
SV 
LB 
MV 


19 
14 
20 
27 
13 


News  lnternational(3) 
Merrill  Lynch(3) 
Eljer  lndustries(5) 
General  Electric(2) 
American  Express(4) 


Average 
Average 

Low 
Average 


292-9293 
292-9293 
443-1021 
999-0124 
432-4789 


813-823-8712 
813-823-8712 
212-888-6685 
504-587-2708 


11.1 


32.3 
12.1 


I  I  I  y  Very  low 
I  '  ^  I  Average 


24.1  21.5 

14.2  11.0 


High 
High 


12 
7 
3 
4 
2 


22 
26 
18 
36 
28 


MV 
LG 
MV 
SG 
LG 


3 
19 
10 
38 
29 


Unllever(3) 
Hewlett-Packard(2) 
Allled-Lyons(4) 
Tencor  lnstruments(4) 
Cisco  Systems(3) 

Micron  Technology(3) 

Bang  &  Olufsen  Holding  CI  8(3) 

Mannesmann  (Germany)(4) 

IBM(5) 

3Com(4) 


Average 

Very  high 
High 


432-4789 
345-2021 
345-2021 
345-2021 
345-2021 


MO  816-531-5575 

MO  816-531-5575 

MO  816-531-5575 

MO  816-531-5575 


14.8 


7.6 
24.5 


m 


High 


11.8  9.0 
19.8  17.9 


I  I  I  y  Very  high 
High 
High 


25 
26 
31 
21 
31 


MB 
SG 
MB 
LV 
LG 


24 
5 


27 
40 


High 


High 
Very  high 


345-2021 
345-2021 
345-2021 
345-2021 
345-2021 


MO 
MO 
MO 
MO 
MO 


816-531-5575 
816-531-5575 
816-531-5575 
816-531-5575 
816-531-5575 


20.5 
12.8 
12.7 
15.0 


17.0  15.4 

13.1  9.1 

10.8  8.2 

14.9  12.2 


21 
36 
22 
20 
21 


MV 
MG 
LB 
LV 
LB 


10 
40 
16 
17 
42 


Allied-Lyons(3) 
LSI  Logic(6) 
ITT(3) 
ITT(3) 
Motorola(3) 


Very  high 
Average 

Low 
Average 

High 
Average 
Very  low 

High 
Very  high 


345-2021 
345-2021 
366-5465 
366-5465 
366-5465 


MO 
MO 
KS 
KS 
KS 


816-531-5575 
816-531-5575 
913-236-2000 
913-236-2000 
913-236-2000 


13.6 
26.6 
13.9 
23.1 
-7.9 


11.9 
25.7 
11.9 
21.6 
-8.7 


12.0  9.3 

15.3  13.7 

11.9  9.2 

17.6  15.1 

-1.8  -3.3 


■□□1 


Average  2  18  MB     18  Nokia  CI  K(7) 

Average  23  35  MG    39  America  0nline(5) 

Average  6  19  LB      22  Chubb(3) 

Average  8  35  MG    45  Ascend  Communications(5) 

Low  -17  31  -106  free  State  Consid  Gold  (AORKIO) 


366-5465 
366-5465 
366-5465 
366-5465 
873-8637 


KS 
KS 
KS 
KS 
TX 


913-236-2000 
913-236-2000 
913-236-2000 
913-236-2000 
210-308-1222 


SG 

-6 

BarrickGold(12) 

Very  high 

873-8637 

TX 

210-308-1222 

LG 

35 

Nokia  CI  K(4) 

Average 

366-5465 

KS 

913-236-2000 

SG 

32 

HB0(2) 

Very  high 

382-8722 

MB 

12 

Boeing(l) 

Low 

382-8722 

MG 

-71 

Barrlck  Gold(9) 

Very  high 

382-8722 

LB 

10 

Philip  Morris(5) 

Average 

382-8722 

LB 

14 

Boeing(3) 

382-8722 

LV 

11 

Boeing(3) 

Very  low 

382-8722 

MV 

3 

Allegheny  Power  System(2) 

Very  low 

382-8722 

LV 

9 

Bristol-Myers  Squibb(5) 

Low 

382-8722 

MB 

7 

Heineken  (Netherlands)(2) 

High 

382-8722 

LB 

11 

Boeing(l) 

382-8722 

MB 

28 

XTRA(l) 

High 

223-0818 

NY 

212-907-1500 

LV 

14 

Texaco  Capital(2) 

Low 

223-0818 

NY 

212-907-1500 

MG 

44 

Deere(2) 

High 

223-0818 

NY 

212-907-1500 

SG 

47 

Caremark  Internationald) 

Very  high 

223-0818 

NY 

212-907-1500 

MG 

^3 

Barrlck  Gold(13) 

Very  high 

826-1115 

NY 

212-687-5200 

MG 

31 

Barrlck  Gold(7) 

Very  high 

826-1115 

NY 

212-687-5200 

LV 

20 

Philip  Morrls(3) 

Average 

421-5666 

MG 

33 

S&P  500  Futures  December(3) 

High 

421-5666 

LB 

27 

lntel(3) 

Average 

421-5666 

LB 

15 

IBM(2) 

421-5666 

LB 

4 

Royal  Dutch  Petroleum  (ADR)(2) 

Low 

421-5666 

LB 

24 

American  Cap  Small  Cap(2) 

Average 

421-5666 

MV 

-2 

NYNEX(3) 

421-5666 

11.0 
14.8 
20,4 
12.4 
5.6 


11.0 
13.4 
18.5 
10.8 
5.5 


7.6 
12.8 
12.0 
12.7 

5.5 


7.1 
9.9 
9.9 
11.3 
5.0 


Low 
Average 
High 
Low 
Low 


-1 
13 
4 
1 
3 


38 
27 
39 
23 
40 


13.0 

8.7 
8.4 
12.2 


12.5  9.7 


10.4  7.2 


Average 
Low 


IB 


II  I  II   Very  high 
LMJJ  Low 
Low 


20 
21 
21 
14 
18 


12.0  11.3 


16.6 
11.3 
17.0 


13.2 
8.9 
14.1 


14.2  10.8 
10.6  7.4 
14.4  11.3 


M  I  M  Average 
I  I  y  Average 
High 
Average 
Average 


3  23 

3  23 

5  24 

9  20 

2  22 


14.4 
7.5 
6.9 
15.0 
24.0 


11.9 
7.5 
5.9 
10.9 
21.8 


8.5  6.5 

8.1  6.6 

12.6  8.9 

15.8  13.6 


Average 
Very  low 
Ve>y  low 

High 
Average 


47  27 

-1  40 

4  43 

6  19 

14  31 


17.5    13.8       13.5  9.4 


14.3 
10.4 


12.6  9.6 
11.5  8.1 


Very  high 
B  High 
Very  high 
Very  high 


20 
20 
22 
21 
17 
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MUTUAL  FUND  SCOREBOARD 


FUND  RATING      OBJECTIVE         SIZE   FEES   199S  RETURNS  (%) 


ASSETS 

%  CHG. 

SALES 

EXPENSE 

PRE- 

AFTER- 

RANKV\ 

iiVIIL. 

1994-5 

IjUMKbt  [  /o) 

KMI  lU  Wo) 

TAX 

TAX 

YIELD 

OBJEC 

VANGUARD  ASSET  ALLOCATION 

Asset  allocation 

1791.0 

59 

No  load 

0.49 

35.5 

32.7 

3.7 

2j 

VANGUARD  BALANCED  INDEX 

Balanced 

590.1 

46 

No  load 

0.20 

28.6 

27.1 

3.5 

1  1/ 

VANGUARD  EQUITY-INCOME 

Equity-Income 

1102.8 

28 

No  load 

0.45 

37.3 

35.5 

3.6 

1/ 

VANGUARD  EXPLORER 

Small  company 

1647.6 

47 

No  load 

0.70 

26.6 

23.8 

0.4 

64; 

VANuUAnU  INULA  oUU 

Growth/income 

1  "jn  1  Q 

Ob 

nO  loan 

fl  1  Q 

36.5 

2.1 

1 0/1 

VANGUARD  INDEX  EXTENDED  MARKET 

* 

Small  company 

1523.2 

57 

No  load 

0.20 

33.8 

32.7 

1.2 

37/ 

VANGUARD  INDEX  GROWTH 

Growth 

271.0 

214 

No  load 

0.20 

38.1 

37.5 

1.4 

43/2 

VANGUARD  INDEX  SMALL  CAP  STOCK 

* 

Small  company 

971.2 

60 

No  load 

0.17 

28.7 

27.4 

1.2 

56/ 

VANGUARD  INDEX  TOTAL  STOCK  MKT. 

Growth/income 

1570.9 

100 

No  load 

0.20 

35.8 

34.8 

1.9 

32/1 

VANuUAKD  INDtA  VALUE. 

Growth/income 

496.3 

67 

No  load 

0.20 

37.0 

35.9 

2.7 

14/1 

VANGUARD  INTL.  EQUITY  EMERG  MKTS. 

Emerging  markets 

234.3 

181 

1.00* 

0.60 

0.5 

-0.1 

1.7 

VANGUARD  INTL.  EQUITY  EUROPEAN 

Europe 

1017.3 

42 

No  load 

0.32 

22.3 

21.3 

2.3 

2/ 

VANGUARD  INTL.  EQUITY  PACIFIC 

Pacific 

830.7 

19 

No  load 

0.32 

2.8 

2.5 

1.0 

14/ 

VANGUARD  INTL.  GROWTH 

foreign 

3676.4 

26 

No  load 

0.58 

14.9 

14.0 

1.3 

11/ 

VANlaUAKU  LirtblKAl  CUNbtKV.  Ian  1  H. 

Asset  allocation 

219.3 

431 

NO  1030 

0.00 

24  3 

22.5 

4.0 

1 6/ 

VANGUARD  LIFESTRAT  GROWTH 

Asset  allocation 

217.4 

476 

No  load 

0.00 

29.2 

27.8 

2.5 

5/ 

VANGUARD  LIFESTRAT  INCOME 

Asset  allocation 

120.7 

950 

No  load 

0.00 

23.0 

21.2 

4,2 

21/ 

VANGUARD  LIFESTRAT  MODERATE  GRTH. 

Asset  allocation 

234.7 

574 

No  load 

0.00 

27.9 

26.4 

2.9 

9/ 

VANGUARD  PREFERRED  STOCK  X 

Equity-income 

311.4 

12 

No  load 

0.52 

25.9 

23.3 

7.0 

26/ 

VANGUARD  QUANTITATIVE 

AVG 

Growth/income 

909.4 

53 

No  load 

0.48 

35.9 

33.7 

2.0 

31/1 

VANGUARD  SPECIAL  ENERGY  JL  -« 

Natural  resources 

506.4 

14 

1.00* 

0.30 

25.3 

24.1 

1.6 

4/ 

VANGUARD  SPECIAL  GOLD  &  PREC.  MET.  ^^-9- 

Precious  metals 

549.5 

-14 

1.00* 

0.25 

^.5 

^.9 

1.4 

13/ 

VANGUARD  SPECIAL  HEALTH  CARE  i. 

AVG 

Health  care 

1473.4 

108 

1.00* 

0.40 

45.2 

43.9 

1.1 

VANGUARD  SPECIAL  UTILITIES  INC. 

Utilities 

757.7 

35 

No  load 

0.50 

34.0 

32.2 

4.4 

4/ 

VANGUARD  STAR 

«"* 

Balanced 

4841 .8 

29 

No  load 

0.00 

28.7 

25.9 

3.8 

1 0/ 

VANGUARD  TAX-MANAGED  CAP  APPREC. 

Growth 

254.2 

265 

2.00* 

0.20 

34.4 

34.1 

0.7 

95/2 

VANGUARD  TAX-MANAGED  GRTH.  &  INC. 

Growth/income 

98.3 

213 

2.00* 

0.20 

37.5 

36.7 

1.9 

8/1 

VANGUARD  U.  S.  GROWTH 

AVG 

Growth 

3624.1 

72 

No  load 

0.44 

38.4 

36.8 

1.4 

36/2 

VANGUARD/MORGAN  GROWTH 

AVG 

Growth 

1471.1 

37 

No  load 

0.50 

36.0 

32.7 

1.0 

67/2 

VANGUARD/PRIMECAP 

AVG 

Growth 

ozJb.o 

1 1 1 

NO  toaof 

0.64 

35.5 

34.3 

0.8 

77/2 

VANGUARD/TRUSTEES'  EQUITY  INTL. 

♦  ♦ 

Foreign 

988.1 

-6 

No  load 

0.34 

9.6 

6.6 

2.3 

35/ 

VANGUARD/TRUSTEES'  EQUITY  U.S. 

AVG 

Growth/income 

137.5 

22 

No  load 

0.73 

33.2 

31.5 

1.6 

55/1 

VANGUARD/WELLESLEY  INCOME 

-*-* 

Balanced 

7180.7 

26 

No  load 

0.34 

28.9 

26.3 

5.5 

9, 

VANGUARD  WELLINGTON 

-*-* 

Balanced 

12656.0 

44 

No  load 

0.35 

32.9 

30.9 

3.9 

2/ 

VANGUARD/WINDSOR  A 

Growth/income 

1oo4fa.3 

28 

Un  lnn.4-i- 

No  loadi 

0.45 

30.1 

25.9 

2.9 

93/1 

VANGUARD/WINDSOR  II  X 

Growth/income 

11013.0 

38 

No  load 

0.39 

38.8 

36.5 

2.7 

4/1 

VICTORY  BALANCED  ^ 

Balanced 

217.3 

39 

4.75 

0.87 

26.1 

24.5 

3.6 

25, 

VICTORY  DIVERSIFIED 

AVG 

Growth 

442.8 

71 

4.75 

0.89 

35.4 

31.8 

1.7 

78/2 

VICTORY  GROWTH 

Growth 

111.9 

85 

4.75 

0.94 

31.5 

29.7 

0.9 

132/2 

VICTORY  INTERNATIONAL  GROWTH 

Foreign 

105.3 

32 

4.75 

1 .48 

7.7 

7.7 

0.0 

46/ 

VICTORY  SPECIAL  VALUE 

Growth 

208.0 

72 

4.75 

1.00 

26.8 

25.4 

1.2 

187/2 

VICTORY  STOCK  INDEX 

Growth/income 

178.0 

90 

4.75 

0.58 

36.5 

35.0 

2.1 

23/1 

VICTORY  VALUE 

Growth 

318.5 

71 

4.75 

0.92 

33.7 

31.9 

2.1 

106/2 

VISTA  CAPITAL  GROWTH  A 

AVG 

Growth 

724.2 

33 

4.75 

1.49t 

22.2 

20.8 

0.5 

215/2 

VISTA  GROWTH  &  INCOME  A 

Growth/income 

1501.0 

1 2 

4.75 

1 .401 

27.6 

25.2 

1 .7 

116/1 

VONTOBEL  EUROPACIFIC 

Foreign 

129.2 

-7 

No  load 

1.54 

10.9 

9.4 

1.0 

29, 

WADDELL  &  REED  GROWTH  B 

Growth 

174.4 

116 

3.00** 

2.23t 

32.2 

31.6 

0.0 

122/2 

WADDELL  &  REED  TOTAL  RETURN  B 

Growth/income 

166.7 

79 

3.00** 

2.05t 

29.7 

29.6 

0.0 

100/1 

WARBURG  PINCUS  CAPTL.  APPR.  COMM. 

AVG 

Growth 

256.0 

76 

No  load 

1.05 

38.1 

33.5 

0.3 

42/2 

WARBURG  PINCUS  EMERG.  GROWTH  COMM. 

AVG 

Small  company 

557.1 

1 50 

No  load 

1 .22 

46.3 

44.0 

0.0 

1 5/ 

WARBURG  PINCUS  GROWTH  &  INC.  COMM. 

AVG 

Growth 

985.3 

57 

No  load 

1.22 

20.4 

18.2 

1.3 

222/2 

WARBURG  PINCUS  INTL.  EQUITY  COMM. 

Foreign 

2220.9 

43 

No  load 

1.44 

10.4 

9.3 

3.2 

30, 

WARBURG  PINCUS  JAPAN  OTC  COMM. 

Pacific 

212.0 

851 

1.00* 

I.OOt 

-1.1 

-2.3 

4.2 

18, 

WASATCH  AGGRESSIVE  EQUITY 

AVG 

Maximum  growth 

294.0 

430 

No  loadt 

1.47 

28.1 

27.3 

0.0 

29- 

WASATCH  MID-CAP 

Growth 

1 30.5 

NM 

No  load 

1 .75 

58.8 

58.3 

0.0 

1/2 

WASHINGTON  MUTUAL  INVESTORS  JL 

* 

Growth/income 

18786.1 

48 

5.75 

0.69t 

41.2 

38.2 

2.7 

1/1 

WAYNE  HUMMER  GROWTH 

AVG 

Growth 

100.2 

14 

No  load 

1.07 

24.8 

23.7 

1.2 

203/53 

WEITZ  VALUE 

Growth 

149.4 

39 

No  load 

1.42 

38.4 

35.3 

2.2 

35/2 

WILLIAM  BLAIR  GROWTH  SHARES 

-* 

Growth 

362.4 

99 

No  load 

0.71 

29.1 

27.7 

0.2 

154/21 

WINTHROP  FOCUS  AGGRESSIVE  GROWTH 

Maximum  growth 

214.2 

45 

4.00** 

1 .70t 

20.2 

19.3 

0.2 

31, 

WINTHROP  FOCUS  GROWTH  &  INCOME 

AVG 

Growth/income 

96.6 

46 

4.00** 

1.64t 

29.5 

28.1 

1.6 

101/H 

WOODWARD  OPPORTUNITY  RET. 

Small  company 

650.5 

30 

5.00 

0.90t 

19.8 

18.1 

0.4 

833 

WPG  QUANTITATIVE  EQUITY 

Growth/income 

120.2 

84 

No  load 

1.14 

33.4 

33.3 

0.1 

53/li 

WPG  TUDOR 

Growth 

163.4 

3 

No  load 

1.28 

41.2 

39.7 

0.0 

18/21 

WRIGHT  INTL.  BLUE  CHIP  EQUITIES 

Foreign 

237.3 

18 

No  load 

1.31 1 

13.6 

13.4 

0.7 

13) 

WRIGHT  SELECTED  BLUE  CHIP  EQUITY  X 

AVG 

Growth/Income 

217.6 

16 

No  load 

1.03t 

30.3 

27.9 

1.1 

88/1^ 

YACKTMAN 

Growth 

566.7 

92 

No  load 

1.07t 

30.4 

27.5 

1.7 

142/2) 

ZWEIG  APPRECIATION  A 

Small  company 

272.7 

28 

5.50 

1.70t 

24.0 

22.2 

2.0 

71,3 

ZWEIG  MANAGED  ASSETS  C  & 

Multi-asset  global 

527.3 

-8 

1.25** 

2.38t 

15.4 

12.8 

4.8 

143 

ZWEIG  STRATEGY  A 

AVG 

Growth 

558.2 

31 

5.50 

1.40t 

25.1 

22.9 

2.5 

200/23 

'Includes  redemption  tee.  "Includes  deferred  sale,  charge.  tl2(b)-l  plan  in  effect.  tNot  currently  accepting  new  accounts.  Ress  ttian  0.5%  of  assets.  NA=Not  available.  NM=Not  me.ii 
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Equity  Funds 


:  ANNUAL  TOTAL  RETURNS  (%)  TREND      PORTFOLIO  DATA   RISK  TELEPHONE 


-  3 

5  YEARS 

10  YEARS 

BW  10-YEAR 

TURNOVER 

%CASH 

P-E 

STYLE 

UNTAXED 

LARGEST  HOLDING 

TOLL-FREE 

IN-STATE 

"  "RIAX 

PRETAX  AFTERTAX 

DDTTAY 

flCTCDTfty 
ArltnlAA 

ANALYSIS 

RATIO 

GAINS  (%) 

COMPANY  (%  ASSETS) 

(800) 

/!   

i  !.5 

15.2 

13.2 

1 — 1 — 1 — C2 

1  1  ym 

Low 

2 

20 

LB 

20 

General  Electricd) 

Low 

662-7447 

PA 

610-669-1000 

,  M 

1  1  1  y 

Low 

1 

21 

LB 

15 

General  Electricd) 

662-7447 

PA 

610-669-1000 

J  '•' 

16.2 

14.3 

Low 

c 
O 

1  fi 
1  o 

LV 

£.  1 

rniiip  iviorrisvj^ 

Low 

PA 

K 1  n  RCQ  1  nnn 

1.2 

21.0 

19.1 

10.5 

8.7 

Average 

11 

25 

SB 

21 

Dionexd ) 

Average 

662-7447 

PA 

610-669-1000 

U 

16.4 

15.4 

14.6 

1 3.0 

Very  low 

1 

20 

LB 

26 

General  Electric(3) 

Average 

662-7447 

PA 

610-669-1000 

J.7 

19.1 

18.2 

1 — 1 — 

Low 

3 

23 

MB 

29 

Berkshire  Hathaway(2) 

Average 

662-7447 

PA 

610-669-1000 

2.3 

1 — 1 — 1 — M 

Low 

0 

23 

LG 

18 

General  Electric(5) 

662-7447 

PA 

610-669-1000 

3.5 

21.2 

19.8 

1 0.6 

8.6 

Low 

z 

CD 

on 

Nellcor  Puritan  BennettO 

Average 

DOZ-  /ft  / 

PA 

cm  ceo  1  nnn 

D  1  U-D09-  1  UUU 

3.6 

1  1  1  U 

Very  low 

2 

21 

LB 

20 

General  Electric(2) 

662-7447 

PA 

610-669-1000 

5.9 

1  1  1  U 

Low 

0 

17 

LV 

17 

Exxon(4) 

662-7447 

PA 

610-669-1000 

not  rated 

1 — 1 — I — 1 — 1 

INN 

5 

22 

LG 

-7 

Telekom  Malaysia(3) 

662-7447 

PA 

610-669-1000 

6.4 

11.8 

11.0 

1 — 1 — [ — ■ 

Very  low 

2 

20 

LB 

21 

Royal  Dutch  Petroleum  (Neth)(3) 

High 

662-7447 

PA 

610-669-1000 

5.9 

7.4 

7.0 

Mill 
1  1  1  1  1 

Very  low 

1 

Lb 

o 

Toyota  Motor(3) 

Very  high 

DA 
rH 

em  ceo  i nnn 
D  1  U-Doy- 1  UUU 

8.2 

10.6 

9.9 

1 3.6 

1 1 .5 

Low 

3 

25 

LB 

19 

lto-Yokado(3) 

High 

662-7447 

PA 

610-669-1000 

,  not  rated 

1 1 1 II 

1 

21 

LB 

9 

Vanguard  Asset  Allocation(30) 

662-7447 

PA 

610-669-1000 

,  not  rated 

1 — 1 — 1 — 1 — 1 

II 1 1 1 

1 

22 

LB 

1 1 

Vanguard  Index  Total  Stk  Mkt(45) 

662-7447 

PA 

610-669-1000 

,  not  rated 

1 — 1 — 1 — 1 — 1 

1 1 1 11 

0 

20 

LB 

8 

Vanguard  f/l  Short-Trm  Corp(32) 

662-7447 

PA 

610-669-1000 

,  not  rated 

Mill 
1  1  1  1  1 

u 

£.Z 

1  D 
LD 

1  n 
1 U 

vanguaro  inoex  lotai  oik  mkujoj 

ceo  1AA~I 

DA 

rM 

em  ceo  i nnn 
0  1  U-DOy- 1  UUU 

6.9 

11.4 

8.8 

1 0.4 

7.4 

Low 

3 

NA 

0 

NAO 

Very  low 

662-7447 

PA 

610-669-1000 

3.0 

16.5 

14.2 

Average 

6 

18 

LV 

24 

Exxon(3) 

Average 

662-7447 

PA 

610-669-1000 

4.1 

10.7 

8.9 

13.0 

10.6 

— 1 — 1 

Very  low 

3 

32 

MG 

4 

Exxon(5) 

Very  high 

662-7447 

PA 

610-669-1000 

i9.8 

8.0 

7.3 

10.6 

9.3 

H — i — 1 — 1 

"II 

Very  low 

8 

35 

MG 

1 

Euro-Nevada  Mining(3) 

Very  high 

662-7447 

PA 

610-669-1000 

19.1 

20.7 

18.9 

20.0 

1 7.7 

Low 

1 1 

25 

MG 

rTizertDj 

Average 

ceo  ~IAA~1 

PA 

ein  ecQ  mnn 
0 1  U-bby-  i  UUU 

10.0 

1  1  1  U 

Low 

5 

16 

MV 

5 

GTE(4) 

662-7447 

PA 

610-669-1000 

10.4 

14.3 

12.2 

1 1 .9 

8.9 

Very  low 

13 

18 

LV 

18 

Vanguard/Windsor  11(40) 

Very  low 

662-7447 

PA 

610-669-1000 

1,  not  rated 

1 — 1 — 1 — 1 — 1 

1  M  II 

0 

24 

LB 

15 

General  Electric(2) 

662-7447 

PA 

610-669-1000 

1,  not  rated 

0 

20 

LB 

15 

General  Electric(3) 

662-7447 

PA 

610-669-1000 

11.6 

16.4 

15.7 

1 3.0 

10.8 

Low 

u 

Lb 

OU 

PepsiCo(5) 

Average 

ceo  ~IAA1 

DA 

rA 

cm  ecQ  1  nnn 
b  1  U-bby- 1  UUU 

10.2 

15.2 

12.8 

1 3.0 

9.4 

Average 

9 

22 

LB 

31 

Hewlett-Packard(2) 

Average 

662-7447 

PA 

610-669-1000 

20.2 

20.9 

19.7 

1 5.5 

14.3 

Very  low 

1 1 

22 

MB 

31 

Federal  Express(5) 

Average 

662-7447 

PA 

610-669-1000 

12.8 

8.6 

7.0 

14.0 

10.1 

— 1 — 1 — 1 

Average 

4 

23 

MV 

19 

Onward  Kashiyama(2) 

High 

662-7447 

PA 

610-669-1000 

13.0 

15.1 

13.7 

12.2 

9.2 

U    I    1  1 

1  WLJ  1 

High 

3 

18 

LB 

26 

Philip  Morris(2) 

Average 

662-7447 

PA 

610-669-1000 

9.7 

13.3 

10.8 

1 1 .9 

8.9 

Low 

2 

16 

LV 

1 0 

CoreStates  Financial{2) 

Very  low 

ceo  ~tAA~l 

PA 

cin  eeo  i  nnn 
bl  U-bby- 1  UUU 

12.7 

14.9 

13.0 

12.8 

10.3 

Low 

2 

17 

LV 

23 

General  Electric(2) 

Low 

662-7447 

PA 

610-669-1000 

12.5 

18.4 

15.2 

13.5 

9.4 

.!™ . 

Low 

18 

13 

LV 

19 

Chrysler{6) 

Average 

662-7447 

PA 

610-669-1000 

13.9 

17.6 

15.6 

14.4 

11.9 

Low 

6 

16 

LV 

23 

Anheuser-Busch(3) 

Low 

662-7447 

PA 

610-669-1000 

d,  not  rated 

rrm 

7 

17 

LV 

9 

Shearson  US  Treasury  Fund(3) 

539-3863 

12.0 

16.0 

13.2 

1 1  1  ■ 
11  1 1  ji 

High 

0 

19 

LB 

17 

Cnevron(4) 

Average 

COQ  OOCO 

d,  not  rated 

5 

21 

LG 

15 

Microsoft(4) 

539-3863 

14.0 

9.1 

8.5 

LLLU 

Average 

2 

29 

LB 

4 

Japan  Associated  Finance(2) 

High 

539-3863 

d,  not  rated 

1  II  1  1 

7 

19 

MV 

14 

Michigan  National(3) 

539-3863 

d,  not  rated 

I  II  1  1 

II  1  1  1 

M  M  1 

15 

20 

LB 

17 

AT&T(2) 

539-3863 

d,  not  rated 

6 

18 

LV 

14 

TexacoO) 

con  ooci 

533-3863 

12.2 

22.8 

22.1 

□■□ 

Average 

10 

19 

MV 

13 

AGC0(2) 

Average 

648-4782 

10.5 

20.6 

19.1 

Average 

14 

17 

LV 

17 

Kroger(  1 ) 

Average 

648-4782 

13.3 

11.4 

11.0 

6.9 

6.7 

!    1    1    i  1 

Low 

5 

26 

LB 

24 

Roche  Holding  (Gen)(3) 

Average 

527-9500 

22.1 

Mil 

i  1  1  LJ 
M  1  M 

Average 

27 

31 

SG 

26 

H&R  Block(2) 

KS 

913-236-2000 

13.1 

Low 

6 

21 

LB 

1 9 

Motorola(3) 

KS 

91 3-236-2000 

12.9 

16.2 

13.9 

njm 

Average 

4 

24 

MB 

29 

Klmberly-Clark(5) 

Average 

257-5614 

NY 

212-878-0600 

18.2 

24.4 

23.4 

Average 

6 

35 

SG 

30 

Maxim  Integrated  Products(3) 

High 

257-5614 

NY 

212-878-0600 

17.4 

17.0 

14.4 

rrm 

High 

13 

24 

MB 

8 

First  Interstate  Bancorp(5) 

Average 

257-5614 

NY 

212-878-0600 

17.9 

14.0 

13.3 

1  1  1  u 

1  1  1  M 

Mill 
1  1  1  1  1 

Low 

5 

25 

LV 

3 

East  Japan  RailwayO 

High 

257-5614 

NY 

212-878-0600 

d,  not  rated 

1 1 

47 

-5 

Selkagaku(5) 

257-5614 

NY 

212-878-0600 

16.8 

21.3 

19.6 

Ilia 

Low 

3 

26 

SB 

16 

Century  Tel  Enterprises(5) 

High 

551-1700 

UT 

801-533-0777 

18.4 

Average 

1 1 

32 

SG 

9 

Hummingbird  Communications(7) 

551-1700 

UT 

801-533-0777 

15.0 

16.7 

14.7 

14.6 

12.3 

Low 

5 

18 

LB 

32 

Pacific  Telesis  Group(2) 

Low 

421-4120 

DC 

202-842-5665 

7.8 

12.7 

11.9 

12.2 

10.8 

Very  low 

8 

21 

MB 

30 

Avery  Dennison(4) 

Low 

621-4477 

IL 

312-431-1700 

12.7 

16.8 

15.0 

Low 

3 

19 

MV 

22 

Countrywide  Credit  lndustry(5) 

Low 

232-4161 

NE 

402-391-1980 

14.4 

19.8 

17.5 

14.9 

1 0.8 

Average 

6 

30 

MG 

28 

Home  Depot(3) 

Average 

742-7272 

11.8 

21.0 

18.3 

1 2.6 

9.4 

Low 

3 

18 

SV 

5 

Teleflex(3) 

Low 

225-801 1 

NY 

212-504-4000 

11.9 

13.9 

11.8 

11.2 

8.1 

Low 

4 

22 

LB 

22 

Amoco(4) 

Low 

225-801 1 

NY 

212-504-4000 

11.3 

II  i  y 

1  1  1  M 

Average 

3 

20 

SV 

15 

FINOVA  Group(2) 

688-3350 

Ml 

313-259-0729 

14.5 

AvGr3^c 

_^ 

2 1 

LB 

1 8 

MV 
n  T 

z  1  £.-vyjo-yDoz 

9.9 

17.2 

14.7 

13.1 

9.8 

High 

0 

33 

SG 

33 

lnformix(3) 

Very  high 

223-3332 

NY 

212-908-9582 

12.5 

10.0 

9.8 

LLLU 

Very  low 

1 

19 

MB 

16 

Douglas  Holdingd) 

High 

888-9471 

CT 

203-333-6666 

7.5 

12.9 

10.5 

11.6 

8.9 

t,y  ill 

Average 

0 

17 

MV 

21 

BMC  lndustries(2) 

Average 

888-9471 

CT 

203-333-6666 

8.5 

\\\m 

Average 

4 

22 

MG 

14 

Philip  Morris(9) 

525-8258 

IL 

312-201-1200 

10.3 

II 1  y 

High 

14 

15 

MV 

21 

Philips  Electronicsd) 

444-2706 

NY 

212-635-9800 

d,  not  rated 

1  1  1  u 

Very  high 

10 

21 

LB 

8 

Merckd) 

444-2706 

NY 

212-635-9800 

10.2 

14.1 

11.9 

LLUJ 

Average 

24 

14 

MV 

17 

Micron  Technology(2) 

Low 

444-2706 

NY 

212-635-9800 

DATA;  MORNINGSTAR,  INC.,  CHICAGO,  IL, 
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new  york 


5^  north  america 


territories  once 
regarded  as  alien 


Penang?  Wuhan?  Hanoi?  As  commercial  centers,  they  were 
once  right  up  there  with  the  far  side  of  the  moon. 
Today  they're  the  future. 

In  the  next  five  years,  85%  of  the  growth  in  air  conditioning 
will  come  from  a  4,000-mile-wide  band  around  the  Equator.  We're 
there.  The  elevator  market  in  the  People's  Republic  of  China  will 
double  in  that  same  time.  We're  there  too.  And  by  2010  one-quarter 
of  the  world's  jet  engines  will  be  made  in  the  former  Soviet  Union. 
We  were  there  first  as  well. 

Because  leading  the  way  into  a  market  often  leads  to 
market  leadership. 


United 
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Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

DONT  LEAVE  YOUR 
BROKER  WITHOUT  IV. 

Never  mind  that  American  Express 
(axp)  shares  fell  VA,  to  4V/^,  on  Jan. 
23,  after  the  company  posted  disap- 
pointing yearend  results.  And  don't 
fret,  say  some  money  pros,  that  ana- 
lysts were  quick  to  cut  their  1996  and 
1997  estimates.  The  stock,  they  argue, 
will  be  one  of  this  year's  biggest  stars. 

What's  behind  their  bullishness?  For 
one  thing,  they  argue  that  AmEx,  a 
travel  and  financial-services  giant,  is 
undervalued — selling  at  a  price-eam- 

A  BID  COULD  DISPEL  DOLDRUMS 


EARNINGS 
PER  SHARE 

1997  Est 

$4.05 


AMERICAN  EXPRESS 
STOCK  PRICE 

WEEKLY  CLOSE 


1996  Est, 
$3.55 

1995  Est 

$3.11 


1994 

$2.68 

1993 

$3.17 


JAN,  23,  '96 


JULY  24,  '95 
A  DOLLARS 

DATA:  BLOOMBERG  FINANCIAL  MARKETS,  OPPENHEIMER  S.  CO 

ings  ratio  of  only  11,  based  on  revised 
1996  earning  estimates.  For  another, 
there  are  recurring  whispers  that 
AmEx  is  a  merger  target. 

The  chief  investment  strategist  of  a 
New  York  investment  bank  insists  that 
"AmEx  is  back  on  the  buyout  radar 
screen"  of  another  huge  financial-servic- 
es company.  He  believes  this  suitor 
may  offer  $;30  billion,  or  $60  a  share,  in 
a  stock-and-cash  merger  deal. 

This  banker  says  AmEx  woLild  mesh 
well  with  the  global  outfit  that's  so 
interested  in  a  deal.  "A  perfect  strate- 
gic fit,"  he  says.  An  AmEx  spokes- 
woman decUned  comment. 

AmEx'  Travel  Related  Services  mar- 
kets travelei-s  checks  and  the  American 
Express  Card.  And  American  Express 
Bank  serves  customers  through  offices 
in  37  countries.  AmEx  Financial  Advis- 
ors (foiTnerly  ids  Financial  Services) 
provides  insurance,  mutual  funds,  and 
financial  planning  to  individuals  and 
businesses. 

Says  value  investor  Mark  Boyar: 
"This  company  is  one  of  the  most 
undervalued  components  of  the  Dow 
Jones  industrial  average."  Boyar,  who 


heads  a  New  York  firm  specializing  in 
investments  in  companies  vnth  under- 
valued assets  or  franchises,  says  that, 
even  without  a  merger,  AmEx'  stock 
price  vdll  hit  60  in  a  couple  of  years, 
based  mainly  on  earnings-growth  mo- 
mentum and  AmEx'  broadening  mar- 
kets. With  the  Dew's  30  select  corpora- 
tions trading  at  16  to  17  times  their 
1996  earnings  estimates,  AmEx  could 
well  trade  at  15  to  16  times  the  1996 
estimate  of  $3.55 — and  get  to  the  55-60 
range,  says  Boyar.  As  a  measure  of 
his  confidence  in  AmEx,  says  Boyar, 
he  has  continued  to  buy  shares. 

Ned  Davis  of  Oppenheimer,  one  of 
the  analysts  who  have  rolled  back  1996 
and  1997  estimates,  still  thinks  that 
AmEx  is  a  strong  buy.  He  agi-ees  that 
the  p-e  ratio  is  attractively  low,  consid- 
ering AmEx  has  a  "sustainable  growth 
rate  of  14%." 


THIS  STARTUP  IS 
A  REAL  HEARHHROB 

Shares  of  Angeion  (angn)  have  per- 
formed dramatically,  rising  from  5% 
in  mid-October  to  nearly  9  by  Jan.  23. 
That's  quite  a  feat  for  a  little  company 
that  has  yet  to  make  a  penny.  And  its 
rivals  are  giants  in  cardiovascular  and 
neui'ological  medical  devices,  where  An- 
geion is  still  trying  to  gain  a  toehold. 
What's  pushing  up  the  stock? 

Some  savvy  investors  say  that 
Angeion's  chief  product,  the  Sentinel 
implantable  cardioverter-defibrillator 
(ICD),  is  the  smallest  and  the  most  so- 
phisticated such  heartbeat-regulating 
device  yet.  The  Food  &  Drug  Adminis- 
tration apparently  agi'ees.  In  one  of 
its  fastest  approvals  yet,  the  fda  au- 
thorized Angeion  vrithin  30  days  to  be- 
gin its  human  clinical  tests. 

Money  manager  Dennison  Veru  of 
Awad  Associates  says  the  stock  vdll 
now  be  "event-driven,"  as  Angeion 
moves  to  become  a  revenue-generat- 
ing company.  He  expects  two  things 
to  push  up  the  stock:  Initial  U.  S.  hu- 
man implants  of  an  ICD  will  take  place 
a  few  days  into  the  trials,  and  Angeion 
will  get  approval  to  market  the  im- 
plantable ICD  in  Europe. 

Another  boost  to  Angeion  bulls:  St. 
Jude  Medical,  a  large  producer  of  pace- 
makers, which  has  a  5%  stake,  is  eager 
to  see  the  Sentinel  marketed  in  Eu- 
rope, where  St.  Jude  has  great  mar- 
keting muscle.  Veru  says  St.  Jude  has 
no  ICD  product  of  its  own,  and  some 
pros  speculate  that  it's  eyeing  Angeion 


as  a  takeover  target  "after  the  Sentinel , 
clears  the  cUnical  hurdles." 

Analyst  Chris  Sassouni  of  Raymond^ 
James  &  Associates  says  the  first  quar-i 
ter  of  1996  vAW  be  "the  most  momen- 
tous" in  Angeion's  histoiy,  "so  we  will 
be  aggi'essive  buyers  of  the  stock  at  itsy 
ciu-rent  price." 

IBM  AND  EDS  COULD 
BOTH  MAKE  OFFERS 

In  spite  of  the  sell-off  in  technology 
stocks,  not  all  members  of  that  group 
are  on  the  ropes.  Even  among  obscure, 
small-cap  tech  issues,  there  are  a  few 
winners.  Glasgal  Communications 
(GLAS)  is  one  such:  Its  shares,  trading 
at  aroimd  3  last  summer,  have  rocketed 
to  8.  And  it  doesn't  even  make  comput- 
er gear.  Glasgal  is  an  "open  systems" 
integi'ator:  It  designs,  installs,  and  ser- 
vices networks  that  incorporate  a 
broad  range  of  hardware,  networking 
systems,  and  software. 

Demand  in  the  integration  business 
is  mushrooming,  says  analyst  Jolm  Duf- 
fy of  Brookehill  Equities.  Glasgal  helps 
small-to-midsize  corporations  that  have 
multiple  sites  throughout  the  countiy — 
but  no  in-house  network  skill. 

This  growing  market  isn't  served  by 
such  large  outfits 


t 


NETWORK  DEMAND 
JUICES  THE  STOCK 


my/if 

~  GIASGAI 

COMMUNICATIONS 

WEEKLY  CLOSE 

as  Electronic 
Data  Systems  or 
Andersen  Con- 
sulting. Because 
of  Glasgal's  domi- 
nant share  in  a 
niche  market,  eds 
is  namored  to  be 
interested  in  ac- 
quiring it.  One 
big  investor  is 
convinced  that, 
once  EDS  makes  a 
move  on  Glasgal, 
IBM  may  not  be 
too  far  behind. 

But  no  matter. 
Glasgal's  business  fi'om  its  own  clients  is 
on  the  rise.  Waterhouse  Securities,  one 
of  its  largest  customers,  is  greatly  ex- 
panding its  network  in  1996,  according 
to  Duffy.  "This  should  result  in  addi- 
tional revenues  of  $3  million  to  $4  mil- 
lion," he  figures.  Other  big  clients:  Ny- 
nex  and  Bell  Atlantic.  Duffy  thinks 
Glasgal  will  turn  the  comer  this  year 
and  make  money,  vs.  last  yeai"'s  loss  of 
15e  a  shai-e.  He  expects  earnings  of  8^  a 
share  this  year  and  23(Z  next.  Glasgal 
thinks  more  big  clients  will  sign  on  soon. 
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Introducing  the  Z-NOTE®GT 
an  advanced  performance 
notebook  PC,  optimized  for 
multimedia.  With  endless  features 
and  the  power  of  Pentium®  processors, 
the  Z-NOTE  GT  gives  your  company  the 
tool  to  do  anything  you  can  imagine. 
Sales  presentations  fly  with  hardware  MPEG  support  which  allows 
for  30  frames  per  second,  full-motion  video  playback.  Graphs  and 
charts  pop  in  higlvresolution  color  on  oversized  12,1"  SVGA  displays 
(select  models).  And  the  power  comes  from  where  you  need  it 
with  our  ingenious  SmartBay  which  lets  you  swap  CD-ROM  for 
FDD  for  optional  2nd  HDD  for  optional  2nd  battery.  All  told,  the 


SnuirtBd 
Swappahle  CD  ROM+FDl) 
+2n<i  IIDDVlnd  BiiKery* 


Z-NCH'E  GT  is  the  multimedia  solution  for  your  company  Because 
you've  never  seen  a  notebook  computer  that  can  take  you  so  far. 

Specifications  

75  or  90MHz  Pentium  processor,  PCI  Bus  architecture. 
Videographics  accelerator,  8-40MB  RAM,  810MB/1 .3GB 
HDD.  Swappable  CD-ROM/FDD/optional  2nd  HDD/ 
optional  2nd  battery,  10.4",  11.3"  and  12. 1  "TFT  SVGA 
and  1 1 .3"  DSTN  SVGA  displays.  Extended  battery  life 
with  NiMH  or  Lithium  Ion,  Designed  for  V/indows  95,  NTSC/PAL 
video  out  for  TV  connect,  1  Type  II  and  1  Type  111  PC  Card  slots. 
Optional  hardware  MPEG  support 


How,  more  advanted  with  a  12.1"  TFT  SVGA  dispiay. 


Designedjor 


1-800-289-1272  Ext.  Ill 

http://www.zds.com 


ZENITH 

DATA  SYSTEMS 
Make  The  ConnectiorC 


pentium 


Microsoft* 
Windows*95 


•2nd  HDD  and  2iid  battery  are  both  optional.  Copytight  6  1995  Zenith  Data  Systems  (DnxJraBon  Zenith  Data  Systems  is  a  Bull  Company  Z-NOTC  is  a 
trademaroSData  Systems  CotpomtionSmattBa^aTd-lvlakefteCon 

logo  are  registered  trademarks  ol  Intel  Corporation  Windows  is  a  registei^d  tiademaA  of  Microsoft  ,n  the  U  S  and  other  counmes  Speahcanons  are  subiefl  to  change 
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SOFT  DRINKS 


WILL  QUAKER  GET 
THE  RECIPE  RIGHT? 

It  hopes  to  restore  Snapple's  zip  with  new  ads  and  flavors 


a 

deal  as 


iiaker  Oats  Co.  bev- 
erage honcho  Don- 
ald R.  Uzzi  thought 
,he  was  pitching  a 
as  sweet  as  Peach 
Snapple.  Days  after  his 
company  acquired  Snap- 
ple Beverage  Corp.  at  the 
end  of  1994,  Uzzi  offered 
Snapple  distributors  the 
right  to  deliver  the 
Gatorade  sports  drink.  All 
they  needed  to  do  was 
turn  over  pait  of  their  ex- 
clusive Snapple  tenitories 
to  Gatorade's  distribution 
system.  The  Snapple 
crowd's  snappy  answer: 
Keep  your  Gatorade. 
Quaker's  tea  party  was  off 
to  a  rocky  start. 

Quaker  paid  $1.7  biUion 
for  an  iced-tea  and  fruit- 
drink  brand  that  had 
used  odd  flavors  and 
quirky  ads  to  pioneer  a 
new  beverage  category. 
The  New  Age  drinks 
were  supposed  to  provide 
earnings  gi'owrth  for  the 
stagnant  cereal  maker 
and  help  it  end  perennial 
takeover  rumors.  But  so 
far,  Snapple  has  been 
more  toxin  than  tonic. 
BITTER  BREW.  Fu'st,  those 
defiant  independent  Snapple  distributors, 
armed  vnth  ironclad  contracts,  forced 
Quaker  to  scrap  its  plans  to  streamline 
distribution.  Then,  huge  inventories  of 
obsolete  products  and  packaging  over- 
flowed into  landfills  and  closeout  stores. 
And  where  Snaj^ple  had  once  wooed  a 
cult  following  with  TV  and  radio  ads  fea- 
tiuing  offbeat  celebrities  such  as  Howard 
Stern,  Rush  l.imbaugh,  and  "Snapple 
Lady"  Wendy  Kaufman,  Quaker  didn't 
advertise  the  br-  nd  for  months.  Smelling 
blood,  competitoj-s  such  as  PepsiCo  Inc. 
and  Coca-Cola  Co.  bored  in  with  Lipton 
teas  and  Finitopia  juice  drinks. 

Profits  predictably  evaporated.  Snap- 


Distributors  thwarted 
Quaker's  plans  to  meld 
the  Snapple  delivery 
system  with  Gatorade's 


pie  lost  $75  million  in  calendar  1995 — 
when  the  soft-drink  industiy  was  bask- 
ing in  "the  hottest  friggin'  summer  on 
record,"  as  analyst  John  M.  McMillin  of 
Prudential  Securities  Inc.  puts  it.  For 
the  quarter  ended  Dec.  31,  its  Chicago- 


based  parent  expects  a  loss  of  as  muc 
as  $60  million;  Wall  Street  had  forecast 
$7  million  profit  as  recently  as  Decembe 
For  this  year,  McMillin  pegs  Snapple 
operating  earnings  at  around  $40  mi 
lion.  That's  a  substantial  improvemei' 
but  still  a  palti-y  return  on  such  a  big  iii  j 
vestment — especially  since  the  busines!,v| 
es  Quaker  sold  to  help  pay  for  Snappl,*) 
solid  if  unexciting  perfoiTners  such  d  I 
pet  food  and  beans,  generated  roughlj 
$110  miUion  in  income.  I 
Quaker's  remaining  food  businesses 
can't  pick  up  all  the  slack:  Growth  i ) 
lagging  in  granola  ban. 
branded  oatmeal,  and  oth " 
er  key  categories.  On  to 
of  that,  the  powerhous 
Gatorade  fi-anchise,  whic: 
softened   the   blow  fo 
Quaker  last  year,  will  fac 
greater  competition  thi 
simimer,  when  Coca-Cola' 
rival  Powerade  revels  ii 
an  Olympics  sponsorship. 
SURPRISE.  Although  slov 
off  the  mark,  Quaker  i 
tiying  to  fight  back.  Uzz: 
president  of  the  Nortl 
American  Beverage  Div. 
has  placated  distributor: 
by  scaling  back  some  o 
his  aggressive  plans.  H( 
'\  is  also  shoring  up  Snap, 
\  pie's  shaky  manufacturing 
systems,  another  unpleas 
;  ant  surprise  uncoverec 
only  after  the  deal  was 
signed.  Quaker  is  swal 
lowing    a    $30  millior 
chai'ge  to  buy  out  onerous 
bottUng  contracts,  ensur 
ing  that  Snapple  plants  fil 
V  orders  in  days  instead  oi 
weeks.  That's  on  top  of  s 
$20  million  write-off  foi 
excess  inventories.  Thit 
spring,  Quaker  will  rol 
out  new  products,  new 
packages,  and  a  high-pro- 
file ad  campaign.  Quaker  ceo  Willian- 
D.  Smithburg  predicts  Snapple  sales  will 
jump  about  15%  as  the  company  begins, 
"liitting  on  all  cylinders."  While  the  out- 
come hinges  on  weather,  new  ads,  and 
other  unknowns,  observers  say  Smith- 
burg's  forecast  may  well  be  on  target. 

It  had  better  be.  Quaker's  poor  per- 
foiTnance  in  1995,  on  top  of  a  mediocrel 
1994,  contributed  to  the  October  resig- 
nation of  Smithburg's  No.  2,  President 
Philip  A.  Marineau,  company  sources 
say.  If  Quaker  fails  to  rebound  in  1996,  it 
could  be  pushed  into  a  breakup  of  its 
beverage  and  food  operations.  Or  the 
rtmior-prone  company  could  be  put  back 


Just  because 
your  portfolio  is 
diversified 
doesn't  mean 
it  has  to  be 
all  over  the  place- 


I"^ aving  a  diversified  portfolio  of  mutual 
funds  often  makes  a  lot  of  sense.  But  holding 
funds  at  multiple  fund  families  can  also  create 
a  problem.  So  many  statements  come  your 
way,  it  can  he  difficult  to  develop  an  overall 
perspective.  Fortunately,  Charles  Schwab 
offers  a  solution — Mutual  Fund  OneSource* 
Become  a  customer,  and  with  one  phone  call 
you  can  buy,  sell  or  move  between  no-load  funds  from  45  different  fund  families. 
And  you'll  receive  a  single,  comprehensive  state- 
ment that  itemizes  the  value  of  your  portfolio. 
What's  more,  our  Mutual  Fund  Select  List"  details 
historically    high-performing    funds  available 

through  Schwab. 

OneSource. 
The  Second  Schwab  Revolution. 


Charles  Schwab 


Historically  Hieh-Performinif 
Mutual  Funds 

Chans  represent  grtnvth  of  a  hypolheacal 
$10,000  investment  over  a  multi-year  perux/ 
ending  9/30/^5.  Assumes  reinvesnnem  i>f 
cafntal  gaim  mid  income. 

Past  perfomuincc  is  no  guarantee  of  future 
resului.  Returns  will  vary  ami  shares  may  be 
worth  more  or  less  than  original  cost. 

INVESCO  Dynamics 
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Value  of  investment:  $30,583 
At'eroge  annual  returns  (as  of  9/30/95): 
/  year  +29.97%  5  year  +25.05% 
iO  war  + 15.69% 

Strong  Opportunity 


Voiwe  of  investment:  $24,180 
Average  annual  retun\s  (as  of  9130/95): 
i  year  +JS.57%  5  year  +19.31% 
Since  inception  (12131185)  +18.32% 

Founders  Special 


Vafue  of  invesnnent:  $28,702 
Average  annt^ii  returns  (as  of  9/30/95): 
1  year  +29.29%  5  >ear  +23.48% 
iO\ear +17.45% 


Data  fmn'ided  by  Moniingstitr,  Inc. 
as  of  9/30/95  .These  cmd  over  350  fimis  are  avai'ioHe 
thou^  SchiKih's  Mutiid  Fund  OneSource. 


SefectList 


in 


Free  Subscription 

For  an  ohjective  ranking  of  the  historically 
high-performing  tiindi  available  through 
Schwab,  call  for  two  free  issues. 

1-800'5-NO'LOAD 


©1996  Charles  Schwab  &.  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE  (1/96).  Charles  Schwab  &  Co.,  Inc.  is  not  an  underwriter  for  these  funds.  Funds  shown  above 
are  selected  from  Schwab's  Mutual  Fund  Select  List  (Third  Quarter  '95).  A  free  prospectus  containing  more  complete  information,  including  management  fees  and  other 
expenses  for  any  fund,  is  available  through  Schwab.  Please  review  the  prospectus  carefully  before  investing.  Schwab  receives  remuneration  from  Mutual  Fund  OneSource 
companies.  Schwab's  standard  transaction  fee  will  be  charged  on  each  redemption  of  Mutual  Fund  OneSource  shares  bought  with  no  transaction  fee  and  held  for  90  days 
or  less.  Schwab  reserves  the  right  to  assess  Schwab's  standard  transaction  fees  in  the  future,  should  short-term  trading  become  excessive.  International 
investing  involves  additional  risk  to  principal,  including  currency  fluctuations,  political  instability  and  foteign  tegulation.  Certain  funds  may  have  waived  a  portion  of 
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Special  Campaign  '96  Debate 

Michael  Kinsley 
Former  Senior  Editor, 
The  New  Republic 

John  Sununu 
Former  White  House 
Ch  ief  o  f  Staff 


James  Baker,  III 
{j.S.  Secretary  of  State, 
19S9-I992 


Stephen  K  Bollenhach 
Senior  Executive 
Vice-President  &  CFO, 
The  Walt  Disney  Company 


Dennis  I).  Dammerman 
Senior  Vice-President, 
Finance,  &  CFO, 
General  Electric  Company 


The  5th  Annual  Business  Week  Forum  of 
Chief  Financial  Officers 

"Ou%  in  Front:  Accepting  the  Leadership  Challenge' 


A, 


MARCH  27-  30,  1  996.  RITZ-CARLTON,  AMELIA  ISLAND,  FLORIDA. 
In  conjunction  with  THE  PLAYERS  Ciianipionsliip,  a  PGA  TOUR  event. 


,s  the  role  of  the  CFO  continues  to  expand 
oeyond  traditional  financial  boundaries,  what  will  this 
hands-on  corporate  leader  need  to  know  to  succeed? 
foin  Business  Week  and  CFOs  of  America's  most 
prestigious  corporations  for  face-to-face  interaction 
and  discussion  on  how  today's  CFOs  are  tackling  their 
growing  non-fmancial  responsibilities  and  keeping 
themselves  and  their  companies  out  in  front. 


In  association  witii; 

American  International  Group,  Inc. 

Apple  Computer  Inc. 
AT&T  Capital  Corporation 
KPMG  Peat  Mar<^M  LEP 
MilUman  &  Robertson 
SAS  Institute  Inc. 

Participation  is  limited  to  CFOs 
of  the  nation's  largest  corporations. 
For  registration  information,  please 
call  Julie  Terranova,  Registrar, 
Business  Week  Executive 
Programs,  (800)  821-1329. 


BusinessWeek 


EXEC  U  T  I  VE      PROGRA  MB 


1995,  by  The  McGraw-Hill  Companies,  Inc. 


Beyond  news.  Intelligefice. 


n 

A  Division  of  The  McGraw-Hill  Companies 
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where  to  find  a  plane. 


Where  to  find  your  bags. 


Where  to  find  a  taxi. 


Where  to  find  a 
great  hotel. 

With  75  locations  in 
24  countries,  chances  are 
there's  a  Renaissance  right 

where  you  need  one. 
Call  your  travel  agent  or 

1-800-HOTELS-l. 

Renaissance,  a  name  you  can 
be  comfortable  with.'" 


RENAISSANCE, 

HOTELS  AND  RESORTS 


into  play  as  a  target  for  acquisition,  a 
prospect  that  has  propped  up  the  stock 
by  an  estimated  20%.  "People  think  if  it 
doesn't  work  out  its  problems,  it's  a 
takeover  candidate,"  says  analyst  Aithiu' 
Cecil  of  T.  Rowe  Price  Associates  Inc., 
which  owns  about  1  million  Quaker 
shares.  Says  Smithburg:  "We  are  posi- 
tive we  can  do  a  much  better  job." 

Even  if  Smithburg  does  solve  the 
problems  with  operations,  Snapple's 
long-term  performance  is  far  from  as- 
sured. To  pay  off  in  years  to  come, 
Snapple  must  grow  beyond  its  current 
Northeast  and  West  Coast  strongholds. 
But  critics  contend  that  Quaker  over- 
paid for  a  poorly  managed  fad  drink — 
just  as  the  bubble  was  biu'sting.  In  fact, 
sales  of  fruit  drinks  and  premium  teas 
dropped  10%  to  15%  last  year,  partly 
because  Snapple  stopped  driving  sales. 
One  gi'owth  segment:  low-priced  ready- 
to-drink  tea,  where  Snapple  doesn't 
compete. 

In  distribution,  so  critical  in  the  bev- 
erage game,  Snapple  remains  spotty. 
Distribution  woes  disti'acted  Quaker  diu- 
ing  the  croicial  planning  months  before 
last  year's  summer  season.  Initially, 
Quaker  wanted  its  efficient  Gatorade 
warehouse-delivery  system  to  take  over 
Snapple's  supermarket  accounts  from 
the  350  independent  distributors  that 
serviced  those  big  chains  at  the  time  of 
the  sale.  In  exchange  for  the  chain-store 
routes,  Snapple's  distributors  would  be 
given  rights  to  deliver  Gatoi-ade  dii-ectly 
to  mom-and-pop  delis  and  other  hard- 
to-service  accounts  where  the  sports 
drink  has  gi"eat  potential  but  little  pres- 
ence. That  partnership  could  have 
pushed  both  brands  to  new  heights.  But, 
as  Uzzi  concedes  today,  "It  might  have 
been  an  idea  ahead  of  its  time." 
VETO  POWER.  Certainly,  Snapple  dis- 
tributors, whose  exclusive — and  in  some 
cases  pei7)etual — tenntoiy  contracts  give 
them  veto  power,  had  reason  to  balk. 
For  them,  Snapple  is  much  more  prof- 
itable: Its  $4-per-case  mai'gins  are  rough- 
ly double  what  they  could  make  on 
Gatorade.  And  in  many  cases,  sun'en- 
dering  chain-store  Snapple  accounts 
would  have  undennined  their  profits  de- 
livering other  beverages  to  the  chains. 
Quaker  brass  "just  didn't  know  oiu'  busi- 
ness," says  Joseph  Rosamilia  Sr,  vice- 
chaiiTnan  of  Milh-ose  Distributoi-s  in  New 
Biunswick.  N.J.,  a  top  Snapple  dealer. 

Quaker  had  also  counted  on  greater 
manufacturing  synergies.  Instead,  it  in- 
herited contracts  that  locked  it  into  un- 
realistic production  levels  with  indepen- 
dent bottlers  the  company  didn't  need. 
To  avoid  paying  penalties  and  to  clear-  up 
its  supply-chain  problems,  Quaker  even- 


tually had  to  buy  out  some  of  thos( 
agi-eements.  But  Snapple  had  thi-owr 
Quaker  another  cur-ve  by  piling  up  bi| 
r-aw-material  inventories.  When  Quakei 
settled  on  plastic  for  its  32-oimce  bottles 
and  redesigned  confusing  labels,  moun 
tains  of  obsolete  glass  and  paper  had  U 
be  dumped.  Quaker  also  had  to  hqui 
date  more  than  1  million  cases  of  Snap 
pie  in  outdated  cans  as  well  as  somt 
discontinued  flavors  and  ingredients 
"Snapple  went  very,  very  long  in  proj 
curement,"  Uzzi  notes  wearily.  ; 

Oddly  for  a  company  biult  on  it.  Snap; 
pie  fell  short  in  marketing.  By  the  time 
Quaker-  bought  it,  Snapple  had  been  or. 
the  block  for  months,  and  a  short-tern 
mentality  pr-evailed.  Few  new  product; 
wer-e  in  the  pipeline,  and  no  new  adt 
or  major  promos  were  slated  for  th^ 


QUAKER'S  BAD  TIMING... 


'90     '91     '92     '93     '94  '95 
▲  MILLIONS  OF  DOLLARS  DATA:  QUAKER  OATS  CO.! 

spring  kickoff  of  the  beverage  season 
Quaker  revived  "Wendy"  ads  briefly  bu 
pulled  the  plug  in  August,  when  the; 
failed  to  drive  up  sales.  Snapple  hasn', 
had  a  campaign  since.  That  frustratec 
distributors  used  to  Snapple's  guerrill; 
tactics.  "They  waited  too  long.  Nothinj 
was  being  done,"  gr-ipes  distributo 
Geoi'ge  Julius  of  Bever-age  America  Inc 
in  Holland,  Mich. 

That  wall  change  when  new  TV  spot; 
br'eak  in  April.  Snapple's  ad  agency  Kir', 
shenbaum  Bond  &  Partners  has  a  tal 
order:  The  brand  needs  a  harder  sell 
but  it  must  maintain  its  quirky  imagei 
even  as  it  becomes  part  of  a  giant  cor 
poration.  The  new  ads  ditch  Wendy,  whi' 
helped  build  Snapple's  eariy  following 
Finding  sometWng  that  works  as  wel 


Critics  contend  Quakei 
overpaid  for  a  fad 
drink-just  as  the 
bubble  was  bursting 


1 


ill  be  tou^h.  Quaker-  also  plans  high-im- 
act  promotions,  such  as  an  under-the- 
ottle-cap  sweepstakes.  And  after  paring 
ack  the  line  by  at  least  a  dozen  fla- 
ors,  Quaker  is  r-olling  out  new  ones, 
icluding  tropical-fiaiit  Island  Cocktails. 
;  reformulated  diet  drinks  for  better 
iste  and  slapped  on  labels  that  were 
lore  eye-grabbing.  A  new  shelf-stock- 
ig  scheme  will  reduce  customer  confu- 
on  by  separating  the  tea,  juice,  lemon- 
]e,  and  diet  drinks. 
Of  coui'se,  rivals  will  be  on  the  move, 
)0.  The  Pepsi-Lipton  Tea  Partnership 
ill  promote  "real-tea  taste,"  while  Coca- 
ola  vdll  keep  pushing  Nestea  and  will 
istage  its  Fruitopia  juice  drinks  with 
2W  ads.  But  Eric  Reinhard,  genei'al 
lanager  of  the  Pepsi-Lipton  partner- 
lip,  expects  Snapple  to  be  more  of  a 
lallenge  this  year  than  during  1995. 
or  Snapple,  "there's  nowhere  to  go  but 
3,"  he  says. 

..LEAVES  INVESTORS  COLD 


lUAKER'S  STOCK  PRICE 
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Some  benefits  of  improved  systems 
lould  begin  to  show  on  the  bottom 
le  this  year.  By  cutting  one-third  of 
?  independent  bottlers  and  introducing 
centralized  ordering  system,  Quaker 
curbing  the  production  bottlenecks 
id  out-of-stock  problems  that  plagued 
le  old  Snapple.  Streamhned  plants  will 
i  able  to  make  a  range  of  new  pack- 
?es  as  well,  including  32-ounce  plastic 
)ttles  that  could  become  a  popular 
iw  size.  And  many  observer's  expect 
uaker  to  buy  out  weak  distributors 
•adually,  taking  additional  territories 
-house.  So  far,  it  has  cut  the  ranks  to 
)0,  and  taken  conti'ol  of  Florida, 
jxas,  and  Orange  County,  Calif. 
As  1995  ended,  Snapple's  vital  signs 
ere  sti'onger-,  with  sales  impi'oving  in 
le  fall.  Among  brands  with  global  am- 
tions,  Snapple  still  has  some  of  the 
ost  "colossal"  pi-ospects,  says  bever-- 
je  consultant  Tom  Pirko  of  Bevmark 
ic.  For  his  part,  Smithbur-g  bristles  at 
le  suggestion  that  he  bet  the  farm 
1  a  fad:  "We  certainly  believe  we 
mght  a  brand  with  legs,"  he  insists, 
ow,  if  only  it  would  get  up  off  its 
l  ick  and  run. 

By  Greg  Burns  in  Chicago 


Strong 
Growth 


The  Strong  Growth  Fund  ranked  in 

the  Top  1%  for  total  return  of  all  growth 

fimds  ti'acked  by  Lipper  Analytical  Services, 

Inc.  for  the  since  inception  penod  ended  12-31-93.  For  the 

year  ended  12-31-95,  the  Fund  ranl<ed  in  the  Top  7%.  Lipper 

ranked  the  Fund  #2  of  449  and  #35  of  572  funds,  respectively. 

—  lOO'o  No-Load  - 

Past  peifmmnce  dm  not  represent  future  results,  liwcstmait  returns  and  principal 
value  vary,  and  you  may  liavc  a  gain  or  hss  wlmi  you  sel  simres  For  a  free  prospectus 
tvith  more  complete  mfomation.  imlnding  mnagenwnt  fees  atul  expenses,  col  Strong 
Funds  Distributors,  Iiic  Read  tt  carefuBy  before  you  invest  or  send  money.  1695J95M 


Average  Annual 
Total  Returns 

through  12-31 -95 

41.00% 

l-yeai 

28.59% 

Since  inception 

(on  12-31-93) 

Performance  and 
rankings  are  historicaL 


STRONG 


^  Strong  Funds 
1-800-368-1875 


We  Coiigratiilate  Columbia  liiivei*si(y 
and  the  kiiight-Bagehol  Fellowship 

in  Economics  and  Business  jonrnalisni 

for  twenty  years  of  fostering  probing,  insi<i;IUfiil 
eoverage  of  business,  flnanee  and  eeonomie  issues 


AEA  Investors  Inc. 
Abernathy  MacGregor 

Scanlon 
Bell  Atlantic  Corporation 
Bloomberg  News 
Business  Week,  a  div.  of 

McGraw-Hill  Cos. 
CNN  Business  News 
CS  First  Boston  Corp. 
Clark  &  Weinstock 
Cravath,  Swaine  &  Moore 
Data  General  Corporation 
Dow  Jones  &  Co,  Inc. 
The  Dreyfus  Corporation 
The  Economist  News- 
paper Group,  Inc. 
Equitable  Life  Assurance 

Society  of  the  U.S. 
Fannie  Mae 
Fiat  U.S.A.,  Inc. 


Martin  Geller 
General  Electric  Company 
General  Motors 
Guardian  Lite  Insurance 
Company  of  America 
Institutional  Investor,  Inc. 
KPMG  Peat  Marwick 
Knight-Ridder  Inc. 
MCI  Communications 
Ward  &  Eileen  McCarthy 
Merrill  Lynch  &  Co.  Inc. 
The  Nasdaq  Stock  Market 
The  New  York  Times 
Mr.  and  Mrs.  Nelson  Peltz 
Pfizer  Inc 

Reuters  America  Inc. 
Salomon  Inc. 
Schering-Plough  Corp. 
Schroder  Wertheim  &  Co. 
Incorporated 


Spear,  Leeds  &  Kellogg 
Structure  Tone 
Technimetrics,  Inc. 
Time  Inc. 

Tishman  Speyer  Properties 
Travelers  Group 
Viacom  Inc. 
E.M.  Warburg, 

Pincus  &  Co.  Inc. 
The  Wiegers  Family 
Foundation 
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TAKEOVERS 


RJR:  SHAREHOLDER 
AT  THE  GATE 

Bennett  LeBow  refines  the  takeover  game,  circa  1996 


Bennett  S.  LeBow  clearly  has  a  bit 
of  an  image  problem.  His  enemies 
have  some  choice — and  often  un- 
printable— epithets  for  him,  and 
even  a  fiiend  describes  liis  i-eputation  as 
"radioactive."  No  wonder:  The  tMrd-tier 
wheeler-dealer  has  had  two  of  his  public 
companies,  mai  Systems  Coip.  and  New 
Valley  Corp.,  file  for  bankruptcy.  His 
current  public  company,  Miami-based 
Brooke  Group  Ltd.,  operates  at  a  loss 
and  recently  had  to  restructure  much  of 
its  debt.  And  LeBow  has  repeatedly 
fended  off  allegations  by  angiy  Brooke 
shareholders  that  he  improperly  helps 
himself  to  company  assets. 

A  minor-league  bottom-fisher  LeBow 
may  have  been.  But  as  some  startled 
folks  at  RiR  Nabisco  Inc.  ai-e  leaiTiing,  he 
may  be  on  the  verge  of 
the  big  time.  More  and 
more,  it  looks  as  if  he 
stands  a  reasonable 
chance  of  emerging  vic- 
torious in  his  bat- 
tle to  engineer  a 
breakup  of  the  gi-  **. 
ant  food  and  to- 
bacco company.  In  a 
move  some  inteipret  as 
a  show  of  confidence, 
LeBow  on  Jan.  23 
moved  up  by  almost  a 
month  the  cutoff  date  of 
a  shareholder  resolution  he  is  promoting 
that  would  demand  that  r.jr  spin  off 
Nabisco  immediately.  Tlie  dea<;lline  for  the 
closely  watched  shareholder  vote  is  now 
Feb.  15. 

UP  FROM  NOWHERE.  LeBow,  with  his 
jjartner,  raider  Carl  C.  Icahn,  controls 
just  4.8%  of  r.ir's  stock.  When  the  pair 
began  their  campaign  last  fall  by  pres- 
suring the  company  to  spin  off  the  re- 
maining 80.5%  of  its  Nabisco  food  busi- 
ness, "it  seemed  LeBow  had  no  chance 
in  hell,"  says  Sanford  C.  Bernstein  & 
Co.  tobacco  analyst  Gary  D.  Black. 
Somewhat  surpri-singly,  however,  "peo- 
ple are  much  mor;-  receptive  to 
LeBow's  proposal  than  a  lot  of  people 
would  have  thought  going  in,"  he  says. 


"People  are  starting  to  say  he  does 
have  a  chance." 

If  he  succeeds,  LeBow  will  force  the 
breakup  of  a  storied  company  that  was 
the  focus  of  a  titanic  contest  between 
its  management  and  Kohlberg  Kravis 
Roberts  &  Co.  in  the  defining  takeover 
straggle  of  the  1980s.  But  in  his  present 
campaign,  LeBow  may  be  writing  some 
new  rules  for  the  takeovei-  game,  cu-ca 
1996.  Instead  of  tender  off  ere  and  debt  fi- 
nancing, LeBow,  arnied  with  just  1.8%  of 
the  company's  shares,  is  attempting  to 
dictate  the  fate  of  rjr  Nabisco  by  wrap- 
ping himself  in  the  rhetoric  and  the  tac- 


tics of  the  shareholder-rights  rnovemer 
LeBow  figures  a  quick  spin-off  w. 
yield  an  immediate  38%  gain  for  r. 
shareholders,  who  watched  their  shan. 
fall  from  a  September,  1991,  high 
about  61  to  about  28  before  he  beg;, 
his  campaign.  The  stock  is  now  at  abo 
34.  LeBow's  campaign  to  put  a  centr, 
management  issue  to  a  shareholder  vo  ' 
signals  "a  whole  new  era  in  [shareholj 
er]  rights.  This  is  a  test  of  sharehokl- 
democracy,"  notes  Salomon  Brothe. 
Inc.  analyst  Diana  K.  Temple,  who  ah 
thinks  a  majority  of  shareholders  w, 
back  LeBow's  spin-off  vote.  At  issue  ; 
whether  "shareholders  have  the  rig, 
to  impose  certain  solutions  or  directiv , 
on  the  board." 

The  company  argues  that  it  wants 
spin  off  Nabisco  too,  and  has  want(. 
to  for  yeai's.  But  it  says  it  must  wait  i  - 
the  tobacco-litigation  environment  ) 
improve.  That  could  take  until  199, 
says  Steven  F.  Goldstone,  a  lawyer  wb 
was  named  rjr's  chief  executive  in  D- 
cember.  (Fomaer  CEO  Chai'les  M.  HariJ' 
remains  the  company's  chairman.) 

In  its  appeals  to  shareholders  to  vo; 
against  the  breakup  proposal,  r.jr  pair; 


Swashbuckler  LeBow  is  trying  to  force  a 
breakup  of  RJR  Nabisco  by  borrowing  the  tactic; 
of  the  shareholder-rights  movement 


Andersen  Worldwide 


We  have  changed 
our  name 
to  better  reflect 
our  global  reach 
in  providing 
professional  services 
of  the  highest  quality. 


The  Partners  of  Andersen  Worldwide 

formerly  Arthur  Ar^dersen  &  Co,  SC 


Arthur  Andersen 
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"I'LL  SIGN  IN  BLOOD." 

LcBoiv  says  hell  hack  off 
ifRJR  spins  off  Nabisco 

LeBow  as  an  irrespon- 
sible quick-buck  artist 
who  is  only  now  push- 
ing the  spin-off  because 
R-jR  in  May  turned  down 
a  deal  he  proposed  to 
Harper  and  Goldstone. 
LeBow's  proposal  then 
was  for  RJR  to  be  ac- 
quired by  Brooke's 
Liggett  tobacco  sub- 
sidiary. LeBow's  board 
would  then  have  spun 
off  Nabisco.  LeBow's 
board,  and  not  rjr's, 
was  to  assume  the  legal  risk  if  tobacco 
plaintiffs  or  r.jr  bondholders  sued.  The 
payoff  for  LeBow:  a  20%  stake  in  the 
mei'ged  Liggett-RJR.  His  partner  in  the 
deal,  German  tobacco  company  Reemts- 
ma  Cigarettenfabriken,  would  have 
formed  a  joint  venture  with  rjr's  in- 
ternational operations. 
NOW,  "VOYAGEUR."  Haiper  says  LeBow 
was  "turned  down  right  there,  to  his 
face."  But  LeBow  maintains  that  the 
deal  was  taken  seiiously  enough  by  pjr 
foi'  Goldstone  to  meet  with  LeBow's 
lawyers  three  more  times  that  summer. 
When  all  hopes  of  a  friendly  deal  in- 
volving Liggett  died  in  July,  LeBow  al- 
ready owned  723,000  R.JR  shares.  He 
was  convinced  that  a  gi-eat  deal  of  mon- 
ey could  still  be  made  if  r.jr  were  to 
ovei'comc  its  litigation  concerns  and  spin 
off  Nabisco  immediately.  LeBow  thinks 
PJR  won't  spin  off  Nabisco  because  its 
directors  fear  potential  personal  liabiUty 
under  a  legal  concept  called  "fi*audulent 
conveyance,"  which  may  arise  if  a  com- 
pany improperly  shuffles  assets.  Gold- 
stone says  personal  liability  is  not  a  ma- 
jor concern  of  the  board.  LeBow  teamed 
up  with  major  Brooke  debt  holder 
Icahn,  who  bought  8  million  shai-es  but 
leaves  the  heavy  lifting  to  LeBow. 

The  affable  Harper  grows  almost 
ajjoplectic  when  discussing  LeBow.  He 
dismisses  Liggett  as  "a  little  linky-dink 
company"  and  LeBow  as  a  "voyageur 
hopping  out  of  his  canoe  on  the  shore  of 
the  Hudson."  If  LeBow  isn't  exactly  the 
itinerant  fiu"  trader  Harper  paints  him 
as,  the  mantle  of  shareholder  advocate 
nevertheless  seems  to  rest  a  bit  awk- 
wardly on  his  shoulders.  As  R.JR  has- 
tens to  point  out,  his  holdings  have  been 
marked  by  bankruptcies,  insider  deals, 
and  shareholder  lawsuits.  LeBow,  58, 
counters  that  he  invests  in  troubled 
companies,  th;il  his  personal  loans  from 
Brooke  have  b.^en  repaid  with  interest. 


and  that  in\est(ii-s  who  stayed  with 
Brooke  from  1991  through  1995  have 
reaped  a  compound  annual  rate  of  re- 
turn of  26.8%,  compared  with  a  3.8% 
retuiTi  for  rjr  since  its  1991  initial  pub- 
He  offering.  But  his  reputation  is  a  side 
issue,  LeBow  says.  "Wliat  else  do  they 
have  to  talk  about?  Wliy  don't  they  talk 
about  the  issues?" 

Goldstone  argues  that  the  real  issue 
is  R.JR  Nabisco's  continuing  viability  as  a 
company.  LeBow's  spin-off  proposal 
"would  have  a  teiribly  destabilizing  im- 
pact," says  attorney  Martin  Lipton,  who 
represents  R.JR  in  the  consent  solicita- 
tion. If  the  resolution  passes,  "it  would 
make  it  exti'emely  difficult  to  manage 
the  company.  People  would  have  real 
questions  as  to  the  future  course  of  the 
business  and  what  is  going  to  happen." 

Maybe  that's  why  FUR  Nabisco  seems 
willing  to  cede  the  high  gi'oiuid  of  shai'e- 
holder  democracy  to  LeBow.  Goldstone 
vows  that  management  and  the  board 
will  not  comply  with  calls  for  a  quick 
spin-off,  even  if  shareholders  over- 
whelmingly back  the  plan.  "If  LeBow 
were  to  convince  a  majority  of  our 
shareholders  to  support  [the  immediate 
spin-off]  resolution,  the  board  would 
continue  to  do  just  what  it's  doing," 
Goldstone  says. 

LeBow  seizes  on 
such  imperiousness 
with  the  populist  gus- 
to of  an  old-time  pol. 
"This  is  a  new  high 
in  contempt  for  shai'e- 
holder  rights.  Now  is 
the  time  to  speak — or 
forever  hold  your... 
stock,"  LeBow  pro- 
claimed in  full-page 
ads  in  The  New  York 
Times  on  Jan.  22  and 
The  Wall  Street  Jour- 
nal on  Jan.  23,  which 


JOE  CAMELS  BLUES 


RJR  NABISCO 

MONTHLY  CLOSE 
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NO  QUICK  FIX:  CEO 

Goldstone  opposes  a 
fast  spin-off 

bore  the  headline  "Ri 
to  Shareholders:  DR- 
dead!"  To  assert  contil 
over  their  compai/ 
shareholders  we- 
urged  to  send  in  co- 
sent  solicitation  car- 
supporting  the  spin-d', 
LeBow's  ad  even  listjl 
a  site  on  the  Wor^ 
Wide  Web  that  provide 
more  information. 

Several  big  shar- 
holders  tell  BUSINE* 
WEEK  they  plan  to  ba< 
LeBow.  "Although  we  haven't  met  wii 
R.JR  yet,  we  currently  lean  towaixl  v(- 
ing  for  the  spin-off,"  says  Jeffrey  , 
Altman  of  Michael  Price's  Mutual  £- 
ries  Fund.  Goldstone  says  he  is  "ve/ 
confident"  that  LeBow  won't  have  te 
votes  he  needs  in  the  end. 
CALLING  RJR'S  BLUFF.  But  by  movi^ 
up  the  cutoff  date  for  the  vote,  LeBd- 
is  indicating  that  he  believes  he  ei 
muster  the  votes  he  needs  by  Feb.  >. 
LeBow  says  he  hopes  that  R.JR  recG- 
siders  its  position  and  obeys  its  shaii- 
holders'  wishes.  "I  could  be  the  woiit 
guy  in  the  world,  [but]  if  they'd  jiit 
spin  off  Nabisco  to  the  shareholdet, 
I'll  sign  in  blood  that  we've  done  wht 
we  want,  and  we'll  go  off." 

But  he  knows  r.jr  says  that  it  wot 
budge,  and  he's  planning  to  call  s 
bluff.  Though  LeBow  claims  that  e 
does  not  want  to  actually  control  RJS 
board  of  directors  or  manage  the  co  - 
pany,  he  and  Icahn  have  submitted  n 
alternate  slate  of  directors  for  RJ  s 
annual  meeting  in  April.  His  decision  o 
move  up  the  spin-off  vote  may  bea 
sign  that  he  intends  to  try  to  gain  cc- 
trol  of  the  board. 

If  he  wins  the  vote  a  month  earl  r 
than  anticipated — and  R.JR  ignois 
the  mandate — I^eBiA 
will  have  more  tiie 
before  the  annul 
meeting  to  file  a 
proxy  and  campain 
for  shareholdei's  o 
vote  for  his  altern;*; 
slate  of  directors,  o 
self-respecting  cham- 
pion of  shareholcT 
rights  would  hae 
any  alternative. 

By  Elizabeth  Le  y 
in  New  York  ad 
Gail  DeGeorge  n 
Mia  m  i 


How  Should 
Invest  to  IRA^ 
(MDedda)  j 


The  Right  Place  At 
The  Right  Time? 


THE  INS 


r  .  SCOOP 


DE 


The  Right  Place 
0?;^Time? 


Twentieth  Century's 
Growth  Equity  Funds 


Average  Annual  Total  Returns  as  ol  12/31/95  ' 


l-Year 

5-Year 

10-Year 

Life  of  Fund 

Growth 

Ini'eslnrs 

20.4% 

14.8% 

14.2% 

18.2% 

(li/.lii/TI)' 

Ultra 

Investors 

37.7% 

25.0% 

19.8% 

17.8% 

tll/SSII 

Vista 

Iiii'i'Slors 

46.1% 

22.4% 

17.1% 

14.3% 

Seleq 

Iiiirslors 

22.7% 

10.2% 

11.8% 

16.5% 

Heritage 

lutrstitrs 

26.7% 

16.5% 

16.0% 

(II/III/S7I 

Post  perfotmonce  is  no  guoronlee  of  fulu 

re  results. 

Chasing  the  hottest 
mutual  funds  might  be 
exciting — for  a  while.  But 
we  think  it's  better  to  focus 
on  funds  that  have  already 
established  a  strong,  long- 
term  record.  Wliile  the 
past  doesn't  guarantee 


the  future,  we  believe 
Twentieth  Centuiy's  gi'owth 
funds  have  a  record  that 
speaks  for  itself.  Call  us 
toll  free  and  ask  about 
our  no-fee',  no-load  IRA: 
1-800-345-2021.  We'll 
send  a  prospectus  with 


more  details,  mcluding 
all  charges,  expenses  and 
minim  ums.  Please  read 
it  carefully  before  you 
invest.  Let  Twentieth 
Centuiy  help  you  make 
the  most  of  your  strongest 
allies:  time  and  patience. 


1-800-345-2021 

http  // networth.gall.com/twencent 


'  No-fee  IRA  ovoiloble  with  o  combined  IRA  bolonce  of  $10,000  oi  moie. '  Dato  quoted  lepiesent^  past  perfoimonce  and  ossumes  reinvestment  of  all  distributions.  Post  perfomonce  is  no  guoiontee  of  future  results.  Investment  letotn  and 
principal  volue  will  fluctuote,  and  ledemption  volue  moy  be  more  or  less  ttion  onginal  cost  '  Alttiough  Select  ond  Growtti  weie  started  on  October  31,1 958,  ttieir  performance  for  the  penod  shown  corresponds  with  Iwentielh  (entorv's 
implementation  of  its  current  investment  philosophy  ond  practices  on  June  30, 1 9/ 1 .  P.O.  Box  41 9200,  Kansas  City,  MO  64 1 41  -6200  ©I  996  Twenheth  Cenhjiy  Services,  Inc.,  Iwenlieth  Centoiy  Securities,  Inc. 
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STRATEGIES 


IS  MOTOROLA  A  BIT 
TOO  PATIENT? 

While  it  waits  for  long-term  bets  to  pay  off,  profits  erode 

For  on-the-go  cellular 
phone  users,  few 
things  are  more  an- 
noying than  losing  a 
connection  in  the  middle  of 
a  call.  But  for  global  market 
leader  Motorola  Inc.,  lost 
calls  are  more  than  an  an- 
noyance: AirTouch  Commu- 
nications Inc.  was  supposed 
to  have  a  sophisticated 
multimillion  dollar  digital- 
cellular  system  from  Mo- 
torola up  and  running  in 
Los  Angeles  by  early  1995. 
But  with  technical  problems 
still  causing  lines  to  gu 
dead,  AirTouch  won't  put 
customers  on  the  system — 
or  finish  paying  Motorola — 
until  the  kinks  are  cleared 
up.  "We  are  being  finicky," 
says  spokeswoman  Amy 
Damianakes.  "We  want  it  to 
be  as  good  as  the  existing 
analog  service  or  better." 

That  hardly  seems  like  a 
lot  to  ask  of  Motorola,  the 
woiid's  biggest  maker  of  cell 
phones  and  pagers.  After 
all,  as  the  global  leader  in 
two  of  the  world's  fastest- 
growing  technologies — wire- 
less communications  and 


ON  HOLD 


Gaiy  looker  is  counting  on  new 

digital  technology  to  revove  cellular 

semiconductors — Motorola  sales,  but  analog  phones  still 
has  long  been  lauded  as  one  dominate  the  U.S.  market 

ol  Amei'icas  technology  gi- 


ants. But  as  the  Schaimibm'g  (Ill.)-based 
company  stniggles  to  regain  momentum 
in  the  tough  U.  S.  cellular  market,  it  is 
fiicing  a  host  of  imcomfoitable  new  ques- 
tions. The  biggest:  Has  Motorola  hit  a 
bit  of  momentaiy  turbulence,  or  is  the 
high-living  star  finallv  coming  down  to 
earth?' 

The  queries  picked  up  force  early  in 
January,  after  the  company  announced 
thai  fourth-quarter  earnings  would  fall 
Ki'/r,  to  $4;)2  million.  Company  officials 
blamed  much  of  the  shde  on  cellular,  yet 
difficulties  there  aren't  all  that  Motorola 
h;i>;  to  wony  about  these  days,  ci  o  GaiT 


L.  Tooker,  56,  and  Presi- 
dent Christopher  B. 
Galvin,  45,  who  together 
make  up  the  office  of  chief  executive, 
are  set  on  keeping  Motorola  in  a  broad 
array  of  markets:  Its  products  range 
from  tiny  chips  that  go  into  cai-s  to  U.  S. 
Army  gi'ound  stations  for  au'bome  siu"- 
veillance  equipment.  But  with  competi- 
tion lising  and  problems  cropping  up  on 
several  fi-onts,  investors  are  starting  to 
ask  if  Motorola  has  its  fingers  in  too 
many  pies. 

Other  high-profile  Motorola  products — 
such  as  the  PowerPC  chip  and  the  Envoy 


personal  digital  assistant — have  bet 
slow  to  catch  on.  Iridium  Inc.'s  cost 
global  satelhte-phone  system,  for  whi( 
Motorola  is  the  prime  contractor,  h; 
had  trouble  finding  financial  backers.  Ail 
perhaps  most  worrying  is  a  naggit 
question  that  has  trailed  the  compai 
for  several  years:  With  an  increasii 
shai'e  of  its  products  going  into  consimi' 
markets,  can  the  engineers  who  run  M 
torola  learn  to  do  a  better  job  of  ma 
keting  theu'  wares?  "They're  spread  r 
ally  thin,"  warns  Susan  KaUa,  an  analy 
with  Stamford  (Conn.)-based  SoundVie 
Financial  Group. 

With  all  that  to  wony  about,  it's  i 
surjiiise  that  Wall  Street  has  thi'own  !■ 
a  red  flag.  After  soaring  fi-om  11  in  19'.. 
to  82  last  September,  Motorola  shar, 
have  fallen  about  36%,  to  ai'ound  53.  F'' 
the  fLill  yeai;  Motorola  managed  to  boo'; 
profits  14%,  to  $1.78  billion,  on  a  sal'; 
gain  of  22%,  to  $27  billion.  But  with  tli 
company  warning  that  eaiTiings  compa- 
isons  will  remain  "difficult"  this  ye;, 
analysts  surveyed  by  Fii"st  Call  expe; 
1996  profits  to  rise  just  2%. 
NO  RETREAT.  Not  that  Motorola  is  in  di- 
sti'aits  by  any  means.  But  until  recent , 
tliis  was  a  company  that  seemed  infal- 
ble.  As  it  moved  from  strength  ) 
strength  in  its  core  technology  market, 
revenues  have  mo' 
than  doubled  sin^ 
1989,  while  incoii' 
umped  39%  annual. 
But  even  insiders  s:' 
that  pace  can't  be  mai- 
tained.  "It  can't  go  a 
Vjrever,"  says  on. 
"Maybe  15%  a  year  is  r- 
itic,  but  [gi'owth  isn't  g- 
ing  to  continue]  at  30%." 
For  all  the  storm,  CD 
F//  Tooker  sees  no  need  for-  i- 
'//  trenchment.  A  plain-sj^eakii^ 
electrical  engineer  who  join  l 
the  company  in  1962,  he's  wa 
respect  as  a  no-nonsense  opt- 
ating  manager  who  honed  h 
skills  in  the  cuttlii-oat  semicondi'- 
tor  business.  He  says  he  has  no  i- 
tention  of  puUing  back  on  the  lon- 
tcrm  strategy  by  which  Motorola  but 
Its  name.  The  style  was  set  by  fonnr 
Chairman  Robert  W.  Galvin — Christ- 
pher's  father,  who  remains  chairman  f 
the  board's  executive  committee — ai 
continued  under  charismatic  CEO  Geore 
M.  C.  Fisher:  placing  fai-sighted  bets  on 
wide  aiTay  of  technologies.  Tooker,  wd 
took  the  top  job  when  Fisher  went  D 
Eastman  Kodak  Co.  in  1993,  ai-gues  tit 
Motorola  must  stick  to  that  strateV 
while  expanding  in  fast-gi'owing  dev- 
oping  markets.  "Our  opportunities  ha; 


•obably  never  been  better,"  he 
lys. 

Lately,  though,  Motorola  has 
■emed  to  have  unwonted  diffi- 
ilty  in  making  the  most  of  its 
)portunities.  The  biggest  chal- 
nge  remains  in  cellular,  which 


AS  MOTOROLA  FACES  TOUGH  CHALLENGES... 

CELLULAR  PHONES  Increased  competition  and  slow- 
ing demand  have  cut  Motorola's  market  share  and 
slashed  earnings.  Sales  of  improved  digital  phones 
have  been  slow  to  take  off. 


predicts  that  Iridium  will  even- 
tually be  a  big  success; — the 
fii'st  of  66  satellites  are  due  to 
be  launched  late  this  year — few 
outsiders  are  ready  to  back  it. 
Iridium  has  raised  only  $1.6  bO- 
lion  so  far  and  last  fall  had  to 


ovides  40%  of  sales.  There,    scrap  a  .$300  miUion  jvmk-bond 


otoi'ola's  problems  are 
refold.  After  a  thi-ee-yeai- 
)urt  in  which  growth 
pped  30%  a  year,  de- 
and  in  the  U.  S.  is  slow- 
g.  At  the  same  time, 
.'andinavian  rivals  such  as 
.M.  Ericsson  and  Nokia 
■e  stepping  up  efforts  in 
le  U.S.  The  result:  a  vicious 
ice  war  that  has  hit  Motoro- 
's  earnings  particularly  hard. 
Motorola's  market  share  is 
so  slipping.  From  42%  of  the 
.S.  market  in  1994,  Sound- 
,ew  analyst  Kalla  expects  Mo- 
rola's  shai-e  to  fall  to  37%  this 
iar;  Nokia  meanwhile  will  go 
om  21%  to  32%.  Motorola  at- 

ibutes  the  drop  lai'gely  to  ex-   

ssive  orders  in  late  1994  that 
oated  inventories,  but  rivals  crow  that 
ey're  gaining.  "We've  been  winning 
tare  for  three  years,"  says  Anders 
)rstensson,  executive  vice-president  of 
ricsson's  U.  S.  arm.  And  look  out:  While 
.panese  manufacturers  such  as  Sony, 
masonic,  and  Toshiba  have  largely  lost 
it  so  far,  they  intend  to  return  with  a 
ingeance  in  the  market  for  low-cost 
irsonal  communications  sei-vices  (PCS) 
lones  next  year. 

Nor  are  the  cellular  problems  Hmited 

the  U.S.;  in  Europe,  too.  Motorola's 
ce  has  fallen  from  38%  in  1994  to  a 
•ejected  33%  in  1996.  In  part,  that's 
le  to  an  aggi-essive  push  by  Nokia  and 
ricsson  to  grab  share  as  a  more  so- 
listicated  digital  cellulai-  senice  knowm 

GSM  takes  hold  there. 

And  that  points  to  fuither  questions 
r  Motorola  as  the  U.  S.  begins  to  shift 

digital  cellular.  Motorola  is  placing  big 
:ts  on  a  newer  technology  known  as 
)MA — code  division  multiple  access.  Cel- 
lar sei-vice  providei-s  like  cdma  because 
offers  far  higher  call-canying  capacity 
an  GSM.  But  the  technology  still  has 
me  bugs,  as  the  Los  Angeles  experi- 
ice  shows.  Analysts  say  substantial 
)MA  sales  may  not  begin  until  late  1997, 
;d  some  competitors  remain  skeptical. 
Ve  don't  consider  it  to  be  economically 
able  in  its  present  state  on  a  large 
ale,"  says  Per  Bengtson,  a  spokesman 
r  Ericsson.  With  cdma  likely  to  take 
ne,  the  company  is  emphasizing  gsm. 

Still,  Tooker  says  Motorola  plans  to 
inker  down:  He  expects  cellular  will 
e  a  strong  rebound  when  PCS  phones 
:  the  mai-kets — probably  by  1997 — and 


POWERPC  CHIP  This  microprocessor 
was  supposed  to  edge  out  Intel's  Pen- 
tium, but  troubles  at  co-developer 
Apple  Computer  cloud  its  prospects. 

MARKETING  As  cell 
phones  and  other  products 
hit  mass  markets, 
Motorola's  engineers 
will  come  up  against  marketing 
powerhouses  such  as  Sony  and 
Panasonic. 


ENVOY  PDA  Priced  at 
$1,000  to  $1,500,  Motoro- 
la's wireless  personal  digital 
assistant  has  sold  poorly. 
Now,  Motorola  is  focusing 
more  on  business  customers. 


spur  demand  again.  But  problems  may 
not  be  so  readily  solved  for  the  Power- 
PC, the  $1  billion  cliip  developed  by  Mo- 
torola in  partnership  with  Apple  Com- 
puter Inc.  and  ibm.  Introduced  with 
fanfare  in  1993  with  Apple  as  its  flagship 
customer,  the  PowerPC  was  supposed  to 
become  a  major  rival  to  Intel  Corp.'s 
Pentium.  But  although  Motorola  is  now 
getting  lots  of  PowerPC  orders  from 
makers  of  settop  boxes,  server  comput- 
ers, and  other  special  machines,  the  chip 
hasn't  created  anything  like  the  break- 
through expected. 

Apple's  straggles  have  hardly  helped: 
Its  sliding  market  share  has  meant  few- 
er chip  sales  than  expected.  Without  Ap- 
ple as  a  base,  few  other  PC  makers  have 
adopted  the  diip.  Although  Motorola  con- 
tinues to  pour  money  into  software  de- 
velopment and  is  creating  its  own  Pow- 
erPC-based computer  systems  in  hopes  of 
jump-staiting  the  mai"- 
ket,  outsiders  think  its 
chances  are  slim. 

IricUimi,  the  .$-3.4  bO- 
lion  satellite  phone 
system  of  which  Mo- 
torola is  the  main 
backer,  is  also  itmning 
into  outside  skepti- 
cism. The  ling  of  satel- 
lites should  allow 
callers  to  use  wireless 
phones  anywhere 
around  the  world  to 
call  anywhere,  but 
several  rivals  are  vy- 
ing foi'  the  risky  mar- 
ket. Although  Tooker 
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offering  in  the  face  of  investor 
disinterest. 

OUTSIDE  HELP.  Despite  the  crop 
of  difficulties,  Tooker  denies  that 
the  company  is  spread  too  thin. 
One  thing  he  and  Galvin  will 
need  to  concentrate  on  is  better 
marketing.  With  an  ever-in- 
creasing share  of  their  products 
going  to  consumer  mai"kets.  Mo- 
torola execs  have  said  for  yeai's 
that  they  need  to  boost  then- 
consumer  marketing  know-how. 
But  the  engineering-led  compa- 
ny has  been  slow  to  change.  A 
case  in  point:  The  Envoy  PDA 
was  technically  strong  but 
priced  far  too  high  for  the  mai- 
ket  at  $1,000  to  $1,500. 

To  improve  its  marketing 
savvy,  the  board  asked  Procter 
&  Gamble  Co.  Chainnan  and  ceo  John 
E.  Pepper  to  become  a  dii-ector  last  year. 
Although  "selling  a  cellular  phone  isn't 
the  same  as  seUing  soap,"  Pepper  should 
help  Motorola  figiu'e  out  how  to  "mai-ket 
consumer  products  in  a  way  that  it  may 
not  have  considered,"  says  Director  B. 
Kenneth  West,  the  former  chainnan  of 
Hanis  Bankcorp  Inc.  Motorola  has  also 
beefed  up  mai-keting  by  bringing  in  ex- 
ecutives from  the  likes  of  Black  &  Deck- 
er Corj).  and  Mattel  Inc. 

But  elsewhere,  Tooker  says  few 
changes  are  planned  despite  the  earn- 
ings slide.  "This  is  a  few  days  in  the  life 
of  a  company  that's  decades  old,"  he  says. 
"We  think  we're  making  balanced  in- 
vestments for  the  futiu'e."  Nor  does  the 
board  appear  worried.  "There  may  be 
some  umnliness  in  the  competitive  envi- 
ronment, but  it's  worth  hanging  in,"  says 
director  West.  Both  argue  that  by  mid- 
1997 — when  they  ex- 
pect cellular  to  revive, 
the  PowerPC  and  a  re- 
launched Envoy  to 
take  off,  and  the  bet 
on  CDMA  to  pay  off — a 
fresh  surge  in  profits 
and  revenues  will 
mute  the  short-term 
skeptics.  Though  cjues- 
tions  ai'e  growing,  giv- 
en Motorola's  record, 
few  are  willing  to 
count  it  out  yet. 

By  Peter  Coy 
in  New  York,  with 
Ron  Stodgliill  II  in 
Chicago 
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NOT  ALL  TAX  SOFTWARE 
IS  CREATED  EQUAL 


Last  year-,  the  makers  of 
tax  software  progi'ams 
taxed  the  loyalty  of 
their  customers.  A  spate  of 
software  bugs  that  created 
calculation  errors  or  missed 
deductions,  coupled  with  per- 
petually jammed  phone  help 
lines,  left  many  users  of  lead- 
ing progTams  such  as  Turbo- 
Tax  and  Kii)linger  TaxCut 
wondering  if  the  benefits  out- 
weigh the  hassles. 

Should  you  tiust  your  tax- 
es to  a  software  program? 
For  many  individuals,  the 
answer  is  still  yes.  Despite 
its  flaws,  income-tax  soft- 
ware remains  a  better  alter- 
native to  using  a  pencil,  cal- 
culator, and  scratch  pad — 
which  can  add  hours  to  your 
work  and  increase  the 
chances  of  a  math  eiTor.  And 
for  their  pail,  the  makers  of 
the  leading  programs  vow 
they  have  taken  steps  to 
minimize  the  risk  of  last 
year's  problems  recurring. 
DISCLOSURE.  Instead  of  rip- 
ping up  their  programs  to 
build  in  more  features,  most 
of  the  companies  are  concen- 
trating on  making  sure  their 
progi-ams  work  right.  Intuit 
also  says  it  has  doubled  the 
size  of  its  technical-support 
staff,  to  500,  to  field  ques- 
tions about  TurboTax  and 
MacInTax.  And  all  the  soft- 
ware publishers  pledge 
they'll  be  more  diligent  in 
reporting  bugs.  In  years 
past,  they  tended  to  wait  un- 
til late  in  tax  season  to  issue 
an  all-inclusive  hst.  But  after 
last  year's  fiascoes,  they  have 
vowed  to  get  the  woi-d  out 
sooner:  Intuit  and  Parsons 
thro\jgh  their  Internet  Web 
sites  and  others  through  on- 
line sej  vices,  fax,  and  ph  me. 

Givei  the  relative  la<  ';  of 
new  fea  ares  to  compare  ,  nd 

discuss,  BUSINESS  WEEK  ■  ;fi- 
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cided  to  subject  this  yetJ's 
crop  of  tax  programs  tea 
practical  test:  a  hyijothetijjj 
tax  return  that  was  so  coi- 
plex  it  bordered  on  the  di- 
bolical.  This  return  fi'om  l  i: 
was  the  handiwork  of  Alfii. 
C.  Giovetti,  a  Catonsvi-f 
(Md.)  certified  public  accoii- 
tant  and  accounting  instmca' 
whose  students  include  i- 
ternal  Revenue  Servte 
agents.  Giovetti  created  a  ^ 
turn  for  a  fiftysomething  m- 
pie  earning  a  combirjd 
$200,000  from  a  variety  »f 
sources  including  salaris. 
employee  stock  options,  sd 
rental  property.  He  testd 
five  popular  programs-^ 
TurboTax,  Iviplinger  TaxCt, 
Simply  Tax,  Personal  Tlx 
Edge,  and  Perfect  Tax — thn 
stacked  up  their  resuis 
against  a  .$.3,500  progi'am  p*- 
ular  among  professional  Is 
practitioners.  ' 

His  finding?  While  all  if 
the  progi'ams — with  the  ^■ 
table  exception  of  Perfet 
Tax — interpreted  the  tx 
code  acciu'ately,  they  nonet  e- 
less  pose  many  critical  qu5- 
tions  so  ambiguously  that 
user  lacking  a  (:pa  liceiSe 
could  answer  some  inac4- 
rately — and  risk  incuinjng  |t 
just  penalties  but  an  iRS  ;i- 
dit.  "These  progi-ams  lull  is 
into  a  sense  of  false  securili" 
says  Giovetti.  "We  assuie 
the  computer  knows  mere 
than  it  often  does." 
TROUBLE  SPOT.  Particular' 
troubling  was  how  most  pi- 
grams  breezily  ask  users  p 
front  whether  they  thi) 
they  are  a  candidate  for  i; 
alternative  minimum  t  ■; 
which  some  people  must  \  \ 
if  they  have  a  large  numltr 
of  deductions.  Answer  i, 
and  chances  are  the  softwre 
won't  determine  afterwars. 
based  on  yoiu'  subsequent  4- 
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ies,  whether  youi'  initial 
dgment  was  right.  When 
ovetti  added  a  generous 
Hop  of  deductions  and  ex- 
iptions  into  his  formula — 
lich  would  have  subjected 
3  make-believe  couple  to 
e  AMT — the  programs  un- 
restimated  the  con-ect  tax 
.bility  by  as  much  as 
0,000.  The  moral:  For  high- 
^ome  households  with  ex- 
nsive  deductions,  exemp- 
»ns,  and  other  shelters,  tax 
ftware  is  no  alternative  to 
good  accountant. 
For  the  rest  of  us,  the 
st  program  might  be  Tax- 
it,  which  allows  you  to 
mplete  your  return  using 
interview  format  that's 
Dre  intuitive  and  logically 
ranged  than  those  of  rivals. 
ixCut's  "audit"  feature — 
lich  flags  answers  that 
uld  trigger  a  visit  from  the 
3 — is  so  thorough  it  catches 
iCrepancies  that  only  a  CPA 
ight  be  expected  to  find, 
id  in  Giovetti's  test,  only 
ixCut  detected  that  a  prior 
iployer  made  a  premature 
tirement  payout  without 
thholding  the  mandatory 
% — a  move  that,  if  not 
ught,  can  subject  the  re- 
cent to  an  IRS  penalty. 
;T  worth.  Not  that  Tax- 
It  is  without  flaws.  Like 
her  programs,  it  doesn't  al- 
iys  automatically  transfer 
iswers  to  other  relevant 
ctions  of  the  return:  Users, 
r  instance,  must  manually 
rry  the  gain  from  Form 
84 — which  handles  casual- 
losses — to  Schedule  D. 
iid  while  the  program's  au- 
t  feature  vAW  take  you  to 
e  point  in 
»ur  return 
here  a  prob- 

m  may  lie,  it  then  returns 
lu  to  the  beginning  of  the 
idit  function. 

Giving  TaxCut  a  run  for 
i  money  is  Personal  Tax 
Jge.  Don't  be  fooled  by  its 
9  price  tag — Tax  Edge's  in- 
rview  and  audit  features 
e  as  strong  as  any  of  its 
gher-priced  rivals.  Admit- 
dly.  Tax  Edge  lacks  the  ex- 
nsive  help  features  of  Tax- 
Jt  and  TurboTax.  But  the 
I  iluxe  CD-ROM  version  of  Tax 


Edge,  which  was  accjuired 
two  years  ago  by  Intuit,  also 
comes  with  access  to  the 
company's  Web  site — which 
provides  extensive  online 
help.  Another  bonus:  Tax 
Edge  includes  a  set  of  nifty 
investment  calculators  that 
can  be  used  long  after  tax 
season  and  are  worth  the  $19 
price  by  themselves. 


the  undei-lying  tax  forms,  be- 
cause Tiu-boTax  won't  always 
take  you  back  to  the  question 
you  answered  last — forcing 
you  to  waste  a  lot  of  time  re- 
locating your  place. 

Giovetti  also  found  that 
TurboTax  isn't  always  good 
at  remembering  how  you  re- 
sponded to  relevant  ques- 
tions earlier  in  the  Q&A,  ei- 


other  I'elevant  portions  of  the 
retui-n.  But  you  quickly  get 
the  impression  that  the  de- 
signers of  Simply  Tax  ran  out 
of  time  because  the  Q&A  func- 
tion abinptly  becomes  less  in- 
tuitive and  simply  starts 
thi'ovdng  forms  at  the  user  to 
fill  in.  Even  then,  some  of  the 
foiTns  are  displayed  in  a  small 
typeface  that's  almost  illegi- 


Tax  Advice  in  a  Box 


PROGRAM/COST* 

MAKER/PHONE 

TURBOTAX  $40 

Intuit 

800  964-1040 

KIPLINGER  TAXCUT  $20 

Meca  Software 
800  235-4060 

PERSONAL  TAX  EDGE  $19 

Intuit 

800  223-6925 

SIMPLY  TAX  $20 

Computer  Associates 
800  773-5445 

PERFECT  TAX  $79 

Financial  Services  Marketing 
800  525-5611 


FORMAT 


SYSTEM 

REQUIREMENTS* 


Win,  Win95,       ;  4  MB  RAM, 
DOS,  Macintosh,  :  20  MB  HD 
CD-ROM 


Windows  3.1 

Macintosli, 

CD-ROM 

Windows, 
DOS,  Macintosti, 
CD-ROM 

Win,  Win95, 
CD-ROM 

DOS 


;  10  MB  HD 

;  2  MB  RAM 
:  13  MB  HD 

i  8  MB  RAM 
1  13MBHD 

:  640K  RAM 
^  3.5MBHD 


COMMENTS 

Includes  Web  browser  that  connects 
directly  to  Intuit's  Internet  site  for 
late-breaking  bug  reports,  tax  code 
changes.  Number  of  states:  45. 

Easiest  Q&A  interview  and  strong 
audit  capabilities.  Number  of  states: 
23  Win,  2  Macintosh. 

Powerful  investment  calculators; 
enhanced  tax  help  drawn  from  popular 
J.K.  Lasser  guide.  Number  of  states:  43. 

Simply  awful.  Interview  feature  is 
weak;  forms  illegible.  Number  of 
states:  20. 

Pricey  DOS  program.  Miscalculated  child- 
care  credit,  margin-interest  expense, 
and  rental  income.  No  state  editions. 


*  street  price  for  federal  editions  on  diskette,  CD-ROM  versions  tiigher.  State  programs  cost  $18  to  $25  each. 

**  Requirements  for  Windows  3.1.  May  differ  for  other  operating  systems.  RAM  is  random  access  memory,  HD  is  hard-drive  space 
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YOUR  TAXES 


Tax  Edge  fared  well  in 
Giovetti's  test:  The  program 
takes  more  care  than  others 
to  prevent  users  from  taking 
the  same  deduction  twice  by 
alerting  you  when  an  entry 
has  been  transferred  to  an- 
other foitn — although,  in-itat- 
ingly,  it  won't  always  handle 
the  transfer  automatically. 

Tax  Edge 
  will  also  ap- 
peal to  last 
year's  users  of  Novell's  Tax 
Saver,  which  was  discontin- 
ued, because  both  programs 
share  the  same  underlying 
computer  code. 

Mildly  disappointing  was 
the  peifoiTnance  of  TlirboTax, 
which  despite  being  the  best- 
selling  tax  program,  still 
hasn't  worked  out  some  an- 
noying kinks  in  its  interface. 
Don't  skip  ai'Oimd  vaiious  sec- 
tions of  the  intei^view  pi'ocess, 
or  between  the  interview  and 


ther.  When  you  answer 
questions  about  Form  1099- 
R,  for  instance,  it  advises 
you  that  you'll  also  have  to 
complete  the  related  Form 
.5829 — but  doesn't  provide  a 
similar  reminder  later  on, 
when  you  actually  need  it. 
To  its  credit,  TurboTax  re- 
views each  form  as  you  com- 
plete it — rather  than  just 
when  you  finish  the  whole 
process — giving  you  a  chance 
to  correct  inconsistencies 
while  the  information  is 
fresh  in  your  mind  and  you 
have  the  documentation  at 
your  fingertips. 
TWO  DOGS.  Then  there's  Sim- 
ply Tax,  which  is,  well,  simply 
awful.  At  fii'st,  it  appears  that 
Computer  Associates  Interna- 
tional finally  got  it  right  with 
the  three-year-old  program. 
The  intei^view  ftmction  begins 
impressively,  with  entries 
transferred  automatically  to 


ble  on  a  15-inch  monitor. 
What's  more.  Simply  Tax's 
handling  of  depi'eciation  is  too 
simplistic — not  allowing  you 
to  choose  the  nimiber  of  yeai^s 
or  the  method. 

Simply  Tax  only  looks 
good  when  compared  with 
Perfect  Tax,  a  $79  program 
available  by  direct  mail  from 
Dallas-based  Financial  Ser- 
vices Marketing.  Perfect 
Tax's  poor  performance  is 
baffling,  given  that  its  parent 
also  sells  more  expensive 
versions  to  professional  tax 
practitioners.  But  in  Giovet- 
ti's hypothetical  return.  Per- 
fect Tax  miscalculated  the 
child-care  credit  by  a  hefty 
$480  and  didn't  provide  the 
proper  deduction  for  margin- 
interest  expense  or  for 
rental  property.  Against  this 
program,  a  pencil,  pad,  and 
calculator  almost  seem 
preferable.         Dean  Foust 
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Personal  Business 


REMEMBER  THOSE  '95 
GAINS?  SO  DOES  THE  IRS 


In  1995,  the  markets 
made  you  richer.  Your 
mutual  funds  zoomed, 
and  you  sold  stocks 

and  bonds  at  huge  gains. 
Now,  brace  yourself  for  tax 
season. 

Since  Congi-ess  didn't  get 
around  to  passing  the  capi- 
tal-gains tax  cut  that  its 
leaders  promised,  you  owe 
28%  on  the  difference  be- 
tween your  selling  price 
and  your  cost  basis  on  all 
transactions.  Plus  you 
owe  28%  on  all  mutu-  — 
al-fund  capital-gains  dis 
tributions.  All  those 
gains  could  make 
the  income  report- 
ed on  the  W-2 
from  your  job 
look  dowTiright 
skimpy. 

If  '  these 
profits  were  a  big 
chunk  of  your  total 
income  in  199.5,  you 
should  have  been 
making  estimated  tax 
payments  on  a  quar- 
terly basis.  If  you 
paid  in  at  least  90% 
of  your  actual  199.5 
tax  due  by  Jan.  16 
1996,  or  you  paid  in 
100%  of  your  1994  tax 
due— 110%  if  your  1994 
adjusted  gross  income  (A(;i) 
was  more  than  .$1.50,000— 
then  Apr.  15  should  not  be 
so  stressful.  But  if  you 
haven't  protected  yourself, 
there's  nothing  you  can 
do  now  except  figure  your 
interest  (9%.  per  annum)  and 
penalties  (.5%  a  month)  and 
pay  those  in  addition  to  your 
tax. 

HELP  WITH  HISTORY.  Even  if 
you  have  been  estimating 
your  taxes  quarterly,  you 
may  not  have  made  exact 
computations.  As  a  result, 
you  may  still  have  a  big  <lata 
collection  job  ahead  of  you. 
If  you  sold  any  mutual-l'und 


shares  or  switched  within 
fund  families,  then  you  have 
to  determine  the  cost  basis 
of  the  shares  you  sold.  An  in- 
creasing number  of  mutual- 
fund  companies  are  providing 
cost  data  on  their  yearend 
statements.  But  if  you  have 
owned  the  fund  for  a  long 
time,  you  may  have  to  call 


then  its  adjusted  basis  is  re- 
ally $15. 

If  you  have  sold  only  part 
of  youi'  position  in  a  stock  or 
a  mutual  fund,  then  you've 
got  a  bit  more  work  to  do. 
Let's  say  you  sold  25  shares 
of  XYZ  Corp.  stock  in  1995 
for  $10  per  share.  You 
bought  25  shares  in  1991  for 
$2,  25  in  1992  for  $4,  25  in 
1993  for  .$6,  and  25  in  1994 
for  $8.  Wliich  shares  did  you 
sell?  You're  allowed  to 
choose — and  typically  you 
would  pick  the  $8  shares, 
since  they  would  yield  the 
lowest  capital  gain. 

In  contrast,  if  these 
were  shares  in  a  mutual 
fund,  you  could  only  use 
the  "specific  identi- 


purchases  and  sales  for  t!: 
year.  Your  mutual  fund  wl 
also  issue  you  a  1099-DI, 
which  tells  you  how  mu'i 
you  earned  in  ordinaiy  di^ 
dends  and  capital  gains.  T 
capital-gains  distribution  « 
the  gain  that  the  mutui 
fimd's  portfoho  manager  i  ' 
alized  from  stock  and  hoi 
transactions.  I 
NEW  STANDARD.  After  yl 
get  done  reporting  all  yof 
income,  see  how  much  y«) 
can  offset  with  expense 
Here,  the  pickings  are  sli  , 
Yoiu'  medical  expenses  mit 
exceed  7.5%  of  youi*  adjust,! 
gi'oss  income  before  you  g> 
any  tax  benefit.  That  mea^ 
you  need  to  have  paid  out  1 
pocket  more  than  $7,500  i 
medical  bills  i 
$100,000  of  AGi.  Yi 
can  deduct  state  :- 
come  taxes,  hoij- 
mortgage    intere ., 

Adoptions   and  home-equity-li; 

Funerals  interest  but  not  cn- 


Expenses  You 
Can't  Deduct 


"c  mm  tin  it-card  debt.  Yoi 
  charitable  contrit- 


Health  spas 
Parking  tickets 
Life  insurance 


tions  over  .$250  mit 

be  accompanied  b>a 

receipt    from  tt 

chanty  that  savs  vj 
p_rem_ium_s   ^.^^^-^^^ 


Meals  while 
working  late 

Marriage  licenses 

Home  repairs 

Personal  legal  bills 

Residential 
telephone 


the  fund  company  to  get  cost 
records  going  back  many 
years.  Allow  four  to  six 
weeks  for  dehveiy. 

It's  simpler  to  obtain  cost 
data  for  individual  stocks  and 
bonds.  Yoiu'  broker  should  be 
able  to  supply  that 
information  if  the 
firm  is  truly  full-service.  If 
not,  call  the  issuing  compa- 
ny's investor-relations  de- 
partment to  obtain  the  price 
histories.  Be  sure  to  take 
stock  splits  into  account:  A 
stock  currently  selling  at  $100 
may  appear  to  have  a  cost 
basis  of  .$30  in  1990.  But  if 
the  stock  spUt  2-foi-l  in  1992, 


YOUR  TAXES 


DATA:  ERNST  &  YOUNG 

fication"  method  if  you  had 
notified  your  fund  company 
at  the  time  of  the  transac- 
tion which  shares  you  wished 
to  sell.  Othei-wlse,  you  would 
either  use  the  fii'st-in,  first- 
out  method  or  take  an  aver- 
age cost.  The  FIFO  method 
assumes  that  the 
shai'es  you  sold  in 
1995  came  from  your  earli- 
est purchase  way  back  when. 
Average  cost  is  the  total 
number  of  shares  you  own 
divided  into  your  total  dol- 
lars invested,  regardless  of 
the  timing  of  the  purchase. 

Your  mutual  fund's 
yearend  statement,  the  1099- 
B,  will  summarize  all  of  your 


thing  of  value.  (]c 
more  writing  off  te 
painting    that  yu 
bought  at  a  chary 
auction.)  Final/, 
there's  a  catch-all  c:- 
egory,  miscellaneciS 
itemized  deductio  5, 
that  includes  um-ev- 
bursed  employee  k- 
penses  and  tax-prep  fe;. 
These  must  exceed  2%  A 
yom  AGI  to  count. 

Don't  forget  exempti<:.s 
for  you,  your  spouse,  ad 
your  dependents.  Exempti(fs 
I'educe  yoiu*  income  by  .$2,.'I0 
per  person.  This  year,  yu 
have  a  new  standard  to  mtt 
"You're  required  to  hav^a 
Social  Seciuity  number  for  [11 
dependents  you  claim  on  yta 
return,"  says  Mai-k  Dows 
partner  with  Coopers  &  lir- 
brand  in  St.  Louis.  "That  rk 
came  into  effect  because  pa- 
pie  were  claiming  individuls 
who  weren't  dependents — ifc 
living  things  that  weren't  k 
dividuals."        Staart  Wtm 
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omises,  promises, 
u  liquidated  a  big 
unk  of  your  portfo- 
ii  in  1995  because 

ir  congressman  promised 
ire  would  be  a  capital- 
ins  tax  cut 
roactive  to  Jan. 
.995.  Here  it  is  February, 
€,  and  there's  still  no  bud- 
deal. 

'f  you're  still  hoping  to  get 
ax  break  for  1995,  should 
I  put  aside  your  tax  re- 
n  until  there's  an  agi'ee- 
nt  in  Washington  and  per- 
)s  file  an  extension  beyond 
r.  15?  After  all,  the'cur- 
t  version  of  the  congi'es- 
rial    tax    proposal  still 

\  mises  that  a  capital-gains 
cut  will  be  retroactive  to 

'  ,.  1,  1995.  Or  should  you 
now  and  then  amend  youi- 

;  urn  if  and  when  the  law 

'  nges? 
f  you  file  now,  you  will 

'  '  according  to  the  cun-ent 
■ — 28%  on  capital  gains.  If 
law  is  changed  retroac- 

'  ;ly,  you  would  file  a  Form 
OX  to  amend  it,  refigur- 

!^  yoiu'  tax  under  the  new 
3S.  You  can  either  request 
efund  check  or  apply  the 
savings  to  your  1996  tax 
r.  Actually,  you  have  three 


years  from  the  date  of  your 
original  return  to  file  an 
amended  tax  return. 

Ty]3ically,  the  only  advan- 
tage to  filing  sooner  rather 
than  later  is  if  the  govern- 
ment owes  you  money.  Tiiie, 
it's  nice  to  get  that  dreaded 
task  over  and 
done  with,  so  you 
don't  drag  out  the  tax  sea- 
son until  Labor  Day.  You 
would  be  filing  an  amended 
retiuTi  if  and  only  if  Congi'ess 
comes  through  with  a 
retroactive  change.  The  big 
drawback  is  that  you  must 
pay  a  higher  amount  of  tax 
up  front  based  on  the  cur- 
rent law.  And  if  you're  pay- 
ing for  an  accountant's  time, 
filing  and  amending  is  more 
time-consuming  and  costly 
than  extending. 
BUYING  TIME.  In  contrast,  fil- 
ing an  extension  is  a  snap. 
Using  a  postcard-size  4868 
form,  you  can  get  an  auto- 
matic extension  of  up  to  foiu' 
months.  A  second  extension 
can  be  obtained  for  another 
two  months,  until  Oct.  15,  if 
need  be.  But  be  warned:  Fil- 
ing an  extension  does  not 
mean  dragging  out  the  time 
before  paying  Uncle  Sam.  In- 
stead of  figuring  your  tax  to 
the  penny,  you  are  allowed 
to  simply  estimate  your  tax 


due  and  pay  it  with  your 
Form  4868.  Of  coui'se,  if  Con- 
gi'ess  doesn't  come  through 
as  you  had  hoped,  then  your 
estimated  payment  had  bet- 
I  ter  be  close  to  your  actual 
I  tax  due.  If  your  estimate 
I  is  at  least  90%,  you  will 
I  pay  an  interest  charge  fig- 
f  ured  at  an  annual  rate  of 
9%  on  the  balance  due.  If 
your  estimate  is  too  low, 
tack  on  an  additional  0.5% 
per  month  penalty.  Interest 
and  penalty  charges  are  not 
tax  deductible. 

Even  if  you're  not  planning 
on  a  capital-gains  tax  cut,  fil- 
ing an  extension  has  its 
charms.  For  one  thing,  it 
gives  you  more  time  to  get 
your  tax  records  together. 
This  can  be  important  if  you 
have  lots  of  capital-gains 
transactions  requiiing  you  to 
hunt  for  the  cost  basis  of  the 
securities.  If  you  have  re- 
deemed mutual-fund  shares 
during  1995,  it  can  take  a 
long  time  to  collect  cost 
records,  particularly  if  you 
have  owned  the  fund  for 
many  years. 

In  addition,  many  investors 
in  limited  paitnerships  do  not 
receive  their  K-1  forms, 
which  report  1995  earnings, 
until  late  March.  Self-em- 
ployed people  can  use  an  ex- 
tension to  give  them  extra 
time  to  fund  a  retirement 
plan.  You  have  until  the  date 
you  actually  file  to  make  yow 
1995  contribution.  Finally,  if 
you're  the  type  who  needs  a 
lot  of  hand-holding  from  yoiu* 
accountant,  you're  more  like- 
ly to  get  it  in  the  summer 
than  during  the  busy  season. 


Last  year,  President  Clin- 
ton waited  until  the  first 
week  in  April  to  sign  a  law 
that  extended  health-insur- 
ance deductions  for  self-em- 
ployed individuals.  The  law 
was  retroactive  to  1994, 
which  means  that  anyone 
who  filed  a  return  prior  to 
Clinton's  action  would  have 
had  to  file  an  amended  re- 
turn in  order  to  receive  the 
deduction.  For  many  taxpay- 
er's, the  extra  accounting  fees 
were  not  worth  the  addition- 
al tax  benefit. 

DONT  OVERPAY.  This  year, 
another  law  that's  up  in  the 
air  is  whether  tuition  reim- 
bursement fi'om  employers  is 
still  excludable  from  income. 
Because  that  provision  has 
not  yet  officially  been  ex- 
tended, the  W-2  from  your 
employer  wiU  reflect  those  re- 
imbursements. But  if  you  re- 
ceived a  tuition  reimburse- 
ment last  year,  you  might 
want  to  request  an  extension 
so  you  don't  oveipay  now  and 
then  have  to  amend  your  re- 
turn later 

All  of  this  uncertainty  has 
many  accountants,  as  well  as 
their  clients,  in  a  tizzy. 
"We've  got  loaded  up  on  oui- 
computer  system  all  the  tax 
forms  and  calculations  as  the 
law  stands  now,"  says  James 
Vonachen,  a  tax  partner  with 
Clifton,  Gunderson  &  Co.  in 
Denver.  "How  in  the  world 
are  people  supposed  to  do 
their  tax  returns  when  the 
forms  might  not  reflect  the 
law?"  The  simple  answer: 
When  in  doubt,  file  an  exten- 
sion and  let  things  sort  them- 
selves out.        Stuarf  Weiss 


WORTH  NOTING 


■  PAY-UP  TIME.  When  President  Clinton  raised  taxes  on 
upper-income  individuals  two  years  ago,  he  softened  the 
blow  by  allowing  the  extra  1993  tax  to  be  paid  on  the 
installment  plan — interest-free.  The  final  payment  is 
due  this  Apr.  15.  Just  in  case  anyone  forgets,  the  iRS 
will  send  out  a  reminder  notice  in  March. 

■  H  IS  FOR  HELP.  If  you  employ  domestic  help,  you'll 
probably  have  a  new  form  to  fill  out  this  year:  Schedule 
H.  You  must  compute  Social  Security,  Medicare,  and  in- 
come taxes  for  any  baby-sitter,  gardener,  or  other 
household  worker  who  received  at  least  $1,000  in  wages 
in  1995.  Schedule  H  puts  you  in  compliance  with  the 
"nanny  tax"  law  Clinton  signed  in  October,  1994. 


YOUR  TAXE$ 


FOR  AO  RATES  ANO  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 
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500  NORTH  MICHIGAN  AVENUE.  SUITE  2010 
CHICAGO,  IL  60611 


Business  Opportunities 


CONSULTANTS/TRAINERS 

International  Grni  expanding  in 
US  needs  independent 
consultants  and  trainers  to 
represent  our  company.  We 
offer  some  of  the  finest  human 

resource  development 
programs  available  today.  Very 

high  income  potential. 
Extensive  training  and  support. 
Management,  marketing,  or 
consulting  experience  helpful. 
Send  resume  or  brief  personal 
history  to: 
Resource  Associates 
Corporation 
D.L.  Engle,  VP  Development 
Department  "WB26" 
100  Kachel  Blvd.,#150E 

Reading,  PA  19607 
(800)  799-6227,  Ext.  12 
FAX:  (610)  856-5918 


$  FREE  INVENTION  PACKAGE  $ 


Manufacturers  will  turn  your  idea 
into  cash  at  no  cost  to  you.  Call  for 
your  free  information  package  and 
our  guarantee. 

Free  Call  24  hr 

1-800/944-3327 


US  CORPORATIONS  ANO  LIMITED 

LIABILITY  COMPANIES  (LLCs) 
SET  UP  INSTANTLY  IN  DELAWARE 
(USA)  BY  PHONE  OR  FAX 


-Phone.  FAX  anvlime  or  write  for  your  FREE  . 
tDeluware  IrKt/rporadon  flunJhook  (6fh  Edilion).  I 
■  Agenls  wanted  to  markel  Delaware  incorporating  | 
'/LIX  services.  Annual  recurring  commisions.  * 
TEL:  1.800.423.2993 


I  TEL:  1.800.423.2993  | 
I     FAX:  302.996.5818  anytime  . 

■  Delaware  Business  iDcorponitors,  Inc. I 
j^O.  Box  5722^pt.  BW,  Wilmington,  DE  1980^ 


$80  For  T\vo  Aspirin? 

OvtT  'Xr..  ol  .ill  imsiHial  .uiil  hi'ultli  iiisuraiuc 
cimipiuiv  hills  i_(nii.uii  siibsLuitial  iiiisLiKt-s  Rmivrr 
iivfitliiirfifs  for  |i;itR'iib  :iiul  niiikc  half  as  vuur  Itr 
ClienLs  arc  I'Vi'mvlnTc  WAi:  a  siihsuiitiul  dttdor  s 
iiuoiin-  in  (lit  ncrfci.!  Ikiihc  ha-st-d  huslncss  Affihalt-s 
hnii^  csLihlislicd  iia(iniuvi(k'  $HI,(I(H)  inviMmnil 
ntjiiim]  (iiill  Mfibt.J  RiTcwn  .Scma-,  Iik  ,  lor  full 
iiifnriiuiljoii   (SIHl)  7(KI-7|)S()or  (7(l2)  i7\  \m 


CONSITLTANTS  WANTED! 


For  the  explosive  growth  in  ISO  9000 
We  train  you  to  run  your  own  practice. 

Management  experience  required 
Executive  income,  Professional  career 
Strider  International 
1-800-891-6629 


BILLION  $$$  JAPANESE 

Company  Offers  You: 

•  Unlimited  Residual  Income 

•  Car  &  Home  Payments 

•  Complete  Training  &  Support 

•  $2,500  One-time  Investment 

Call  1-800/207-2981  for 
Free  Information  Pack 


GOLD  BUSINESS! 


100%  profits!  Complete  video  and 
book  on  buying,  selling,  and 
acid  testing  scrap  gold! 

Only  $34.95  (V/MC/Olsc/Amex) 
30  day  money  bacl<  guarantee! 

1-800-411-4388  (24  Hrs) 


INCORPORATE 

IN  ANY  STATE  BY  PHONE  OR  FAX 

Specializing  In  Deliwart  Corporations  &  L.L.C't. 


$25 


plus 

state  fees 


i  800-318-7407 

FU  302-652-6760 
hnp://wvrw.corpco.coiin  ^ 


Business  Opportunities 


Thirty  Businesses  You 
Can  Run  From  Your  Home 
With  A  Computer! 


INCLUDED 

Poitfum  "  Ctnnputtl 

ncsses  part-time  and  .sti 


FREE  Cassette  Tapes:  These  two  free 

cajisettes  will  explain  nnw  yiiu  can  .start 
.several  or  all  of  these  thirty  proven  husi- 
retain  the  security  of  your  present  position. 
It  you  purchase  our  software  and  business  program,  you  will  receive 
the  computer  and  printer  ai  no  extra  cost.  If  you  already  own  a  com- 
puter, you  may  receive  a  Lliscount.  Earn  potentially  up  to  $4,000  or 
more  each  inonth.  Free  home  nffice  training.  Financing  available. 
To  receive  jree  explanation  cassettes  and  color  literature,  call  toll-free: 

1^800^343-8014,  ext.  2290 

Comput.ir  iiusiness  S(.rvii.t^,  Inc.,  (.  BSI  PUrj.  Suite  2290,  Sheridan,  IN  46069 


Business  Services 


International  Guide  to 

Management  & 

Consulting  Tools  ' 


•  49  systems  for  company  assessment 
&  diagnosis 

•  200+  software  packages  for  strategic 
planning,  reengineering,  bencfimarking, 
new  product  development,  tectinology 
mgmt .  quality,  marketing,  sales,  etc. 

$49  Visa  accepted 
1  -800/738-6464  FX  61 3/596-1 1 27 


Business  & 
Computer  Checks 

Save  30-50% 

$1  Q  95 

Marling  ai    A- ^        +  Sf-H 

Buy  direct  from  the  manufacturer 
Call  for  a  free  brochure 
and  fax  ordering  instrutlions. 

1-800-239-4087 


Business  Services 


Other  sizes  and  quantities 
available  Call  us  today  at 
910/274^0882  for  Ffiff 
arriples  and  information 


EACH 


PosterPrints 


■  20.000  ACADEMIC  TOPICS  AVAILABLE!  ' 


20,000  ACADEMIC  TOPICS  AVAILABLE! 

Send  $2  tor  the  280  page  catalog 
Custom -writlen  reports  also  available 
RESEARCH  ASSISTANCE 
11322  Idaho  Ave  ,  #206BF 
Los  Angeles,  CA  90025 
TOLL  FREE  HOTLINE:  800-351  -0222 

or  310  477  8226 


Menswear/Fashion 


MEN'S  WIDE  SHOES 


EEE-EEEEEE,  SIZES  5-13 
High  quality  •  750  styles  •  Free  catalog 


HITCHCOCK  SHOES,  INC. 

Dept  55B  Hmgham.  MA  02043 
1-800-992-WIDE 


Franchising 


Franchise 

your  business! 

Call  for  information  about  i 
"Francfiise  Your  Business"  semmari,| 
sclieduled  tlirougliout  tlie  country.; 

mncorp^ 

specialists  in  Franchise  Developrrtenl  J 

1-800-877-1103  1 


CUSTOM  STORAGE  SYSTR 


Closet  •  Giirage  •  Home  Office  •  Enletlainme nl  -ii 
No.  1  rated  in  USA  Large  exclusive  territories  ^ 
Complete  training  &  on-going  support.  <"\c5 
Call  David  touy,  VP  "'l^C?* 
(IIOl  Md-TIKKI    FAX(Mn)S.lS-267fi  T" 

••■•■■•■■•IMlHi* 


Education/Instruction 


MBA  BY  Distance  LEAitm 

Maior  Britisfi  university  otfeis  accredited  MBn 
Bactieloi's  or  GMAT  needed  Ctiosen  by  Econus 
Intelligence  Unit  as  one  of  world's  tiesi  MBA  piogris 

HERIOT-WAn  UNIVERSITY  I  (800)  MBA-Ofi 
North  American  Distributor  I       Ask  for  exjr 
6921  Stockton  St,  Suite  2,  El  Cenito.  CA  94E 
For  immediate  FaxBack  literature:  from  \ti 
lax  machine's  phone,  call  (510)  486-890 


University  Degre 


Approved  Sell  Paced  Home  Sid 
Associate  Bachelors  Masters  Doi.r 

Empfiasis  in  Business  Admin,  Public  A'lii 
Health  Care  Admin,  Human  Resousi 
Finance,  IntT  Business,  Tecfi  fylgmt,  u 
Paralegal,  Psyctiology.  Computer  Scici 
1-800/477-2254  (24  hrs) 
Southern  California  Universy 

for  Professional  Studies 
1840  E.  17  St-BW,  Santa  Ana,  CA  90 


INVEST  IN  YOU 


Your  VALUF,  is  Whjl  Ynu  Ko.ra 
Approved  BS's  and  Musters  in  [Iusiiil-s'I 
Engincenng  Ttirough  [>islancc  Lx'ami 
Call  Now  For  FREE  Tape 
1-800/782-2422 


CNU 


16909  Panhenia  SI ,  Nonti  Hills,  CA9>« 


EXTERNAL  DEGREES 

BA/BS  MS/MBA  PiiD/JD 
I  Credit  for  work  /life  exp  •  AccrerM 
(800)  444-8569  (24  hrs.) 

LaSalle  Universit 

I  Dept.  569  Mandeville,  LA  70470-0( 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAGO,  IL  60611 


Internet  Services 


STANDARD  &  POOR'S 


INSURANCE 
RATINGS  &  REPORTS 

FREE 

I  The  Insurance  News  Network 
(http://www.insure.com) 


Q  http://www.winternet. 
lie\BSSl  com/-websludio 


mpelitors,  customers,  and  even  your 
know  more  than  you  about  the  World 
Web.,  You  need  our  25-minute  videol 

World  Wide  Web:  ^ 
ng  Down  to  Business  *39 

00-205-2489 


plus 
2  50  S/H 
Jla  River  Sludio 


MS  Mail  /  Internet 
NetConnect  Software 

!tConnect  Mail  allows  MS  Mail 
WFW  users  to  send  or  receive 
mail,  right  from  your  desk, 
inque  Systems  818/752-1357 
:-Mail:  sales@thinque.com 
eb:  http://www.thinque.com 


Catalogs/Marketing 


r  Your  Products  &  Videos 

INTO  millions  of  MAIL 
ORDER  catalogs! 
■e  a  commissioned  manufacturer's 
firm  specializing  in  selling  to  this 
growing  market  Please  call: 
Direct  to  Catalogs,  Inc. 
600  Coffman  Farms  Road 
Keedysville,  MD  21756 
301/432-4410 


Career  Services 


:i '  lime  to  move  on,  let  us  manage  your 
earch  using  the  most  powerful  research 
marketing  resources  available  For  tree 
lure  please  call  1-800-361-6159(24  hrs  ) 
areer  Management  Specialists  Inc. 
(  visit  us  at  http  //www  gbd  com/cms 


Financial  Services 


USINESS  LOANS 
ANY  REASON 

No  Credit  •  Bad  Credit 

No  Collateral 
Private  Lender/Investor 
Principals  Only 

818/340-5626 


fwhy  it's  important  to  register 
■your  business  name 
,on  the 


Recorded  t^essage 


(800)641-6108 

Association  of  Internet  Users  | 


INTERNET 

•  Advertise  your  Company  /  Product  on 

The  Internet 

•  Home  Pages 

•  Web  Site  development  and  maintenance 

•  Small  business  package 

2^  m  e  d  i  a 

408  -  865  -  1619 
Email    info  @  xm  .com 
URL  htip   //  www,  xm  com 


WEB  PAGES 

♦  Host  ♦  Development 

♦  Domain  Name  Service 
Only  $50  per  month/ 

CALL  1-800-274-1214 

Financial  Consulting 


LEARN  HOW  TO  CUT 
OVERHEAD  AND  INCREASE 
CASH  FLOW! 

Let  Total,  Inc.  stiow  you  tiow.  We  are 
"America's  Business  Specialist." 
Call  1-800/799-8253  or  618/529-3219 
Ext  600  Fax  on  demand  available 
Ext  700,  lnternet@HTTP//WWW. 
TOTALINC.COM 


Golf  Resorts/Vacations 


EimvaK 


Island's  10  Mile  Beach 

Free  24-Pafie  Resort  Guide  M 
1-800-845-3911 

Please  mentiiin  Ad  #37<S  >  jf. 


Near  Historic  C'harieston,  SC 

Rjini  I  ,lsM.  M  s,  K,.,w.ili  WjjJ.  ^  SI'S 


Travel 


CAWC  ANY  FARE  ON  A  MAJOR  US  ARLfC.  I 
YES,  YOU  GET  MILEAGE  PLUSl 
BONUS  MILEAGE!  ENROLL  FREE.  , 
M  INTERNET  ACCESSS:' 
U  http://www.travnel.coiii  I 
r\cc    Over  375  Locations  CALL:  i 
1-800-853-PLANj 


Telecommunications  Products/Services 


Travel  Abroad  with  a  PC  & 
fax/modem? 


.■>uAujr..  willed  rridble  you 
'i  >  connect  &  communicate 
tfom  anywhere  in  the 

Ac.fld 

Contact  us  now  for  more 
information' 
USA  T*l  408  no  5I0S 
COMPUSERVE  ID  72613,706 
UK  T*1  *A4  lei  421  4444 
Australia  Tel:  +61  2  966  1744 


TELECONFERENCING  AsLowAs 


The  Best  Rates  In  The  Countrv! 


m  / '  ( ),\i  f  Rii,N(.I'\'0  St"/<V7r.(:.s,  /,\(  I 


Reserve  Your  Next  Conference  Call  By  Calling 


1-800-787-MEET 

 hittp://www.  eagle,  net 


WHOLESALE 

Long  Distance 


VERY  LOW  FLAT 
DOMESTIC  &  INT'L  RATES 

FOR  INFORMATION  CALL 

800-922-4305 


Computer  Equipment 


HEWLETT-PACKARD 

Buy-Sell-Trade 

LaserJet  ColorPro 
DeskJet  Draft  Pro 

RuggedWriter  Draft/Masler 
Electrostatic  Plotters  DesignJet 
HP  9000  Workstations  and  Vectras  also  available. 

Ted  Dasher  &  Associates 

4117  Second  Ave  ,  S  Bimiingham.  AL  35222 

Phone:  205/591-4747  Fax:  205/591-1108 
800/638-4833  •  E-mall  sales@dasher.coin 


Investment  Services 

PROTECT 
YOUR  PROFITS! 
Here's  how.  Read  the 
Agressive  Investor 

Three  months  $55 
One  year  $195 

The  Agressive  Investor 

P.O.  Box  4011 
Ceritos,  Ca.  90703-401 1 


We've  solved  your 
inter-connecting  puzzle. 

Avoid  the  twists  and  turns  by 
choosing  the  ulitmate  in 
Enhanced  Fax/Voice  Solutions 

TRY  THIS  DEMO: 

Info,  via  fax:  708/924-3030 
Doc.  No.  889828 

Fax&cts^ 

t/  by 

Copio  International  Ltd. 
(800)689-8898  Wheaton,  MHnois 

(708)  682-8898 


^^^^^^^  ^'^^^^^pfl 

SEHVEfl  Mfi 


International  Marketing 


S  YOUR 
JAPANESE 
SUBSIDIARY  A 
BOTTOMLESS 
PIT9 


Have  you  made  losses  in  Japan  lor 
the  last  few  years?  Does  your  staff 
tell  you  ttie  reason  is  Japan 
requires  long  term  investment? 
Are  you  unconvinced  and  do  you 
mnl  to  see  some  profits' 

You  may  need  a  turn-around 
operation  If  you  believe  it  can  be 
done,  so  do  we. 

We  take  lull  managerial 
responsibility  tor  your  Japanese 
operation  and  make  it  profitable  as 
well  as  sound  for  ttie  luture.  Please 
ask  for  our  case  study  on  troubled 
companies  in  Japan  or  see  our 
site  lor  more  details. 


Fax  81-3-3449-5886  Tel  81-3-5421-29 
E-Mail  enlers  @gol  com 
hllp  //www  |apan-|im  com 


Japan  Interim  Management 


1.  Charles  Schwab  and  Co.,  Inc 
1-800-330-6756,  ext.  28C 

2.  The  Frankhn  Income  Fund 
1-800-342-FUND,  ext.  F275 


3.  Janus  Funds 
1-800-525-8983,  ext.  631 

4.  Strong  Funds 
1-800-368-9810 

5.  T.  Rowe  Price  Domestic  Equity  Funds 
1-800-541-7853 

6.  Twentieth  Century  Mutual  Funds 
1-800-345-2021 

7.  The  Vanguard  Group 
1-800-532-8550 

8.  Robertson  Stephens 
1-800-766-3863,  ext.  508 


Please  Print 

Name 

Blisiiiuss 


J  HLMNI  SS  J  )10Ml; 


Addrcs 
City 
St;itc 

TclcplioiiL 


Zip 


J  lU  SIM  SS  J  H()\!l 


EXTFNSION 


Please  check  one  response  for  each  following  question. 

1  What  is  your  company's  type  of  business? 

I  J  Agriculture  2  J  MiniiiLi.  (  onstruetioii   3  J  Manufacturing,  Processing  4  □  Wholesale,  Retail  Trade 
5  J  Finance,  Insurance,  Real  I  state  6  □  Government   7  J  Transportation,  Public  Utilities 
(S  J  Service  Industries  ')  J  OiIk  i  -  Please  Specify; 

2  Wliat  is  your  title? 

A  □  Chairman  of  the  Board   B  J  President   C  J  Vice  President    D  J  Treasurer,  Secrctai^ 

E  □  General  Manager  F  U  Division  Manager  f  i  J  Department  Manager  H  J  Other  Manager 

I  □  Student  ,1  J  ( )lher  -  Please  Specify: 

3  How  many  employees  in  your  company  worldwide? 

1  _l  Under  10(1   2  J  1110-^^^   3  J  1,1)()II-24W  4  J  2,.S(I(I  -  4,999  5  □  5,(M)()  -9,999   6  J  lO.OOII  or  more 


m 


Requests  will  be  honire 
till  April  5,1996 


Please  circle  advertisn 
numbers 


1 

4 
7 


2 
5 
8 


BusinessWeek  Index 


L-ndnge  iruin  idbi  yeeir:  h.^  / 


270 


PRODUCTION  INDEX 

■  Jan.  13=127,6 
1992-100 


LEADING  INDEX 

Jan.  13=260  8  - 
1967=100 


?.iO 


Jan.  May  Sept  Jan 

1995  1995  1995  1996 

Indexes  are  4-week  moving  averages 

ie  production  index  fell  during  the  week  ended  Jan.  13.  Before  calculation 

the  four-week  moving  average,  the  index  dropped  to  just  125.7,  from 
?8.3.  The  East  Coast  blizzard  caused  steep  cuts  in  auto,  truck,  and  coal 
Jtput  as  well  as  a  drop  m  rail-freight  traffic. 

le  leading  index  edged  up  slightly  m  the  latest  week.  The  unaveraged  index 
creased  to  262.7,  from  261.  Faster  growth  in  M2  and  real  estate  loans 
fset  lower  stock  prices  and  a  bigger  decline  in  materials  prices, 
tf  production  index  copyright  1996  by  The  McGraw-Hill  Companies     BW  leading  index  copyright  1996  by  CI8CR 


LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%  CHG 

STEEL  (1/20)  thous.  of  net  tons 

2,035 

2,031# 

1.9 

AUTOS  (1/20)  units 

102,985 

96,550r# 

-9.1 

TRUCKS  (1/20)  units 

98,109 

95,653r# 

7.8 

ELECTRIC  POWER  (1/20)  millions  of  kilowatt-hrs. 

62,943 

67,271# 

6.3 

CRUDE-OIL  REFINING  (I/2O)  thous.  of  bbl./day 

13,772 

13,597# 

1.6 

COAL  (1/13)  thous.  of  net  tons 

17,149# 

17,721 

-18.5 

PAPERBOARD  (1/13)  thous.  of  tons 

NA# 

NA 

NA 

PAPER  (1/13)  thous.  of  tons 

NA# 

NA 

NA 

LUMBER  (1/13)  millions  of  ft. 

458. 4# 

313.1 

-1.3 

RAIL  FREIGHT  (1/13)  billions  of  ton-miles 

22. 2# 

21.1 

-8.3 

Sources:  American  Iron  &  Steel  Institute,  Ward's  Automotive  Reports,  Edison 
Institute,  American  Petroleum  Institute,  Energy  Dept  ,  American  Forest  &  Paper 
Association,  WWPA',  SFPA',  Association  of  American  Railroads 


lEADING.  INDICATORS 

.  .1 

1  PRICES  . 

TOOK  PRICES  (1/19)  s&p  500 

LATEST 
WEEK 

606.94 

WEEK 
AGO 

606.18 

YEARLY 
%  CHG 

29.6 

GOLD  (1/24)  $/troy  oz. 

LATEST 
WEEK 

402.500 

WEEK 
AGO 

397.700 

YEARLY 
%  CHG 

5.3 

ORPORATE  BOND  YIELD,  Aaa(i/19) 

6.80%  6.86% 

-19.4 

STEEL  SCRAP  (1/23)  #1  heavy,  $/ton 

144,50 

144.50 

-1.3 

IDUSTRIAL  MATERIALS  PRICES  (i/i9) 

110.2 

111.0 

-4.1 

COPPER  (1/20)  e/ib. 

118.5 

121.3 

-18.6 

USINESS  FAILURES  (I/12) 

NA 

NA 

NA 

ALUMINUM  (1/20)  e/ib 

75.5 

77.0 

-24.9 

EAL  ESTATE  LOANS  (i/io)  billions 

$508.0 

$503. 7r 

9.9 

COTTON  (1/20)  strict  low  middling  1-1/16  in. 

e/lb.  80.28 

81.16 

-9.2 

ONEY  SUPPLY,  M2(i/8)  b  ii  ons 

$3,755.8 

$3,749.6r 

4,7 

OIL  (1/23)  $/bbl. 

18.74 

18.14 

0.4 

IITIAL  CLAIMS.  UNEMPLOYMENT  (I/6)  thous 


394 


372 


10.7 


Qurces:  Center  for  International  Business  Cycle  Research  (CIBCR),  Standard  & 
)or's,  Moody's,  Journal  of  Commerce  (index-  1990=100),  Dun  &  Bradstreet  (failures 
large  companies).  Federal  Reserve,  Labor  Dept.  CIBCR  seasonally  adjusts  data  on 
isiness  failures  and  real  estate  loans 


Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals  Week,  Memphis 
market,  NYMEX 


FOREIGN  EXCHANGE 


TEREST  RATES 


LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

EDERAL  FUNDS  (1'23) 

5.44% 

5.84% 

5.42% 

OMMERCIAL  PAPER  (1/24)  3  month 

5.35 

5.41 

6.24 

ERTIFICATES  OF  DEPOSIT  (1/24)  3  month 

5.36 

5.39 

6.22 

IXED  MORTGAGE  (1/19)  30  year 

7.30 

7.37 

9.25 

DJUSTABLE  MORTGAGE  (1/19)  one  year 

5.59 

5.50 

6.90 

RIME  (1/24) 

8.50 

8.50 

8.50 

Durces:   Federal  Resen/e,  HSH  Associates,  Reuters  Holdings  PLC 


LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

JAPANESE  YEN  (1/24) 

106.81 

105.42 

99.47 

GERMAN  MARK  (1/24) 

1.48 

1.46 

1.51 

BRITISH  POUND  (1/24) 

1.51 

1.53 

1.59 

FRENCH  FRANC  (1/24) 

5.08 

5.00 

5.25 

ITALIAN  LIRA  (1/24) 

1591.5 

1582.3 

1603.0 

CANADIAN  DOLLAR  (i/24) 

1.37 

1.37 

1.41 

MEXICAN  PESO  (1/24)' 

7.450 

7.505 

5.550 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U  S  dollar, 
except  for  British  pound  in  dollars 


^aw  data  m  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart):  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
luipment.  l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn,         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


THE  WEEK  AHEAD 


TAIL  SALES 

'Hday,  Jan.  29,  8:30  a.m.  ►  Retail  sales 
ibably  rose  0.6%  in  December,  says  the 
dian  forecast  of  economists  surveyed  by 
s  International,  one  of  The  McGraw-Hill 
npanies.  Most  of  the  strength  will  be  in 
:os.  Excluding  vehicles,  sales  likely  were 
a  mere  0.2%,  helped  by  higher  gasoline 
ces.  In  November,  total  sales  rose  0.8%; 
:luding  cars,  they  rose  0.9%. 

MC  MEETING 

esday,  Jan.  30  ►  The  Federal  Reserve's 
ieral  Open  Market  Committee  will  meet  to 
monetary  policy.  The  mms  forecast  is  that 
;  federal  funds  rate  will  remain  at  5.5%. 
5  meeting  will  continue  into  Jan.  31. 


CONSUMER  CONFIDENCE 

Tuesday,  Jan.  30,  10  a.m.  »►  The  Confer- 
ence Board's  index  of  consumer  confidence 
was  probably  little  changed  in  January  from 
its  reading  of  98.7  in  December. 

FEDERAL  BUDGET 

Tuesday,  Jan.  30,  2  p.m.  >  The  govern- 
ment likely  had  a  deficit  of  about  $5  billion 
in  December,  vs.  $4.8  billion  a  year  ago. 

PRODUCER  PRICE  INDEX 

Wednesday,  Jan.  31,  8:30  a.m.  ►  Producer 
prices  of  finished  goods  likely  increased  by 
0.4%  in  December,  led  by  rising  gasoline 
and  natural  gas  prices.  The  ppi  rose  0.5% 
in  November. 


CONSUMER  PRICE  INDEX 

Thursday,  Feb.  1,  8:30  a.m.  ►  Consumer 
prices  likely  rose  0.3%  in  December,  after 
no  change  in  November.  As  with  producer 
prices,  higher  energy  costs  led  the  runup. 

NAPM  SURVEY 

Thursday,  Feb.  1,  10  a.m.  ►  The  National 
Association  of  Purchasing  Management's 
index  likely  fell  to  45%  in  blizzard- 
impaired  January,  from  46%  in  December. 

EMPLOYMENT 

Friday,  Feb.  2,  8:30  a.m.  ►  The  mms  fore- 
cast calls  for  a  job  gain  of  125,000  in  Jan- 
uary, after  a  rise  of  151,000  in  December. 
The  jobless  rate  likely  remained  at  5.6%. 
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This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
on  America  Online. 
It's  your  opportunity  to  ask 
questions  about  features 
from  the  magazine. 


Monday  < 

How  do  you  pick  the  best 
mutual  fund?  Cfieck  out 
BW's  Mutual  Fund 
Scoreboard  in  this  issue, 
ranking  885  equity  funds  by 
performance.  And  join  a 
conference  with  Amy  Arnott 
of  Morningstar,  which 
supplied  the  data,  and  BW's 
own  mutual-fund  maven. 
Senior  Writer  Jeff  Laderman. 
Jan.  29 

9  p.m.  EST  in  the  Globe 

Wednesday 

For  help  in  managing  a 
business  in  an  environment 
that  often  seems  like  chaos, 
talk  with  Bill  Dauphinais, 
leader  of  the  team  who 
wrote  The  Paradox  Principles, 
and  BW's  John  Byrne,  senior 
writer  specializing  in 
management  topics.  Jan.  31 
9  p.m.  EST  in  the  Cohseum 


Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  atea  on  AOL 
soon  after  each  event. 


For  a  free  trial  diskette 
including  10  free  hours  on 
.AOL,  call  1-800-641-4848 
.md  mention  Business  Week. 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  stoty  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
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3ng  fourth-quarter  earnings 
n  IBM,  Microsoft,  and  United 
hnologies  helped  lift  the  Index, 
fear  grew  that  the  budget  stale- 
te  In  Washington  would  lead  to 
efault,  the  yield  on  the  30-year 
isury  rose  to  6.09%,  but 
pped  to  6.03%  as  the  threat  of 
ault  waned.  The  deal  of  the 
ik:  Wells  Fargo's  announcement 
t  It  would  acquire  First  Inter- 
te.  Speculation  grew  that  Apple 
nputer  would  be  taken  over. 
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Editorials 


THE  POLITICS  OF  STAGNATION 


The  state  of  the  union  is  far  more  parlous  than  President 
Chnton's  soothing  speech  would  have  us  believe.  Going 
into  1996,  the  vast  majority  who  inhabit  the  sensible  center  of 
America  are  appalled  at  the  elbows-out  partisanship  and  po- 
larization in  Washington.  The  pettiness,  the  anger,  the  dem- 
agoguery  are  disgusting.  The  Washington  scene  is  a  caricature 
of  a  TV  talk  show,  with  sanctimonious  poUticians  screaming 
past  one  another,  forsaking  accomplishment  only  to  wallow  in 
self-righteousness.  Who  voted  for  this? 

It's  wrong  simply  to  focus  on  who  is  winning  and  who  is 
losing.  Thanks  in  part  to  a  media  culture  that  piizes  celebri- 
ty over  thoughtfulness,  conflict  over  compromise,  and  ideolo- 
gy over  pragmatism,  pohtical  extremists  of  both  parties  are 
egged  on  to  ever  more  bombast.  Ridicule  and  exaggeration 
pass  for  explanation  and  context.  The  Democrats  yell  that  the 
Republicans  are  out  to  destroy  Medicare.  The  RepubUcans 
shout  that  the  Democrats  want  to  destroy  the  middle  class 
with  taxes.  This  kind  of  vulgar  politics  is  doing  great  harm  to 
America. 

It  is  time  to  I'etum  to  a  political  discoiu'se  of  sense  and  sen- 
sibility, of  respect  and  civility.  There  are  no  ovei-whelming  po- 
litical mandates  in  America  that  sweep  away  the  need  for  ne- 
gotiation and  compromise.  The  1994  elections  did  not  signal  a 
retiun  to  19th  century  conservatism  any  more  than  the  1992 
elections  signaled  a  return  to  New  Deal  hberalism. 

The  most  important  issue  is  the  one  discussed  least: 
growth.  Fast,  noninflationary  economic  gi'owth,  at  3%-plus  a 
year,  is  the  key  to  securing  jobs,  raising  income,  and  provid- 
ing resources  for  education  and  health.  Yet  most  of  the  talk 
about  balanced  budgets,  entitlements.  Medicare,  and  taxes  is 
really  about  defending  existing  franchises  in  an  era  of  gov- 


ernment dovrasizing  and  slow  growth,  be  they  health  care  » 
the  elderly  or  subsidies  for  cattle  grazers.  The  current  debi 
is  about  how  to  survive  the  economics  of  stagnation,  asj 
terest  groups  vie  for  their  "fair  share"  of  finite  resoui'ces 

With  the  1996  campaign  under  way,  it  is  time  to  judge 
cies — taxes,  entitlements,  research,  education,  and  the 
anced  budget — ^by  their  impact  on  economic  growth.  Taxes,  I 
example,  should  be  cut  and  simplified  to  spur  capital  spenci 
and  reward  individual  work.  Simply  giving  tax  creditsL 
families  for  having  children  does  little  to  expand  the  econoj 
however  welcome  the  extra  cash  may  be.  It  would  be  fai" 
ter  to  cut  income  taxes. 

Monetary  policy  must  also  focus  on  growth.  The  effort! 
downsize  government  is  already  putting  an  enormous  fi& 
drag  on  the  econom.y,  which  is  crawling  along  at  aboupi 
measly  1%  to  2%  rate.  It  will  get  worse  once  a  budp 
deal  is  finally  reached.  Yet  hard-liners  in  the  Fedtjs 
Reserve,  obsessed  with  zero  inflation,  resist  lowering  r 
terest  rates.  They  want  lower  economic  gi-owth  and  higb 
unemployment  to  keep  prices  from  rising.  We  believe  t^ 
productivity  is  higher  than  official  figures  indicate  and  alp 
for  faster  gi-owth  without  more  inflation.  ' 

If  the  economy  doesn't  grow  at  3%  a  year,  there  is  lil 
hope  of  generating  the  resources  people  will  need  to  | 
well,  raise  children  properly,  and  plan  for  their  old  age  in  I 
21st  century.  It  may  indeed  be  that  the  trashy  tone  in  Anl 
ican  politics  today  results  from  huge  fights  over  the  disti 
ution  of  income  in  a  static  economy.  Only  through  policies  ta 
promote  investment  in  fast  economic  gi-owth  can  the  U.  S. 
ally  prosper.  That's  what  the  1996  campaign  should  be^ 
about.  Here's  hoping. 


THE  LESSONS  FROM  APPLE'S  DECLINE 


Remember  when  it  was  all  so  exciting?  The  Apple  II 
that  played  all  those  games?  The  incredible  Mac,  with  a 
dynamite  graphic  interface  that  did  away  with  all  those  idiotic 
DOS  commands?  Remember  playing  with  a  mouse  for  the 
first  time,  trying  to  click  onto  the  icons?  There  was  so  much 
magic  in  Apple  Computer  in  the  early  '80s  that  it  is  hard  to 
believe  that  it  may  fade  away,  foi  ied  into  another  computer 
company  or  sui-viving  as  a  mere  niche  player.  Apple  trans- 
formed cold  bits  and  bytes  into  cool  tools  and  toys  for  millions 
of  people  ai'ound  the  world.  Its  dechne  is  sad  testimony  that 
product  innovation  and  bold  vision  are  sometimes  not  enough 
for  long-term  survival.  Apple  went  ft'om  hip  to  has-been  in 
just  19  years. 

In  an  entrepreneurial  society,  such  as  America,  the  lessons 
of  Apple's  decline  are  extremely  important.  Apple's  core 
renegade  culture  jjlanted  the  seeds  of  its  demise.  From  the 
very  beginning,  the  "creators"  of  technology  held  experi- 


enced manager's  and  mai'keters  in  total  disdain.  They  were 
corporate  "suits,"  the  enemies  of  the  jeans-clad  cUque  aro 
Steve  Jobs  that  was  defying  the  Establishment.  i 

The  result?  An  inward-looking,  closed  culture  kept  A]  li 
fi"om  expanding  into  the  larger  marketplace.  The  ori.u  a 
Mac  was  underpowered  and  literally  closed  to  non-A])) 
technology.  It  took  the  removal  of  Jobs  by  John  Scullcx!! 
open  the  Mac  up.  But  Sculley,  like  Michael  Spindler  wln'  . 
lowed,  could  not  persuade  the  techies  to  go  further  and  In ; 
the  Mac  operating  system.  Had  Apple  done  so,  it  might  ii 
dominated  the  computer  market  around  the  world. 

Instead,  Apple  remained  aloof  from  the  marketplace 
let  its  core  technology  stagnate.  Microsoft  Corp.  has  all 
caught  up  to  it  with  Windows  95,  and  the  rest  is  history, 
novation  and  vision  could  not  compensate  for  hubris,  w 
management,  and  a  board  of  directors  that  let  once-prec: 
assets  rot  on  the  vine. 
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You  don't  really  wcint 
t  o  plan  t  h  i  s  m  e  e  t  i  n  g. 


■  thing,  you  don't  really  have  to. 


All  you  have  to  do  is  dial  our  toll-free 
number.  This  will  allow  you  to  transfer 
1  your  meeting  responsibilities  to  a  Westin  meetings  expert  who  will  schedule, 
rganize,  price,  and  manage  every  detail  of  your  meeting.  It's  their  job.  They 
:ant  to  do  it.  We  think  you'll  agree  that's  a  good  thing.  80O.3OI.IIII 


Westin 

Hotels  8.  Resorts® 


Pluck  a  hair 
from  your  head 

Look  at  it. 

Now  read  this. 


I 


Grab  the  hair  at  bdth  ends  and  stretch  it  out.  Doesn't  look  very  thick, 
cktes  it'.'  Welk  to  an  hitcl  engineer  a  strand  of  hair  ktoks  hke  a  tele- 
phone pole.  That's  because  our  latest  micR)processor  technology 
recjuires  each  transistor  to  be  100  times  thinner  than  a  human  hair. 
That's  really  skinny  when  you  think  about  it. 


the  thickness 

of  a  human  hair 
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INTRODUCING  THE  ALL-NEW  MERCURY  SABLE  WAGOb 

'  It  used  to  he  some  stretch  of  the  imagination  to  think  a  station  wagon  could  ever  dehver  the  ride,  handhng  and  comfort  c 

a  sedan  But  now  its  as  simple  as  imagining  yourself  in  the  all-new  1996  Mercury  Sable  wagon  Sable  wagon  has  a  lot  i 
common  with  Sable  sedan  —  the  incredible  feeling  of  solidity,  the  rewarding  and  precise  road  manners  and  an  engine  the 
goes  10(1,000  miles  between  scheduled  mneups'  But  Sable  wagon  adds  a  few  twists  of  its  own,  like  an  available  rearfacin 

Imaginati^ 


)Llt 


TirJ  scat,  a  kKkablc  storaj^e  area  and  818  cubic  feet  (if  car^'o  hkmii  within  its  hanJsdmelv  si\ic  ^ 

onsidered  owning  a  wagon  but  you  always  find  yourself  in  need  of  more  space,  call  1  8(K)  44b  8888  to  learn  mo' 

able  wagon  {or  cntcx  http:/ /www. ML'rcuryvchiclcsx'om  for  Internet  access).  Or  visit  a  Mercury  1""^ 

ealer.  One  test  drive  and  you  might  find  it  easier  than  you  think  to  imagine  yourself  in    ^»      ^^^^^  .^^^^^^^^  ^ 

IMAGINE  YOURSELF 

le  all-new  Mercury  Sable  wagon.  'llnJn  iwrmjl  Jnvmgimdnhms  wnh  rMmc  fluid  filter  diingLt  IN  A  MERCURY 
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Equitable  is  the  Equitable  Life  Assuiance  Society  of  ttie  United  States,  New  York.  NY,  10019  financial  fitness  refers  to  financial  fitness  Profile^"  GE-95-204 


What  if  I  k  ave 


to  he  my  own 


pension  plan? 


EvcrvKodv  s  talking  ;ili()iit  scK-cnipowcniu'iit .  Scll-dii  trd  retirciiK-nt.  Alia  little  scary 
AV^liv  t  oiildn  I  soincKixU'  loiiic-  up  w  illi  a  painless  w  ax  [o  lielp  xoii  sort  i)iit  \\  lu-re  you  ah 


ImaiK  lallN'  and  then  slart  planning  lor  vour  future  ,s  y.stenia  I  ic  all  v. 

Well,  it's  liere.  Il'  s  ealled  Finani  la  IF  itness.  And  it  ,s  a  simple,  li\(.'-,slep  proeess  tliat  .st 
witli  a  no-,sale,s-pitc  li  com  ei  sation  Kelw  een  you  and  .in  EcpiilaMe  ie|)re,senlali\ c.  W^lio  lielps 
a.s.se.s.s  your  situation,  set  your  priorities,  lind  a  .stratet^y  and  start  vour  own  plan. 

No  iiiiraele.s.  No  pre.ssinx-.  .Tust  eoninu)n  sen.se.  And  a  t>reat  wen^lil  oil  your  ,slK)iilder.s . 

Call  I -cSt)o-n(^o-nt)t)o .  Ol  all  iKe  tliint^.s  you  Lave  lo  do  lor  tomorrow,  do  tlii.s  one  today. 


^^^^^^^^^^^^^^^^^^^^^^^^^^^  ' .  -.'Vfrny.-  -  ^m^^^^m^mm 
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BROWN:  Zapped 
on  diversitij 


EDITED  BY  LARRY  LIGHT, 
WITH  OLUWABUNMI  SHABI 

THE  FEDS 

AN  UNLIKELY  PLAGE 
FOR  A  BIAS  CHARGE 

COMMERCE  SECRETARY  RON 

Brown,  the  highest-ranking 
black  in  the  Clinton  Adminis- 
tration, is  taking  heat  on  di- 
versity. Despite  Brown's  at- 
tempts to  improve  his 
agency's  affirmative  action 
performance,  a  black  Com- 
merce employees  group  has 
filed  race  and  gender  bias 
complaints  with  the  Equal 
Employment  Opportunity 
Commission. 

And  now, 
the  Commerce 
Committee  for 
African  Amer- 
ican Concems 
has  done  a 
study  that 
finds  blacks 
make  up  18% 
of  the  depart- 
ment's 33,000  staffers  yet  less 
than  7%  in  the  middle  and 
high  civil-sei"vice  levels,  GS-7 
and  up.  It  says  Commei'ce 
ranks  38th  out  of  58  federal 
agencies  in  the  share  of  black 
professionals  and  47th  foi-  fe- 
male professionals. 

The  Commerce  Dept.  calls 
the  numbers,  which  come 
fi-om  1994,  outdated.  While  it 
produces  no  ovei'all  figin-es  to 
fire  back  with,  it  notes  that 
the  number  of  minorities  and 
women  who  are  in  top  man- 
agement, called  the  Senior 
Executive  Service,  rose  by 
one-third  during  a  17%  over- 
all decline  of  such  workers. 

And  not  all  black  employ- 
ees are  displeased  with  the 
Commerce  Secretary.  The 
American  Federation  of  State 
County  and  Municij^al  Em- 
l)loyees  issued  a  11*9.5  report 
cai'd  on  Brown  that  awai-ded 
him  an  "A-plus  in  every- 
thing," says  Anita  Sanders, 
president  of  afscme  Local 
3810,  one  of  12  unions  at 
Commerce.    Catherine  Yang 


TALK  SHOW  iiThis  election  is  not  for  sale.  It  doesn't  go  to 
the  highest  bidder.?' 

— Senator  Bob  Dole  ( R-Kan.),  sniping  at  his  free-spending  gop 
rival,  Steve  Forbes 


TAXES  AT  WORK 

A  WINDFALL  FOR 
OLD  GRINGOS? 

CALL    IT   THE  EXPATRIATE 

subsidy.  The  Republicans' 
budget  proposal  would  grant 
the  335,000  American  re- 
tirees living  abroad  a  hunk  of 
cash  via  Medicare.  These 
folks,  many  of  them  well-off, 
now  receive  $1.8  billion  a 
year  in  Social  Security  but 
nothing  in  Medicare  benefits. 
Reason:  Only  U.  S.  doctors 
are  eligible  for  Medicare 
reimbursements. 

(;0P  lawmakers  want  to  re- 


GETTING  ON: 

Medicare  is  SO 

vamp  Medicare,  now 
30  years  old,  by  giv- 
ing each  new  retiree 
about  $5,000  if  they 
agreed  to  use  some 
of  it  to  buy  indiv- 
idual catastrophic 
health  coverage, 
which  I'uns  about 
$3,000  a  year.  The  remaining 
$2,000  goes  into  so-called 
Medical  Savings  Accounts,  to 
pay  the  catasti'ophic  policies' 
high  deductibles. 

But  retirees  who  move 
abroad  could  take  the  $5,000 
payment,  buy  an  insurance 
policy  to  please  Uncle  Sam, 
and,  say  critics,  pocket  the 
$2,000.  How?  By  taking  ad- 
vantage of  the  free  health 
care  many  countries  offer 

That's  why  Democi-ats  call 
the  scheme  wasteful,  costing 
$770  million  extra  yearly.  Re- 
publicans say  the  plan  will 
save  money  overall  by  making 
retirees  prudent  health-care 
shoppers.     Paul  Maynusson 


THE  LIST  COSTLY  ROMANCES 


Wells  Fargo  has  won 
First  Interstate  away 
from  its  intended 
merger  partner,  First 
Bank  System.  But 
the  rebuffed  suitor 
gets  a  consolation 
prize — a  record  $200 
million  in  breakup  fees. 
Popular  since  the  '80s, 
these  fees  compensate  a 
spurned  partner  for  its  ex 


penses.  One  sticking 
point  between  Has- 
bro and  Mattel  be- 
fore talks  ended: 
the  fee's  size,  with 
Hasbro's  wanting  at 
east  double  Mattel's 
$100  million  offer.  If 
the  pending  Time  Warner- 
Turner  union  fizzles,  Time 
Warner  will  get  a  sweet 
$175  million  for  its  troubles. 


LARGEST  MERGER  BREAKUP  FEES  PAID 


TARGET 

THWARTED  ACQUIRER 

DEAL 
ENDED 

FEE 

MILLIONS 

FIRST  INTERSTATE 

FIRST  BANK 

1996 

$200 

UAL 

MANAGEMENT,  PILOTS'  UNION 

1989 

80 

LIN  BROADCASTING 

BELLSOUTH 

1989 

54 

ALLIED  STORES 

EDWARD  DeBARTOLO, 
PAUL  BILZERIAN 

1986 

53 

GRUMIViAN 

MARTIN  MARIEHA 

1994 

50 

FEDERATED  DEPT  STORES 

R.H.  MACY 

1988 

45 

LEAR  SIEGLER 

WICKES 

1986 

30 

KEMPER 

CONSECO 

1994 

30 

DATA.  SECURITIES  DATA  CO. 

OVER  THERE 

TEARDROPS  ON 
THE  SHELVES 

WHO  IS  KILLING  THE  GREAT 

old  stores  of  Europe?  Dis- 
counters, hypermarkets,  and 
other  low-cost  operators.  Tra- 
ditional retailers  in  the  U.  S. 
got  whacked  by  this  phenom- 
enon several  years  ago  as 
consumers  cut  back  on  full- 
price  places  in  favor  of  Wal- 
Mart  Stores  and  the  like. 
Also  ti'oubling  the  European 
retail  establishment  is  a  slow- 
ing economy.  The  losers  are 
both  the  grand  old  depart- 
ment stores  and  the  corner 
shops  known  more  for  their 
convenience  than  their  prices. 

France's  venerable  Galeries 
Lafayette  says  it  will  shut  5, 
of  its  22  French  depaitment 
stores  and  lay  off  more  than 
1,000.  Switzerland's  Jelmoli 
fh:iiii  has  di^cided  the  busi- 


LI  V: 


ADIEU:  Five  stores  closing 

ness  has  no  future  and  wants 
to  put  34  of  its  35  depart- 
ment stores  on  the  block.  In 
Italy,  Mai'co  Venturi,  head  of 
I'etailei'  association  Confeser- 
centi,  sees  10.000  small  stores 
going  under  eveiy  yeai'  until 
decade's  end. 

Big  hypermarket  chains, 
such  as  France's  Cai'refour 
and  Promodes,  are  bi'inging 
this  on  with  their  relentless 
cross-border  march.  So  are  a 
bevy  of  specialty  chains:  Gap, 
Toys  'R'  Us,  and  Foot  Locker 
from  the  U.  S.,  British  food 
and  apparel  retailei'  Marks  & 
Spencer,  and  Swedish  furni- 
ture chain  Ikea.  Reminiscent 
of  the  American  retail  situa- 
tion, they're  all  inshing  to  the 
suburbs,  where  property 
costs  are  lower.  Stewart  Toy 
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Now  THE  THINGS  YOU  BUY  EVERY  DAY 
EARN  YOU  FREE  TRAVEL  FASTER 

The  new  Delta  SkyMiles^^  Credit  Card  from  American  Express 


Earn  one  SkyMile  for  every  dollar* you  spend 


5,000  SkyMiles  enrollment  bonus 


Low  8. 9%  Introductory  APR 


50%  mileage  bonus  on  Delta  ticket  purcliases 


To  APPLY,  CALL  I'SOO-SKY-MILE 


•Annual  mileage  earnings  limilei  to  $60,000  of  eligible  spending,  excluding  bonuses  lor  Delta  ticket  purchases  Cash  advances  and  certain  purchases  ineligible  Enrollment  bonus  subject  to  restrictions  See  card  and  'AI^ERICANl 
program  terms  and  conditions  lor  other  restrictions  All  Delta  SkyMiles  program  rules  and  conditions  apply  II  the  Delta  SkyMiles  Card  or  other  American  Express  accounts  are  not  maintained  m  good  standing,  the  Bls^RESS 
Intro  rate  will  be  lorfeited  After  6  months,  the  APRs  will  vary  based  on  the  prime  rate  APRs  as  of  1/15/96  were  17  9%  for  purchases  and  21  i%  for  cash  advances  and  delinguent  accounts  Annual  lee  $55  No  fee       ^HMBHI  J 

for  gualilying  American  Express  Cardmembers,  ©  1996  American  Express  Centurion  Bank  .vHH^^^I  V^SFOS 
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HONCHOS 


IF  THE  PAY'S  THE  THING,  JUMP  SHIP 


PAYING    YOUR    DUES  LOOKS 

less  and  less  appealing.  It  has 
long  been  true  that  CEOs 
brought  in  from  the  outside 
get  bigger  pay  hikes  than 
those  promoted  fi'om  within. 
But  now  the  difference  is 
gi'owing  wider. 


EXTERNAL  HIRES 


OLD  PAY         NEW  PAY 

IN  MILLIONS  OF  DOLLARS 


CHARLES  $1.27 
HARPER  ConAgra 

JERRY  Yl.bl 
DEMPSEY  Chemical 
fVaslc  Mqt. 

PHILIP  $1.12 


$2.45 

RJR  Nabisco 


$2.00 

PPG 

Industries 


FLETCHER 


$1.23 

ConAgra 

WALTER ' " "  $2.25"  "  '  "  $2^49  ' 
SHIPLEY      Chemical  Bank 

DATA  COMPANY  REPORIS,  BUSINESS  WEEK 

The  gap  averaged  13%  in 
the  1980s,  according  to  a  re- 
cently released  Wharton 
School  study  of  ceo  salaries 
and  bonuses.  In  the  early 
1990s,  as  companies  reorga- 
nized for  tougher  global  com- 
petition, that  figure  climbed 


to  15%,  says  headhunter  Jer- 
ry Simmons  at  Handy  hrm. 
Today,  he  estimates,  it's  be- 
tween 20%  and  30%,  a  figure 
that  executives  at  other 
search  firms  agree  with. 
Many  headhunters  believe 
the  differential  will  widen 
even  more  in  coming 
years,  especially  through 
increased  use  of  stock  op- 
tions. 

The  reason  for  the  gap 
is  that  outside  stars  cost 
more.  Says  University  of 
California  at  Berkeley 
Pi'ofessor  Graef  Crystal: 
"If  you  ask  a  reciniter  to 
find  a  CEO,  he  is  going  to 
bring  you  an  ace  or  king. 
If  you  recruit  ft'om  with- 
in, you  ai-e  going  to  get  a 
seven  or  eight." 
When  CEO  Charles  Harp- 
er left  ConAgra  to  take  the 
top  job  at  RJR  Nabisco  in 
1993,  he  almost  doubled  his 
pay.  His  replacement  from 
within,  Philip  Fletcher,  got  a 
not-so-princely    10%  raise 
(table).  □ 


SICK  PLANET 

A  CHOKE  HOLD  IN 
MEXICO  CITY 

A.S  IF  MEXK  'O'S  SLUMP  WEREN'T 

bad  enough:  Air  pollution  is 
taking  an  additional  bite  out 
of  the  economy.  For  years, 
residents  of  Mexico  City 
have  resigned  themselves  to 
winter  respiratory  problems 
when  the  weather  traps  bad 
air  in  the  valley  metropolis. 
But  now,  pollution  counts 
are  reaching  nearly 
three  times  the 
maximum  acceptable 
level. 

So  city  officials  re- 
cently took  emer- 
gency measio'es,  forc- 
ing even  industries 
with  pollution  con- 
trols to  cut  produc- 
tion by  30%  to  40%. 
And   for  the  first 


SELLING 

Filter  ni 


time,  the  city  required  people 
to  keep  their  cars  off  the 
street  for  three  days  a  week. 
The  measures  were  lifted  af- 
ter four  days,  when  levels 
drifted  down  to  180%  of  the 
standard.  Yet  the  curbs  may 
soon  be  reimposed,  as  more 
bad  smogouts  are  expected. 
Autos  account  for  70%-  of  the 
pollution. 

Environmental  and  busi- 
ness groups  estimate  that 
the  measures  cost  companies 
about  $5  million  a  day — not 
counting  lost  produc- 
tivity from  worker 
absenteeism.  While 
...  many  polluters  have 
ia^" '  moved  away  in  re- 
.  cent  years,  such  ma- 
jor ones  as  glass  and 
paper  makers  re- 
main. The  city  still 
accounts  for  24%  of 
Mexico's  industrial 
output.    Geri  Smith 


SHOW  BIZ 

THANKS  FOR  THE 
PLUG,  I  GUESS 

GUESS  WHAT,  SEINFELD  FANS: 

Elaine's  self-important,  \vind- 
bag  boss  has  a  real-life  coun- 
tei-part.  Last  season,  the  hit 
NBC  sitcom  (No.  2  in  the  rat- 
ings) introduced 
the  silver-haii'ed  J. 
Petennan,  head  of 
an  eponymous  ap- 
parel catalog,  who 
drives  Jeriy  Sein- 
feld crazy  by 
reciting  Heming- 
wayesque  descrip- 
tions of  his  upscale 
goods.  Example:  He  ran  with 
the  bulls  at  Pamplona  in  his 
"Italian  captoe  Oxfords — so- 
phisticated yet  different." 

The  real  J.  Peterman 
heads  the  Lexington  (Ky.)- 
based  J.  Peterman  catalog. 


whose  copy  is  a  lot  hke  tlie ! 
character's  Unes,  although  not  \ 
as  wacky.  Newest  item:  a ! 
sweater  worn  by  a  wom;ui  j 
fans  will  recognize  as  Elaine,  j 
Peterman  says  nbc  con- 1 
tacted  him  about  using  thej 
character  only  after  he  ajj- 1 
peai'ed.  The  network  says  the  j 
exjiosure  is  good  for  the  mail-  ] 


SEINFELD  and  the  real  Peterman,  right 


order  man  and  that  Seinfekl  is 
a  customer.  Peterman  (first 
name:  John),  who  doesn't 
know  if  sales  have  benefited, 
takes  it  all  in  stride,  but  says: 
"I'd  like  to  believe  I'm  not  a 
bore."  Lori  Bongionio 


THE  BIG  PICTURE 


mortd  IDide  LUcb 
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WEB  SITE  FOR  SALE  ; 

How  much  does  a  Web  site  ■ 
cost?  Here  are  estimated 
costs  for  companies  that  are 
promoting  their  image, 
offering  information  or  other 
content,  and  selling  software 
or  other  products.  The  costs 
assume  a  site  that  $68i 
starts  in  1995  and  $304 
keeps  growing.  I^H 

■95  '97 
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FOOTNOTES  Percentage  of  Americans  who  believe  100  pes  could  run  the  country  better  than  100  politicians:  36% 
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900  SE  Turbo  5-door 


The  new  Saab  900  Turbo  is  equipped  to  increase  b'  th  your  pulse  and  the  distance  between  you  and  other  cars.  Including  the  Volvo  850GLT  and 
Audi  A4.*  Its  0  to  60  in  under  7  seconds  is  pure  turbo  exhilaration,"  And  its  five  doors  and  spacious  interior  are 
pure  liberation.  So  no  matter  how  you  open  it  up,  it's  huge.  No  wonder  it's  a  Consumer  Review  "Top  10  Sports  Car,"'' 

Car  onri  Drive'  I"^^6  Buyers  Guide  "S.^ab  Cdrs  USA  Inc  ti995  Consumer  fte'/ie.-.    ';,|QQ,^  ';AAB  CAPS  USA  ir.JC 

IFor  a  free  Saab  Excursion  Kit,  which  provides  information  on  the  entire  Saab  line,  call  I -800-582-SAAB,  Ext.  249.  www.saabusa.com 


You  go  swimming  only  minutes 
after  eating. 

You  walk  under  ladders. 

You  use  a  butter  knife  to  remove 
toast  from  the  toaster. 

Then  you  go  and  test  your 
new  system  design  at  an  IBM 
Open  Systems  Center. 

So  much  for  your  daredevil  image. 


Fa'cii  those  who  live  on  the  cdoc  know  they  shoiiKhil  take  chances  when  (lesij^riinji  a  chent/server 
stem  lor  their  l)iisiness.  With  so  ninch  to  he  j;aine(l,  you  Itave  to  l>e  sure  tliat  everyf hinfji,  goes  just  right. 

Think  ol  an  lUM  ()|)en  Systems  Outer  (aetuahy,  there  are  42  ol  them  around  the  world)  as 
proving  ground  lor  new  husiness  solutions.  Here,  no  stone  is  left  unturned. 

For  starters,  skilled  consultants  will  help 
you  design  and  test  your  system  Ix'fore  you 
huild  it.  I'rom  developing  prool-ot-concept 
prototypes  to  integrating  new  technologies  to 
anticipating  long-term  perlormanee,  theyll 
help  make  sure  the  system  you  design  today  is 
flexible  enough  to  meet  your  needs  tomorrow. 

Does  your  current  system  use  hardware 
and  software  from  a  variety  of  vendors'?  At 
an  IBM  Open  Systems  Center  you  ll  find  a 
wealth  of  experience  in  designing  multivendor 
environments.  And,  just  as  important,  a 
willingness  to  look  lor  solutions  wherever  they 
might  exist.  So  you  can  d<'sign  a  system  that 
lives  up  to  everyone's  expectations. 

01  course,  you'll  also  lind  the  skills  you 
need  to  better  evaluate  technology  alternatives, 
address  security  concerns, 
even  identity  ways  to  expand 
your  system  down  tlie  road. 
All  to  make  sure  your  inv("stment  remains  secure 
and  your  system  intact. 

To  lind  out  how  your  company  can 
i-ealize  the  rewards  of  client/server,  call  us  at 
1  800  IBM-3333,  ext.  .JAOOS.  Or  visit  us  on  the 
Net  at  httj)://www'.cse.ihm.c()m 

And  please,  be  careful  out  there. 


Can  your 
computer 
company 
do  this? 


Solutions  for  a  small  planet  " 
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WHY  THE  FAA  CERTIFIED 
BOEING'S  777  

In  response  to  your  question  "Did 
the  FAA  go  easy  on  Boeing?"  (The  Cor- 
poration, Jan.  29),  the  answer  is  an  em- 
l^hatic  no.  No  aircraft  in  histoiy  has  un- 
dergone FAA  testing  as  comprehensive 
and  tliorough  as  the  Boeing  777.  Nearly 
90  Federal  Aviation  Administration  en- 
gineers spent  more  than  125,000  hours 
certifying  tliis  plane — over  twice  as  long 
as  any  previous  aircraft. 

The  decision  to  certify  the  777  was 
based  on  scientific  data  and  on  extensive 
testing  of  the  entire  aircraft.  Your  arti- 
cle relied  on  documents  from  various 
stages  of  the  process  that  were  inaccu- 
rately portrayed  as  final  documents. 
These  documents  represent  the  give- 
and-take  that  is  critical  to  resolve  certi- 
fication issues. 

It  should  also  be  noted  that  certifica- 
tion of  the  777  was  an  effort  coordinat- 
ed by  the  faa  and  the  Joint  Aviation 
Authorities,  an  organization  representing 
23  European  bodies.  The  .jaa,  using  the 
same  data  as  were  provided  to  the  faa, 
anived  at  the  same  conclusion:  that  the 
777  is  safe  to  fly. 

David  R.  Hinson 
Administrator 
Federal  Aviation  Administration 
Transportation  Dept. 

Washington 

BUSINESS  WEEK  has  done  the  travel- 
ing public  and  the  aerospace  industry  a 
disservice.  The  certification  process  is 
an  extremely  complex  one,  which  the 
reporter  apparently  did  not  understand 
or  decided  to  ignore.  Your  reporter 
chose  selected  data  ft'om  this  complex 
process  and  made  them  appear  to  be 
the  whole  process.  Your  reporter  used 
anonymous  and  unidentified  sources  to 
coiToborate  her  theory. 

Prior  to  entry  into  sei"vice,  the  Boe- 
ing 777  had  been  more  thoroughly  test- 
ed than  any  jetliner  ever  produced.  Diu-- 
ing  the  certification  process,  Boeing 
cooperated  ftilly  in  conducting  the  most 
rigorous  laboratoiy,  gTound,  and  flight- 
testing  progi-am  in  the  history  of  com- 


CORRECTIONS  &  CLARIFICATIONS 

"The  Fed:  Frozen  in  time"  (Up  Front,  Jan.  22) 
incorrectly  listed  the  new  name  for  Kemper 
Financial  Services.  It  is  Zurich  Kemper 
Investments. 

"Wal-Mart:  A  string  snaps"  (In  Business 
This  Week,  Jan.  29)  should  have  said  the  re- 
tailer  was  expected  to  earn  $970  million  for 
the  fourth  quarter,  not  $97  million, 

! 

"Don't  leave  your  broker  without  it?"  (Inside  j 
Wall  Street,  Feb.  5)  said  that  American  i 
Express  Co.  posted  disappointing  yearend  I 
results.  Earnings,  though,  were  only  1%  | 
below  the  consensus  forecast.  And  only  one  | 
analyst  cut  his  1995  and  1997  estimates.  * 
Still,  the  stock  dropped  on  the  earnings  i 
announcement. 


mercial  aviation.  We  stand  behind  th 
safety  and  reliability  of  our  products 
Ronald  B.  Woodan 
Boeing  Commercial  Airplane  Grou] 

Seattlt 

SWIMMING  WELL 
IN  A  BIG  POND  

I  would  like  to  correct  and  clarif 
points  made  in  "What's  this  little  fis 
doing  in  such  a  big  pond?"  (News 
Analysis  &  Commentaiy,  Dec.  25)  abou 
U.  S.  Enrichment  Corp.'s  selection  o 
our  firm  as  one  of  the  co-managers  fo 
its  potential  privatization  offering. 

M.  R.  Beal  &  Co.  maintains  the  equ; 
ty-research  capability  that  would  be  r( 
quii'ed  to  follow  U.  S.  Emicliment  pape 
in  the  secondary  market.  It  has  exter 
sive  relationships  with  floor  brokers  o| 
all  major  exchanges.  It  is  fully  approve! 
by  and  currently  doing  business  witf 
the  Resolution  Ti'ust  Corp.  and  othel' 
federal,  state,  and  local  governmeiil 
agencies.  And  oiu-  firm  made  a  superiti, 
presentation  to  U.  S.  Enrichment. 

We  pride  ourselves  on  being  profc-: ; 
sional  and  competent,  and  we  seek  oi.  } 
only  business  that  we  believe  we  ca' 
successfully  execute  on  behalf  of  oiijj 


Business  Week 

A  Du'iiujii  (if  ThcMcGraH>HillCompanic< 
FEBRUARY  12,  1996  (ISSN  0007-7135)***  3462 

Piibii^hL-d  weekly,  except  lor  one  issue  in  Januarv.  by  The  McGraw-Hill 
(■<irti|ianips.  Inc.  Fi.iindpr  .lanies  H.  McOraw  (1hAo-]<MX). 
K>..-.'i,rn  ...  K.litun  ,t         I         and  Advertising  <  JlTi..-  Tl.-  M.-rJraw. 
Hill  I  ■-.ii,[Mt,i,  -  l:..,  .!  i.  ■  \ '.enue  of  the  Amn-M  ,        ■  V.ik.N.Y. 

l.l,|,tiui ,    l.'Ifx:  Domestic  IJTi  1.1  h.v  j  ,..nii:7089. 

I "  S  ^iili-.cn[ilii.[i  r  jii  .;.4'i j>rr  year;  2  years.  SI'J  '<■>.  y:ii--.  $lli).95. 
.Single  cople^.  SZMi^>;  back  i.s.sues.  $5.  Write  for  rates  in  other  countries. 
Subscriber  Services:  1-800-635-1200.  TDD:  1-800-554-1579 
Postmaster:  Send  address  changes  to  BUSINESS  WEEK,  P.O.  Box  430. 
Hight.-tou-n.  N  J  0K52i»  Second-class  postage  paid  at  New  York.  N.Y..  and 
at  adriitional  mailing  offices.  Postage  paid  at  Montreal,  P.Q.  Canada  Post 
International  Publiait  ions  Mail  Prr>duct  Sales  Agreement  No.  24mS4. 


Registered  for  GST  a.^  The  McGraw-Hill  Companies,  Inc.  GST  #R12:^075H 
Copynght  1906  by  The  McGraw-Hill  Companies,  Inc.  All  ri^ts  reserved, 
tie  registered  in  U.S.  Patent  Office.  European  Circulation  Center,  McGri 
Hill  House,  Maidenhead.  Berks,  England  Telephone:  01(2S-2i431;  Tele.x;  H486 
Officei->  of  The  McGraw-Hill  Companies,  Inc.:  Joseph  L.  Dionne.  Chainn 
and  Chief  Executive  Officer;  Harold  W.  McGraw.  Ill,  President  and  Ch 
Operating  Officer,  Robert  N.  Landes.  Senior  Executive  Vice  President  i 
Secretai-y;  Kenneth  M.  Vittor,  Senior  Vice  Pi*esident  and  General  Coun: 
Robert  .1.  Bahash,  Executive  Vice  President  and  Chief  Financial  Offic 
Frank  D.  Penglase,  Senior  Vice  President,  Ti-ea-sui-y  Operations;  Mich 
K.  Hehir.  President.  Information  Services  Group. 
PHOTOCOPY  PERMISSION:  Where  necessary,  pel-mission  is  gi-ant 
by  the  copynght  owner  for  those  registered  with  the  Copyi-ight  Clearai 
Center  (CCC).  222  Rosewood  Drive,  Danvers,  MA  01923,  to  photocopy  a 
article  herein  for  the  fiat  fee  of  $1.50  per  copy  of  each  article.  Send  p: 
ment  to  the  CCC.  Copying  for  other  than  personal  or  intemai  referet 
use  without  express  permission  of  The  McGraw-Hill  Companies.  Inc 
prohibited.  Address  requests  for  customized  bulk  reprints  to  Busin 
Week  Reprints,  P.O.  Box  457.  Hightstown,  N  J.  08520,  or  call  609-426-54 
ISSN  0007-7i:^o/96/$2,75  PRINTED  IN  THE  U.S 


'Jo.  '^-X'in 


'Or 


A 


Indonesia's  economy  has  bee 


The  rise  of  manufacturing  is  one  reason  why  Indonesia's  economy  has  been  growmg  at  .^^  ^ 
a  steady  7%  now  tor  nearly  three  decades.  Foreign  invpstn,?nt  is  soaring,  with  Japan  le-admg, 
and  th,s  year  projections  show  that  foreign  Corporations  are  again  expected  to  average  strong 
.rowth  Indonesia  commues  m  its  role  as  a  major  global  producer  of  plwood,  hquehcd 
Ltural  gas,- textiles  and  oil,  and  is  now  expanding  into  new  areas,  like  aircraft  and  television 
The  World  Bank  states  that  with  its  population  of  200  million;  itB  economy  could  be 
,he  world's  6th  targes,  bv  the^year  2010.  If  your  business  needs  to  learn  more  about  Indones. 
call  1-800-646-7382  (Dept.  B23)  for  a  free  brochure  or  contact  httpr//t.-.^.mdones.atbday.coi 


THINK 


BIG 


riculture  as  the  largest  contributor  to  the  GDP. 


Readers  Report 


clients.  Readers  of  your  story  might 
have  been  given  a  different  impression 
by  comments  by  people  expressing 
"sour  gi'apes"  whom  we  beat  in  com- 
petition for  a  piece  of  business. 

Bernard  B.  Beal 
Chief  Executive  Officer 
M.  R.  Beal  &  Co. 
New  York 

VENEZUELAN  INVESTING. 
REVISITED  

Regarding  youi*  ailicle  on  Venezuelan 
mining,  "Between  a  nugget  and  a  hard 
place"  (Letter  from  Venezuela,  Jan.  22), 
I  must  inform  you  that  the  quote  at- 
tributed to  me — "If  I  had  the  choice,  I 
would  never  invest  again  in  Vene- 
zuela"— does  not  i-eflect  my  personal  be- 
liefs on  investing  in  Venezuela,  nor  those 
of  the  company  I  represent.  Further- 
more, I  never  use  the  fu"st  person  sin- 
gular in  speaking  about  such  matters. 

I  am  a  Venezuelan  citizen  bom  and 
raised  here,  with  the  majority  of  my  per- 
sonal investments  in  this  country.  Anyone 
who  knows  me  knows  that  I  am  a  hope- 
less optimist  and  I  am  for  development 
of  mining  in  this  countiy.  As  such,  I  am 
a  director  of  the  Venezuelan  Mining 


Chambei;  which  is  dedicated  to  the  pro- 
motion and  development  of  modem  min- 
ing in  Venezuela.  Further,  oui-  company 
has  made  investments  in  excess  of  $20 
miUion  in  this  countiy  vAth  outstanding 
eai'ly  geological  results.  The  results  have 
been  so  encoui-aging  that  Bema  Gold  has 
chosen  a  strategy  for  this  year  that  al- 
lows us  to  commence  a  prefeasibihty 
drilling  program  with  the  objective  of 
proving  the  presently  delineated  geolog- 
ical resoui'ce  of  850,000  ounces,  in  order 
to  bring  this  deposit  into  production  at 
the  eariiest  possible  time. 

Courtney  Neeb  Brewer 
President 

Corporacion  Bema  Gold 
de  Venezuela 
Caracas 

SUN'S  McNEALY: 

A  MODEL  FOR  AMERICA?  

In  "Scott  McNealy's  Rising  Sun"  (Cov- 
er Stoiy,  Jan.  22),  you  offer  a  wonderful 
portrait  of  much  that  is  unique  to  Ainer- 
ica.  McNealy's  accomplishments  at  Sun 
speak  volumes  to  the  fact  that — as  we 
approach  the  dawn  of  a  new  centuiy — 
the  American  dream  is  ahve  and  well.  I 
hope  his  modem-day  stoiy  and  the  out- 


standing coverage  you  gave  it  will  in- 
spire many,  many  more  as  they  stmgglei 
to  make  theii'  own  dreams  come  tnic. 

Seth  D.  EisenlxTu: 
Vice-President,  Intemationai 
USTrading  Intemationai  Inc. 
Fort  Lauderdale,  Fla.' 
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New  HP  QmniGo  bends  over 
backwards  to  get  you  organized 


Introducing  the  HP  OmniGo  100 
Organizer  Plus. 

It's  the  first  organizer  that  actually  folds  in  half  to 
give  you  twdce  the  organizing  pc.  i  r.  TVpe  on  the 
keyhoai'd.  Or  v  rite  with  a  pen.  T)  m:  ;  liandheld 
wonder  is  so  smti>-t  it  even  recogni.  <  s  handwriting. 
You  get  financial  tools  like  Lotus®  cc ;  upatible 

f  GEOWORKS 


spreadsheets,  HP  12C  calculator  fijnctions,  and 
Pocket  Quicken.  *  And  of  course,  essentials  like  a 
calendar,  phonebook,  database,  memo  pad  and 
more.  At  only  $:349*,  HP  OmniGo  is  the  orgaruzer 
diat  means  business. 

So  call  ]-80(>44;M254  Ext,.618  today  for  an  HP 
dealer  near  you.  And  put  the  power  of  organiza- 
tion in  the  palm  of  your  hand. 


m 


HEWLETT 
PACKARD 


*Free  with  coupon  in  box.  tAverage  U.S.  retail  price  Pocket  Quicl<en  is  a  trademark  of  Intuit,  Inc.  Lotus  and  1-2-3  are  U.S.  registered  trademarks  of 
l.ntii<i  npvplnnmpnt  fomoration.  Other  braiid/nroduct  names  are  trademarks  of  their  resoective  holders.  ©1995  Hewlett-Packard  Company. 


Add  phone  lines  if  yonr  business  takes  off. 
Remove  lines  if,  perchance,  it  does  not. 


Pictured:  Josh  Denberg,  Inventor  of 
"Third  Arm  Carry-All.""  Pat.  Pend. 

Add  phone  lines  if  you  need 
them.  Remove  phone  lines  if 
you  do  not.  This  should  not  be 
a  difficult  process.  The  Centrex 
phone  system  lets  you  do  this. 
There  is  no  switching  equipment 


at  your  office.  There  is  no  closet 


crammed  with  wires.  There  is  no 


repairman  living  in  the  hallway. 


There  is  nothing  to  outgrow 


For  more  ways  you  can  use 


the  Pacific  Bell  Centrex  phone 


system,  call  l-SOO-PAC  BELL. 


Thank  you. 


How  will  you  use  it? 


PACIFIC  Hi  BELL 

NETWORK 


Books 


IT  TAKES  A  VILLAGE 

And  Other  Lessons  Children  Teach  Us 

By  Hillary  Rodham  Clinton 
Simon  &  Schuster  •  318pp  •  $20 


HILLARY'S  300-PAGE 
CAMPAIGN  SPEECH 


Let's  try  to  forget  for  a  moment 
that  there's  an  election  looming, 
that  Bill  Clinton  doesn't  quite 
have  it  locked  up,  that  the  endless 
Whitewater  circus  continues  to  expose 
the  First  Couple's,  um,  inconsistencies, 
and  that  Hillary  Rodham  Clinton's 
standing  among  the  masses  is  not  what 
it  once  was. 

Nope.  Just  can't  do  it.  The  ugly  po- 
litical realities  persist.  Which  is  why 
Hillary  Clinton's  It  Takes  a  Village 
comes  off  as  among  the  most  cynical 
publishing  undertakings  in 
recent  memoiy. 

Here  is  how  things  ap- 
pear: The  First  Lady,  or 
someone,  selected  the  most 
unassailable  stand  avail- 
able— that  we  should  treat 
our  children  better — then 
penned  a  300-page  cam- 
paign speech.  (It's  best  to 
be  cautious  on  the  question 
of  authorship,  actually.  The 
White  House  insists  that 
the  work  is  Hillary  Clin- 
ton's and  is  trotting  out 
handwritten  chapter  drafts  to  prove  it; 
others  say  Barbara  Feinman,  formei' 
aide  to  several  Wusltiiigtoi/  Post  hon- 
chos,  helped  a  lot.) 

This  speech  is  appropriately  facile 
and  inoffensive,  which  is  disappointing 
given  Clinton's  many  years  of  serious 
work  with  children's  advocacy  gi'oups. 
(Example:  "The  teenage  years,  we  all 
know,  pose  a  special  challenge  for  par- 
ents.") It  oSers  geogi'apliically  and  socio- 
economically  balanced,  real-life  anec- 
dotes at  every  turn  and  drops  c()i)ioii.s 
reminders  of  the  Family  &  Medical 
Leave  Act,  Early  Head  Start,  and  otiier 
youth-related  initiatives  credited  to  the 
Incumbent-Candidate. 

It  Takes  a  Village:  The  title  derives 
from  the  currently  fashionable  Afi'ican 
saying,  "It  takes  a  village  to  raise  a 


child."  Not  once  in  my  two  years  in 
Aft-ica  did  I  hear  this  maxim,  but  the 
essence  is  credible  enough.  Many  vil- 
lages are  indeed  characterized  by  a 
strong  sense  of  collective  responsibihty 
for  all  their  people,  but  especially  for  in- 
fants, the  infirm,  and  the  elderly. 

Clinton  argues  that  comparable  so- 
cial structures  in  America  have  with- 
ered: Communities  whose  citizens  look 
out  foi'  each  other  have  been  fractured, 
and  extended  families  have  dispersed. 
"There  are  fewer  Aunt  Belles,  gi-and- 
parents,  and  other  relatives 
close  by,  and  many  of  us 
no  longer  feel  free  to  ask  a 
neighbor  to  lend  a  hand  or 
an  ear,"  she  vmtes. 

The  Fii'st  Lady  proposes 
a  new  sort  of  village,  an 
amalgam  of  family,  finends, 
neighbors,  business,  gov- 
ernment, and,  well,  eveiy- 
^  one.  This  village  must  in- 
struct  new  mothers,  help 
CLINTON  ^Yith  cliild  car'e,  improve  ed- 

y<<  ^""^^^^^j  ucation,    assure  medical 
M:^.^*  care,  and  keep  kids  safe. 
The  village  must  do  a  lot.  Readers 
quickly  will  tire  of  the  word  village. 

It  is  a  measiu'e  of  tliis  book's  political 
aspu'ations  that  Clinton  promulgates  this 
overarching  consortium  while  at  the 
same  time  proclaiming  her  belief  in  the 
need  for  self-reliance.  "Parents  bear  the 
&"st  and  primaiy  I'esponsibility  for  their 
sons  and  daughters,"  she  writes.  The 
community,  not  least  its  government,  is 
obliged  to  help — but  individuals  ulti- 
mately make  the  beds  theii'  cliikh'en  will 
sleep  in. 

In  principle,  I  agi'ee — but  this  finely 
calculated  ambivalence  is  distm'bing.  Tlie 
First  Lady  manages  to  remain  more  or 
less  tnie  to  her  liberal  past,  while  playing 
to  a  nation  warming  quickly  to  the  idea 
that  it  doesn't  need  so  much  government 
after  all.  She  condemns  conservative  ex- 


tremists who  argue  "against  the  basic 
protections  government  extends  to  the 
well-being  of  individuals,  famihes,  and 
communities."  Make  no  mistake,  though: 
Extremists  blew  Democrats  away  in 
1994,  and  the  White  House  isn't  bold 
enough  to  write  them  off  now. 

Clinton's  assessment  of  business- 
village  denizen  with  the  bucks  to  make 
things  happen — appears  to  be  just  as 
tenuous.  She  boasts  of  an  economy  "on 
a  roll  again,"  with  more  than  seven  and 
a  half  million  new  jobs  created  in  her 
husband's  Presidency.  But  large  compa- 
nies, driven  to  satisfy  investors  and 
"justify  executives'  high  salaries,"  have 
embraced  restnictiuing  and  layoffs  vrith 
a  vengeance.  Too  often,  they  "view  most 
employees  as  costs,  not  investments," 
dedicating  ever  fewer  resoiu'ces  to  train- 
ing, profit-sharing,  family-friendly  poli- 
cies, and  shared  decision-making.  Not 
like  in  the  good  old  postwar  days,  she 
notes,  when  employers  cared  about  cre- 
ating jobs  and  lifting  incomes. 

The  analysis  is,  to  say  the  least,  sim- 
plistic revisionism.  Employers  shell  out 
far  more  today  per  worker  on  training, 
child  care,  and  the  like  than  they  would 
ever  have  dreamed  of  spending  in  the 
1950s.  While  some  restiucturings  are  in- 
deed little  more  than  hastily  conceived 
nods  to  Wall  Street,  many  othei-s  ti-uly  dc 
help  companies  stay  in  business.  And 
staying  in  business  is  profoundly  fami- 
ly-fiiendly. 

All  that  said,  let  us  acknowledgf 
where  Clinton  is,  in  fact,  unassailable 
We  are  neglecting  too  many  of  oui"  chil- 
dren. Too  many  parents  are  incapable  o 
caring  and  providing  for  theu'  kids;  toe 
many,  also,  ai'e  imwilling.  Traditional  com| 
munity  support  has  broken  down.  Pooij 
cliildren  get  inferior  food,  day  care,  anq 
schooling.  Federal  budget  cuts  inevitablj| 
will  leave  those  children  even  worse  of 
And  business  should  play  a  role  in  filling 
the  void. 

If  this  is  tnie,  why  do  I  remain  so  of 
fended  by  It  Takes  a  Village'!  Because 
its  author  waffles,  glosses,  and  pirou 
ettes  around  solutions.  Because  she  of 
fers  mass-market  sound  bites  instea( 
of  the  intelligence  she  clearly  has.  Am 
because  she  has  tumed  a  credible  cauS' 
into  an  insta-book,  a  vote-winning  de 
vice.  I'm  betting  it  doesn't  work. 

BY  KEITH  H.  HAMMOND: 

Hammonds  directs  business  week, 
coverage  of  social  issues.  1 


THIS  BE-NICE-TO-KIDS  TOME  IS  AMONG 


THE  MOST  CYNICAL  BOOKS  IN  RECENT  MEMORY 
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You're  DEAD. 


What  do  you  do  NOW| 


KIKJ   1  M  V  V   :     /usi  /"or  a  minute,  think  the 

unthinkable.  'Think  about  what  will  happen  when  suddenly  you're 
not  there.  Will  the  family  that  survives  you,  survive  financially? 


Where's  the  money  going  to  come  from  when  your  income  goes 
away?  Will  your  spouse  be  able  to  pay  the  mortgage?  How  about 
the  rest  of  the  bills?  Will  the  kids  go  to  college?  Will  your  spouse  be 
able  to  retire? 


Life  insurance  isn't  for  people  who  die.  It's  for  people  who  live. 
Life  insurance  is  there  to  put  the  kids  through  college,  keep  the 
family  living  in  the  same  house,  and  help  your  spouse  retire 
comfortably,  if  Vou're  not  there. 

You  need  life  insurance  whether  you're  a  breadwinner  or  the 
person  at  home.  You  need  to  have  enough  to  protect  your  family 
before  you  begin  to  put  money  into  stocks,  bonds,  or  CDs.  Why? 
Because  human  beings  don't  come  with  guarantees,  but  life 
insurance  does.  Without  you,  savings  could  evaporate  in  months.  And 
your  family  could  end  up  not  living  the  happy  life  you  all  planned. 


LIFE 


Your  Ufe  insurance  agent  can  give  you  a  plan  for  life.  A 
plan  that  makes  sure  the  things  you  love  will  always  be  there 
for  the  people  you  love.  Because  no  one  plans  to  die,  hut 
ever}'hodv  needs  a  plan  for  life.  No  one  knows  this  better  than 
your  professional  life  insurance  agent.  Hundreds  of  people  in 
your  community  trust  your  agent  with  their  families'  futures. 


LIFE   AND    HEALTH    INSURANCE    FOUNDATION    FOR  EDUCATION 


EVERYBODY  NEEDS  A  PLAN  FOR  LIFE 


The  Centennial  of  t¥^ 
A  Celebration  of  lOd 


IAmerican  Automobile: 
lEARS  OF  Achievement. 


USA  ^'General  Motors. 


OQ9 


Official  Sponsor  of  the  1996 
36  use  380  U.S.  Olympic  Team 


Technology  &  You 


BY  PAUL  M.  ENG 


IPGRADER 
BEWARE 


Installing  a  souped- 
up  CPU  may  be  more 
trouble  and  expense 
than  it's  worth 

I've  been  happy  with  the 
performance  of  my  two- 
year-old  486  PC  for  word 
processing.  But  lately,  I've 
noticed  that  it  slows  to  a 
crawl  when  trying  to  mn 
some  of  the  more  demand- 
ing multimedia  software. 
I  had  longingly  been  look- 
ing at  ads  for  individual 
microprocessor  chips  you 
can  buy  to  speed  up  your 
PC.  In  recent  months,  I 
saw  pnces  for  these  chips 
fall  rapidly  and  thought  ^ 
maybe  it  was  time  to  up- 
grade my  PC.  With  some 
of  the  chips  going  for  as 
little  as  $i30,  it  certainly 
seemed  a  lot  cheaper  than 
spending  $2,500  for  a  new 
Pentium  machine.  Swap- 
ping out  a  processor 
couldn't  be  all  that  hard, 
right?  Wrong. 

First,  you  need  to  know 
which  upgTade  chip  is  right 
for  your  particular  setup. 
Pentium-class  CPUs  are  avail- 
able and  attractive  because 
they  are  particularly  well- 
suited  to  multimedia  applica- 
tions. But  not  every  PC's 
main  circuit  board — or 
motherboard — can  handle 
those  chips.  My  Gateway 
2000,  for  example,  would  " 
have  needed  a  new 
motherboard  because  the 
Pentium  would  be  larger 
and  more  powerful  than 
my  486.  That  would  have 
been  expensive  (table). 

Another  factor  to  con- 
sider is  the  PC's  BIOS  (Basic 
Input/Output  System)  soft- 
ware. This  describes  each 


component  in  a  computer  and 
how  it  interacts  with  every 
other.  If  it  is  out  of  date,  the 
BIOS  will  not  recognize  the 
faster  processor  upgi'ade.  You 
may  be  able  to  get  fi-ee  bios 
upgi'ades  from  your  PC  maker 
or  for  about  $80  from  ven- 
dors such  as  Micro  Fimiware 
Inc.  (800  767-5465).  For  in- 
formation about  vour  PC's 


motherboan 

it's  best  to  check  the  manu- 
als that  came  with  your  PC 
or  call  your  PC  maker.  Your 
PC  maker  should  also  be  able 
to  tell  you  the  maximum 
speed  upgi'ade  your  system 
can  safely  handle. 

For  my  PC,  I  chose  a  new 
chip  called  the  Turbo  Chip 
486/138,  whose  "clock  speed," 
or  heartbeat,  runs  at  133 


Is  Your  PC  Worth  It? 

What  it  might  cost  to  soup  up  a  486  PC 
ITEM  COST 


MICROPROCESSOR 

$130-$300 

BASIC  INSTRUCTION  CODE 

*  $0-$80 

$300-$800 

TOTAL  COST 

$130-$  1,180 

*lf  necessary 
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megahertz.  That's  much  fast- 
er than  the  33  Mhz  on  my 
Gateway.  The  TC486  series 
is  designed  by  Advanced  Mi- 
cro Devices  Inc.  and  sold  by 
Kingston  Technology  ' Corp., 
a  vendor  well  known  for  PC 
memory  upgrades.  I  paid 
$140  for  a  kit  that  included  a 
shoehorn-like  chip-removal 
tool,  a  40-page  manual,  and 
software  to  check  out  an  up- 
graded computer.  Swapping 
CPUS  was  a  simple  15-min- 
ute  process.  Unfortunately, 
the  chip  didn't  seem  to  work, 
which  means  my  Gateway  is 
unusable.  Kingston  is  look- 
ing at  the  machine  to  figure 
out  what  happened,  but  I 
think  I  might  have  damaged 
the  micro-thin  cii'cuits  on  the 
motherboard  when  I 
\  pulled  the  old  proces- 
I  sor  out.  Computer 
^  chips  and  boards  are 
sensitive  items.  Handle 
with  care. 

ROADBLOCKS.  I  managed  to 
install  a  new  chip  with  no 
problems  in  an  IBM  Value- 
Point  PC  provided  by  King- 
ston. Initially,  I  was  im- 
pressed. Windows  launched 
in  10  seconds,  compared 
with  15  seconds  with  my 
old  486/33  Mhz  chip.  But  ac- 
,  C(jrding  to  a  popular 
benchmarking  progi-am 
that  measures  speeds  of 
pei'foi'ming  various  soft- 
are  functions,  the 
TC486/133  was  4.21  times  as 
fast  as  a  386DX/20.  Impres- 
sive? Not  really.  A  486/33 
Mhz  turns  in  a  score  of  2.58. 
In  other  words,  even  though 
the  TC486/133  is  i-unning  four 
times  faster  than  a  regular 
486/33,  the  performance  gain 
is  less  than  double.  Obviously, 
simply  upgrading  your  cPU 
cannot  speed  up  other  factors, 
"  such  as  how  fast  yoiu-  hard 
drive  works. 

I  learned  the  hard  way 
that  for  most  of  us,  up- 
grades are  generally  not 
worth  the  trouble  and  ex- 
pense. I  would  recommend 
them  mainly  for  the  tinker- 
ers  who  are  confident  of 
their  abihties  in  fiddling 
with  the  innards  of  the  PC. 


BULLETIN  BOARD 


HARDWARE 
CEO,  PHONE  HOME 

It's  not  Maxwell  Smart's  shoe 
phone,  but  it  certainly  could 
change  our  excuses  for  not 
keeping  in  touch  with  the 
home  office,  comsat  Mobile 
Communications,  a  division  of 
COMSAT  Corp.,  recently  intro- 
duced its  Planet  1  personal 
satellite  communica- 


tions system.  The  6-lb.  device 
looks  like  a  laptop  computer. 
But  open  it,  and  a  panel  con- 
nects with  an  orbiting  satel- 
lite to  let  you  place  and  re- 
ceive telephone  calls  from 
anywhere  in  the  world.  Fax, 
data,  and  paging  services  are 
also  expected  to  be  carried 
over  the  digital  Planet  1  sys- 
tem. The  $2,995  Planet  1  ter- 
minals will  go  on  sale  by  mid- 
year Calls  will  cost  about  $3 
per  minute. 

SOFTWARE 
FACE-LIFTS  FOR  WIN95 

Windows  95  is  barely  six 
months  old,  and  already  soft- 
ware makers  are  clamoring  to 
provide  a  new  look.  Success- 
ful programs  such  as  Syman- 
tec Corp.'s  Navigator  and 
Starfish's  Dashboard  for  the 
old  Windows  3.1  operating 
system  have  migrated  over  to 
the  new  Windows.  Now  joining 
the  fray  is  MicroHelp,  with  a 
utility  called  PowerDesk.  Like 
its  competitors,  the  $50 
PowerDesk  simplifies  oft-used 
functions,  such  as  file  search- 
es and  floppy  disk  formatting, 
to  a  single  mouse  click. 
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Let  The  Next 
Move  Be  Ours. 


To  Gain  True  Competitive 
Advantage  From  Your 
Computing  Investment... 


Coinpptitivc  (i(h  (int(ige  means  making  the  most 
oj  your  strategic  business  assets:  people,  data, 
and  computer  hardware.  It  means  eliminating 
the  obstacles  to  enterprise  information  delivery. 
And  it  means  empowering  everyone  in  your 
organization  with  facts  to  fuel  effective  decisions. 

SAS  Institutes  software  solutions,  backed  by  our 
exclusive  core  technologies,  provide  everything 
you  need  to  achieve  true  competitive  advantage. 

■  EtUeq)rise  Infonuation  Systems  (EIS)... 
for  ensuring  that  key  deci.sion  makers  have  fast, 
user-friendly  access  to  the  most  relevant  and 
up-to-date  business  information 

'  The  SAS  Data  Warehouse. ..for  managing  and 
organizing  data  from  any  source,  an  d  then  exploiting 
that  data  using  afidl  range  of  business  intelligence 
ami  analytical  tools 

■  Tlie  SAS  MidtiVendor  Architecture'  "... for  sharing 
data  and  business  solutions  across  your  entire 
hardware  latulscape— desktop  and  beyond 

We'd  like  to  hear  about  your  current  information 
needs.  Well  respond  with  a  software  solution  that  's 
customized  for  the  way  you  do  business. 


Call  noiv  for  your  free 
SAS  Institute  ovennew. 
or  send  lis  E-nutil  at 
bwfsas.sas.com 


SAS  liihtitiiti- 
Phone  ')19-677-82(H) 
K-iiiail:  l)\v@sas.sas.(  (Uii 
URL:  htt|i://www.sa>.ri>iii/ 


Software  for  Successful  Decision  IVIaking 
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We're  SAS  Institute, 
and  we'll  help  you 
leverage  technology 
to  meet  your 
business  goals. 


Economic  Viewpoint 


BY  GARY  S.  BECKER 


A  FLATTER  TAX  JUST  MIGHT 
KEEP  FICKLE  TEAMS  AT  HOME 


INCENTIVE: 

High  taxes 
beget  tax-free 
municipal 
bonds.  And 
muni  bonds 
let  cities  build 
costly  public 
stadiums  to 
lure  teams 


Gary  S  Becker,  the  1992  Nobel 
laureate,  teaches  at  the  University 
of  Chicago  and  is  a  Fellow  of  the 
Hoover  Institution 


The  bitter  controversy  over  the  plan  of 
the  Cleveland  Browns  pro  football 
team  to  move  to  Baltimore — after  sev- 
eral decades  on  the  shores  of  Lake  Erie — re- 
veals the  fierce  competition  in  the  bidding 
for  major  league  sports  franchises.  This  com- 
petition is  of  concern  to  more  than  just  the 
residents  of  the  cities  involved  in  the  bid- 
ding wars,  because  taxpayers  elsewhere  help 
pay  the  bill. 

Other  taxpayers  have  a  financial  interest 
since  part  of  the  cost  of  stadiums,  new  roads, 
and  other  facilities  is  financed  with  municipal 
bonds  that  are  exempt  from  federal  income 
taxes.  My  colleague  at  the  University  of 
Chicago,  Casey  Mulligan,  has  calculated  the 
expected  cost  of  the  fight  going  on  between 
Chicago  and  the  nearby  city  of  Gary,  Ind., 
for  the  Chicago  Bears — one  of  the  most  pres- 
tigious sports  franchises.  Although  it  is  un- 
likely that  the  Bears  will  decamp  for  Gaiy, 
the  threat  has  forced  Chicago  Mayor  Richard 
M.  Daley  to  promise  to  spend  almost  $200 
million  to  upgrade  the  stadium  where  the 
Bears  have  been  playing,  city-owned  Soldier 
Field.  Gary,  for  its  part,  has  offered  to  spend 
much  more  to  build  a  new  stadium  and  roads 
and  other  facilities. 

Both  sides  plan  to  raise  some  of  their  fimds 
from  tax-exempt  municipal  bonds.  Long-term, 
top-quality  tax-exempt  munis  now  cany  an 
interest  rate  well  under  6%.  If  the  Bears  had 
to  finance  a  new  stadium  or  improvements 
themselves,  they  would  have  to  pay  much 
higher  interest  rates.  Therefore,  the  victorious 
city  saves  millions  of  doUai's  in  annual  interest 
payments  because  a  local  government,  rather 
than  the  Bears,  owns  the  stadium  where  the 
team  plays. 

MULTIPLE  OCCUPANCY.  Mayor  Daley  claims 
that  the  upgi'ade  of  Soldier  Field  would  not 
cost  Chicago  taxpayers  anything.  He  says 
higher  revenue  to  the  city  from  rental  pay- 
ments by  the  Bears  and  gi-eatei-  spending  by 
the  pubhc  would  cover  interest  payments  on 
the  additional  city  bonds.  Whether  or  not  he 
turns  out  to  be  right — and  such  forecasts  are 
usually  too  rosy — remodeling  by  the  city 
rather  than  by  the  Bears  means  less  income- 
tax  revenue  for  the  U.  S.  Treasury,  because 
munis  are  involved. 

When  baseball's  Brooklyn  Dodgers  moved 
to  Los  Angeles  in  1958  to  begin  the  musical- 
chairs  contest  among  local  governments  for 
sports  franchises,  almost  all  stadiums  used 


by  major  league  sports  teams  were  privately 
owned.  Often  the  football  and  baseball  teams 
shared  premises:  The  Chicago  Bears,  for  ex- 
ample, then  used  the  still-private  Wrigley 
Field,  home  of  the  Chicago  Cubs.  Now  al- 
most all  major  football  and  baseball  teams, 
and  a  majority  of  basketball  and  hockey 
teams,  play  in  publicly  owned  stadiums. 

The  National  Football  League  and  Major 
League  Baseball  especially  have  taken  ad 
vantage  of  the  intense  competition  among  lo 
cal  governments  for  their  teams  to  demand 
separate  stadiums  funded  with  public  money. 
These  plush  centers  are  usually  bad  invest- 
ments. They  are  too  large,  too  luxurious — 
and  vacant  practically  all  the  time:  Even  big- 
league  baseball  teams  play  only  81  games  at 
home.  Private  indoor  arenas,  such  as  the 
United  Center  in  Chicago,  keep  dovra  their 
costs  by  obtaining  several  teams,  preferably 
major  league  hockey  and  basketball  teams. 
HOME  LOYALTY.  Franchises  that  own  their 
stadiums  and  other  specialized  facilities  also 
are  less  inclined  to  pick  up  and  go  to  another 
city.  That's  because  specialized  sports  facilities 
have  little  market  value  without  a  major 
league  team  playing  there.  The  growth  in 
government-owned  stadiums  is  contrary  to 
the  trend  toward  privatizing  garbage  collec 
tion  and  other  government  services.  Even 
Indianapolis,  which  has  probably  done  more 
privatizing  than  any  other  city,  continues  to 
own  the  kca  Dome,  home  to  the  Indianapohs 
Colts  football  team. 

Expansion  of  the  market  for  lower-interest 
municipal  bonds,  especially  tax-free  munis 
has  made  it  possible  for  cities  to  compete  foi 
franchises  by  building  uneconomic  govern- 
ment-owned stadiums.  The  gap  between  in- 
terest rates  on  tax-free  mimis  and  comparabl 
taxable  bonds  depends  on  the  level  of  taxatioi 
and  the  degi-ee  of  progressivity  in  the  in- 
come-tax stiTJCture.  People  in  high  tax  brack 
ets,  who  have  the  most  incentive  to  own  tax- 
free  bonds,  bid  down  interest  rates  on  munis 
so  that  their  retiuns  are  comparable  to  yields 
on  taxable  bonds. 

If  Congress  and  President  Clinton  car 
agree  on  tax  reform  that  has  a  much  flattei 
income-tax  schedule,  the  market  for  tax-fre( 
assets  will  dechne.  This  will  reduce  the  in- 
centives of  local  governments  to  compete  foi 
sports  franchises  by  offering  to  build  new 
stadiums,  and  it  will  help  return  stadiums  t( 
private  hands — where  they  belong. 
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Economic  Trends 


BY  GENE  KORETZ 

AN  OLD  INFLATION 
SIGNAL  FAILS... 

Commodity  swings  can  mislead 

Economists  have  long  considered 
commodity  prices  a  critical  econom- 
ic indicator — providing  perhaps  the  ear- 
liest signal  of  inflationary  surges  and 
strengthening  business  activity.  Indeed, 
the  Federal  Reseive  is  known  to  keep  a 
weather  eye  on  gold  and  industrial  ma- 
terials prices  as  a  clue  to  brewing  infla- 
tionary pressures.  And  of  the  11  com- 
ponents making  up  the  index  of  leading 
indicatoi's,  the  prices  of  sensitive  indus- 
trial materials  can-y  the  most  weight. 

Cominodity  prices  command  this  kind 
of  attention,  of  coiu'se,  because  they  are 
more  flexible  and  volatile  than  other 
prices,  responding  rapidly  to  shifts  in 
supply  and  demand.  In  a  new  Federal 
Reserve  Bank  of  New  Yoj-k  study,  how- 
ever, economists  S.  Brock  Blomberg  and 
Ethan  S.  Hanis  conclude  that  commod- 
ity prices  have  recently  lost  much  of 
their  power  as  predictors  of  inflation. 
Indeed,  they  find  that  since  1986  many 

TWO  WAYS  OF  VIEWING 
THE  LEADING  INDICATORS 
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commodity  indexes  have  often  given 
false  signals — picking  up  steam  in  ad- 
vance of  actual  slowdowns  in  inflation. 

Why  have  commodity  prices  lost  their 
ability  to  anticipate  inflation?  The  re- 
searchers cite  such  trends  as  the  Fed's 
readiness  to  step  on  the  monetary 
brakes  at  the  fii-st  hint  of  inflation,  the 
impact  of  fluctuating  exchange  rates  on 
dollar  prices  of  internationally  traded 
commodities,  and  the  changing  compo- 
sition of  U.S.  output.  Consumption  of 
spot  commodities,  they  note,  fell  from 
8%  to  10%  of  nominal  gross  domestic 
product  in  the  1970s  to  4%  by  1986. 
And  with  final  demand  shifting  toward 
such  sectors  with  low  commodity  con- 
tent as  services  and  electronics,  such 


consumption  may  be  even  lower  today. 

Given  these  trends,  Blomberg  and 
Harris  think  that  commodities  vdll  like- 
ly continue  to  diminish  in  importance 
as  a  measure  of  inflationary  pressures 
and  broad-based  strength  in  the  U.  S. 
economy.  However,  even  if  they  do 
poorly  in  predicting  inflation  in  individ- 
ual countries,  they  write,  "commodity 
prices  should  retain  some  role  as  an  in- 
dicator of  global  excess  demand  and  a 
predictor  of  global  inflation." 


...BLURRING  THE 
ECONOMY'S  PATH 

Materials  prices  skew  a  key  index 

If  commodity  prices  are  losing  their 
power  to  predict  inflation,  what  of 
their  power  to  foretell  the  direction  of 
economic  activity?  Recently,  economist 
Warren  C.  Smith,  who  edits  bca  Credit 
ForeT)-ends,  a  Bank  Credit  Analyst  Re- 
search Group  publication,  looked  at  the 
behavior  of  the  sensitive-mateiials  com- 
ponent of  the  index  of  leading  indicators. 

Smith  found  that  sensitive-materials 
prices,  which  have  historically  moved 
in  tandem  with  other  components  of  the 
index,  diverged  dramatically  in  1995.  In 
fact,  they  have  been  plunging  since  the 
middle  of  last  year  while  the  rest  of 
the  index  has  been  strengthening.  And 
because  sensitive  materials  account  for 
some  40%  of  the  index,  far  outweighing 
any  of  the  other  10  components,  they 
have  been  dragging  the  rest  of  the  in- 
dex down  (chart). 

All  of  this,  says  Smith,  suggests  that 
sensitive-materials  prices  have  been  dis- 
torting the  index  of  leading  indicators. 
"Given  the  deepening  gloom  in  financial 
markets,"  he  says,  "the  optimistic  pic- 
ture painted  by  the  index  without  sen- 
sitive materials  is  mind-boggling.  The 
economy  may  have  a  lot  more  latent 
strength  than  many  people  believe." 


ALL  THE  WORLD'S 
AN  M&A  STAGE 

The  U.  S.  dominates  the  action 

The  pace  of  cross-border  mergers  and 
acciuisitions  hardly  slackened  last 
year,  reports  kj'MC  Peat  Mai"wick,  as  the 
value  of  global  deals  sm-ged  17%,  to  .$229 
billion,  and  the  number  of  $1  billion-plus 
deals  jumped  to  48  from  87  in  1994. 

As  usual,  U.  S.  companies  led  the 
pack  in  both  purchases  and  sales — rais- 


ing its  investment  outlays  by  46%  to 
$64  billion  while  attracting  $60  billion 
from  foreign  companies  seeking  to  es- 
tablish or  widen  their  bases  in  America. 
The  biggest 

GERMAN  DEALMAKERS 
CAST  A  GLOBAL  NET 
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in- 
creases among  in- 
vestment targets 
were  posted  by 
Britain,  Australia, 
and  Russia,  whose 
deals  rose  by  $20 
bilHon,  $10  billion 
and  $8  billion  re- 
spectively. Spend- 
ing for  deals  in 
China  and  Ger- 
many, by  contrast, 
fell  by  .$7.2  billion 
and  .$3.7  billion. 

Indeed,  with  its 
foreign  purchases 
rising  61%'  and  sales  to  foreignei's  falling 
38%,  Germany  wound  up  as  1995's 
largest  net  exporter  of  deal  capital. 
Spurred  by  the  strong  mark  and  do- 
mestic economic  woes,  Gernian  compa- 
nies are  increasingly  keen  to  expand 
their  operations  in  foreign  markets. 


DOES  WELFARE 
ACT  AS  A  MAGNET? 

Not  enough  to  spur  migration 

Critics  of  current  U.S.  welfai'e  re-s 
form  plans,  wliich  would  give  states 
a  lot  more  flexibility  in  setting  benefit 
levels,  charge  that  such  changes  would 
touch  off  a  "race  to  the  bottom."  That 
is,  states  with  relatively  high  benefits 
would  either  have  to  match  the  cuts 
made  in  other  states  or  face  the  possi 
bility  of  an  influx  of  welfare  recipients 
looking  for  the  best  deal. 

But  do  welfare  recipients  actually  mi- 
grate across  state  lines  in  search  of 
more  generous  benefits?  Not  in  signifi 
cant  numbers,  says  a  new  National  Bu- 
reau of  Economic  Research  study  by 
Phihp  B.  Levine  and  David  J.  Zimmer 
man.  Using  survey  data  from  1979 
through  1992,  the  two  economists  com- 
pared the  interstate  migi'ation  of  poor 
single  women  with  children  eligible  for 
welfare  (Aid  to  Famihes  with  Depen 
dent  Children)  to  moves  by  poor  people 
ineligible  for  welfai'e  such  as  single  men 
childless  women,  and  married  couples. 

The  study  tui'ned  up  scant  evidence 
of  welfare-induced  migration.  Poor 
women  eligible  for  welfare  were  nc 
more  likely  to  move  from  a  low-benefit 
state  to  a  liigh-benefit  state  than  similai 
poor  people  ineligible  for  welfare.  I 
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THE  FED  WILL  COAX  CONSUMERS 
OUT  OF  HIBERNATION 


US.  ECONOMY 


THE  FED  EASES 
ANOTHER  NOTCH 


Basketball  superstar  Magic 
Johnson  may  not  be  the  only 
comeback  story  for  1996.  After  a  winter  respite,  U.  S. 
consumers  will  get  back  into  the  game,  too.  But  don't 
expect  too  much. 

Households  are  a  little  out  of  shape,  and  their  even- 
tual return  to  the  malls  is  likely  to  look  far  less  impres- 
sive than  Magic's  I'eappearance  on  the  hardwood.  Con- 
sumers are  carrying  around  an  increasing  amount  of 
debt  in  a  job  market  that  is  a  lot  softer  than  it  was  a 
year  ago.  Incomes  are  not  growing  as  fast,  either,  and 
rising  loan  delinquencies,  along  with  the  downbeat  tone 
3f  both  December  retail  sales  and  January  consumer 
confidence,  show  the  strain. 

But  consumers  are  not 
ready  to  bow  out  of  this  five- 
year-old  expansion.  Jobs  and 
incomes  may  be  sluggish,  but 
they  are  growing.  Joblessness 
remains  low,  and  worries  over 
consumer  debt  are  exaggerat- 
ed, especially  with  lower  inter- 
est rates  to  ease  the  burden. 

The  Federal  Resei've  cut  its 
target  rate  on  overnight  bor- 
rowing between  banks  by  a 
juarter-point  on  Jan.  31,  to  5.25%,  following  a  similar 
'eduction  at  the  Fed's  previous  meeting  six  weeks  ear- 
ier.  The  federal  funds  rate  is  now  three-quarters  of  a 
Doint  lower  than  it  was  last  July  (chart).  The  Fed  also 
;ut  its  discount  rate  to  5%,  from  5.25%,  and  commercial 
Janks  trimmed  their  prime  rates  from  8.5%  to  8.25%. 

The  Fed  said  that  "moderating  economic  exjjansion  in 
'ecent  months  has  reduced  potential  inflationary  pres- 
?ures  going  forward."  That  statement,  following  back-to- 
)ack  cuts,  shows  that  the  Fed  is  increasingly  atten- 
ive  to  the  economy's  recent  signs  of  softness,  and 
mother  cut  this  spring  appears  likely. 

THArS  BECAUSE  policy  still  looks  tight,  in  light  of 
;uch  a  benign  inflation  outlook.  Although  a  weather- 
•elated  spike  in  energy  prices  caused  a  0.5%  increase  in 
he  producer  price  index  of  finished  goods  in  December, 
he  core  index  was  up  only  0.1%.  With  consumer  infla- 
ion  running  at  about  2.5%,  a  federal  funds  rate  of  5.5% 
neant  that  real  rates  were  as  high  in  January  as  they 
vere  at  the  peak  of  Fed  tightening  a  year  ago. 

Whether  intentional  or  not,  the  timing  of  the  latest 
•ate  cut  is  particularly  fortuitous  for  Federal  Reserve 
^hau*man  Alan  Greenspan.  He  is  facing  renomination. 
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CONFIDENCE  PLUNGES 
IN  JANUARY 


not  to  mention  his  semiannual  testimony  on  the  conduct 
of  monetary  poHcy  on  Capitol  Hill  on  Feb.  20. 

Staring  at  fall  elections,  Congressional  members  are 
likely  to  grill  the  Chairman  on  why  households  appear 
so  despondent.  Consumer  confidence,  as  measured  by 
the  Conference  Board's  index,  plunged  12  points  last 
month,  to  87,  the  lowest  reading  in  nearly  two  years 
and  the  biggest  one-month  dip  in  four  years  (chart). 
The  board  says  it  remains  to  be  seen  whether  the 
drop  is  just  temporary  or  signals  slower  gi'owth. 

For  now,  it  looks  as  if  it's  the  former.  Consumers 
were  buffeted  in  January  by  high-profile  layoff  announce- 
ments at  AT&T  and  Apple  Computer  Inc.,  a  second  shut- 
down of  the  federal  government,  and  loose  talk  about  a 
default  by  the  U.  S.  Treasuiy — all  while  Mother  Nature 
was  dumping  two  feet  of  snow  on  most  of  the  East 
Coast.  That's  enough  to  sour  anyone's  spiiits. 

The  trouble  is,  consumers  will  not  plunk  down  mon- 
ey, especially  for  big-ticket  items  such  as  cars  and 
houses,  unless  they  feel  good  about  the  future.  While 
the  index  reflecting  households'  view  of  present  condi- 
tions fell  8  points,  to  101.3,  the  index  gauging  expecta- 
tions of  future  conditions  tumbled  15  points,  to  77.5. 

Consumers  are  ah'eady  hold- 
ing back  on  buying  cars  and 
homes,  despite  lower  rates. 
January  car  sales  appear  to 
have  fallen  back  after  sales 
promotions  inflated  the  Decem- 
ber results.  And  sales  of  exist- 
ing homes  fell  3.2%  in  Decem- 
ber, the  third  decline  in  a  row. 

But  while  the  recent  lethar- 
gy in  consumer  buying  is  likely 
to  persist  through  the  winter, 
it  doesn't  signal  a  deterioration  in  consumer  fundamentals 
that  could  plunge  the  economy  into  recession. 

For  all  the  ink  spilled  over  the  "disastrous"  hoHday 
shopping  season,  December  retail  sales  still  posted  at 
least  a  tepid  0.3%  gain  on  the  heels  of  November's 
0.7%  advance.  And  early  reports  from  department  and 
chain  stores  for  January  show  some  improvement. 

THE  RETAIL  SALES  NUMBERS  bear  out  the  pubii 

cized  notion  that  traditional  department  store  sales 
got  hammered  last  quarter,  though  sales  elsewhere 
fared  somewhat  better.  Retail  sales  in  the  fouilh  quar- 
ter rose  at  a  lackluster  annual  rate  of  1.9%  from  the 
third  quarter,  the  smallest  increase  in  four  years. 
However,  that  weakness  partly  reflected  a  4.3%  dive 
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in  sales  at  department  and  other  general  merchandise 
stores  (chart).  That  kind  of  drop  has  not  been  seen 
since  the  1980  i-ecession,  when  the  sudden  imposition  of 
credit  controls  caused  an  8.4%  quarterly  plunge  in  real 
gross  domestic  product.  In  fact,  growth  in  total  retail 
sales  would  have  been  one  percentage  point  stronger  if 
not  for  the  general  merchandise  segment,  which  is 
only  12%  of  receipts. 

Car  sales  managed  a  soKd  0.7%  increase  in  December, 
but  the  dealers  of  Big  Three  carmakers  still  went  into 
January  with  a  glut  of  unsold  cars  totaling  an  83-day 
supply,  far  above  the  preferred  60-day  total.  That 
means  auto  industry  efforts  to  cut  stock  levels  will  be 
a  big  drag  on  industrial  output  early  in  1996. 

The  blizzard  will  be  another  dead  weight  on  report- 
ed output,  as  well  as  on  other  government  numbers 
ranging  from  retail  sales  to  employment  to  housing. 
Based  on  the  data,  January  is  bound  to  look  like  a  dis- 
aster, which  is  sure  to  fuel  talk  of  a  consumer-led  re- 
cession. Separating  the  wheat  from  the  chaff  will  not 
be  easy. 

ONE  THING  THAT  IS  CLEAR,  though,  is  that  con 

sumer  finances,  while  hardly  strong,  are  a  long  way 
from  the  sorry  state  that  could  precipitate  a  major 
pullback  in  spending.  To  begin  with,  the  share  of 
aftertax  income  taken  by  interest  and  principal  pay- 
ments on  mortgage  and  consumer  debt,  while  up  in 


the  past  year,  is  well  below  its  late-1980s  peak. 

Given  the  proliferation  of  floating-rate  debt  in  recent 
years,  the  Fed's  cuts  in  short-term  interest  rates  are 
helping  to  lighten  the  monthly  bui'den  of  servicing  that 
debt.  And  because  of  lower  long-term  rates,  many 
homeowners  are  refinancing  their  mortgages. 

Moreover,  while  delinquency 
rates  are  rising,  especially  for     WHAT  DRAGGED  DOWN 
bank  credit  cards,  such  tardi-         YEAREND  SALES 
ness  is  still  low  in  most  cases. 
The  Fed's  latest  survey  of 
senior  loan  officers  shows  no 
sign  that  banks  are  tighten-  ^ 
ing  credit  standards.  And  fi- 
nancial market  gains  have 
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ance  sheets  to  the  point  where 
financial  assets  are  rising  near- 
ly twice  as  fast  as  liabilities.  Unless  the  labor  markets 
suddenly  dry  up — for  reasons  other  than  the  weather —  i 
consumers  seem  likely  to  hit  the  malls  again  this  spring.  | 
Don't  expect  a  buying  spree,  though.  With  consumer  \ 
spending  growing  at  an  annual  rate  of  only  2.7%  since  j 
early  1991,  this  is  one  of  the  weakest  consumer  expan- 
sions in  the  postwar  period.  But  given  that  household  \ 
spending  is  two-thirds  of  this  economy,  even  a  modest ! 
comeback  by  such  an  important  player  will  undoubted- 
ly make  a  significant  impact  on  the  game. 


CANADA 


EVEN  WITH  EASING,  LOTS  OF  UNEASE 


Canada's  balancing  act  contin- 
ues: On  one  side,  a  weak  econ- 
omy with  chronic  high  joblessness. 
On  the  other,  the  need  to  rein  in 
massive  government  debt  and  hold 
the  Canadian  dollar  at  levels 
whei'e  foreign  capital 
will  keep  flowing  in. 

In  an  effort  to  keep 
this  high-wii'e  act  ft-om 
tumbling,  the  Bank  of 
Canada  cut  interest 
rates  by  a  quarter- 
point  on  both  Jan.  25 
and  Jan.  31,  surprising 
most  analysts  and  sug- 
gesting that  the  BOC  is 
uneasy  about  the  econ- 
omy's prospects.  The  second  cut 
came  only  minutes  after  a  U.  S. 
rate  cut.  Private  forecasters  are  in- 
creasingly pessimistic.  Tlie  Royal 
Bank  of  Canada  sees  1996  gi'owth 
at  just  1.8%,  too  slow  to  make  a 
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dent  in  the  9.4%  jobless  rate  or  to 
generate  the  faster  income  gi-owth 
needed  to  jump-start  consumei"s. 

Consumer  spending,  in  one  of  its 
worst  slumps  on  record,  has  been 
held  back  by  severe  fiscal  re- 
straint, heavy  debts, 
and  uncertainty  over 
Quebec  sovereignty. 
Interest-rate  cuts  to- 
taling 3  points  since 
last  May  have  eased 
the  debt  burden  some- 
what, as  the  yearend 
strength  in  housing 
stalls  and  auto  sales 
shows.  Wage  growth 
remains  weak  and  con- 
tinues to  lag  behind  inflation. 

Inflation  finished  the  year  at 
only  1.7%,  below  the  midpoint  of 
the  BOC's  tai'get  range,  giving  the 
central  bank  cover  for  its  latest 
rate  cuts.  But  because  of  the  weak 


economy  and  narrowing  yield 
spreads  vs.  the  U.  S.,  the  rate  cuts 
further  depressed  the  Canadian 
dollar.  At  about  72.8^  U.  S.,  it  is 
trading  at  levels  well  below  those 
expected  after  the  failed  sovereign- 
ty referendum.  And  new  polls  sug- 
gest Quebeckers  will  vote  oui 
when  the  issue  comes  up  again — 
possibly  before  the  end  of  1997. 

Until  then,  the  economy's 
biggest  drag  is  from  federal  and 
provincial  budget  cuts.  Canada  has 
made  strides  in  correcting  its  fiscal 
imbalances  and  regaining  investor 
confidence.  And  the  government 
plans  to  trim  the  deficit  to  2%  of 
gross  domestic  product  in  fiscal 
1997-98.  Ontario,  with  its  40%^  of 
GDP,  is  considering  tax  cuts  to  help 
lift  household  incomes.  But  for  this 
year,  interest-rate  cuts  will  be 
about  the  only  relief  for  belea- 
guered Canadian  consumers. 


How  Should  You 
InvesttalR^ 
(M  Decida)  ' 


The  Right  Place  At 
TheRightTime? 

THE  INSIDE 
SCOOP 


The  Right  Place 
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Twentieth  Century's 
Growth  Equity  Funds 


Average  Annual  Total  Returns  as  of  12/31/95  ' 


lYear 

5-Year 

10-Year 

Life  of  Fund 

Growth 

Illlfstars 

20.4% 

14.8% 

14.2% 

18.2% 

(li.lll  711' 

Ultra 

Inrestors 

37.7% 

25.0% 

19.8% 

17.8% 

Vista 

Investors 

46.1% 

22.4% 

17.1% 

14.3% 

Seleq 

liiri'stdrs 

22.7% 

10.2% 

11.8% 

16.5% 

(H'.iii.  Til 

Heritage 

Ifnrstors 

26.7% 

16.5% 

16.0% 
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Past  performance  is  no  guaranlee  of  ful 

re  results 

Chasing  the  hottest 
mutual  funds  might  be 
exciting — for  a  while.  But 
we  think  it's  better  to  focus 
on  funds  that  have  akeady 
established  a  strong,  long- 
term  record.  While  the 
past  doesn't  guarantee 


the  future,  we  believe 
Twentieth  Century's  growth 
funds  have  a  record  that 
speaks  for  itself.  Call  us 
toll  free  and  ask  about 
our  no-fee',  no-load  IRA: 
1-800-345-2021.  We'll 
send  a  prospectus  with 


more  details,  including 
all  charges,  expenses  and 
minimums.  Please  read 
it  carefully  before  you 
invest.  Let  Twentieth 
Century  help  you  make 
the  most  of  youi"  strongest 
allies:  time  and  patience. 


1-800-345-2021 

http;//  networtfi.gait.com/fwencent 


'  Nthfee  IRA  ovoiloble  witfi  o  combined  IRA  balance  of  $1 0,000  or  more. '  Doto  quoted  [epresents  post  peifonnonce  ond  ossumes  [einvestment  of  oil  distributions.  Post  performonce  is  no  guorontee  of  future  results.  Investment  return  ond 
pnncipol  volue  will  flucHjote,  ond  ledemption  volue  moy  be  more  or  less  tfion  onginol  cost  '  Altfiough  Select  ond  Growth  weie  storted  on  October  31 , 1 958,  ttieir  perfomionce  for  tbe  penod  shown  corresponds  with  Twentieth  Centuiy's 
implementotion  of  its  current  investment  pbilosophy  ond  practices  on  lune  30, 1971.  PO.  Box  41 9200,  Konsos  City,  MO  641 41-6200  ©1 996  Iwentieth  Century  Senflces,  Inc.,  Twentieth  Centuiy  Secunties,  Inc. 
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New!^:  Analysis  &  Commentary 


THE  ECONOMY 


IS  BUSINESS 
RUNNING  SCARED?  ' 

A  retreat  from  capital  spending  may  worsen  the  slowdown 


What  a  performer.  While  other 
sectors  of  the  U.S.  economy 
stagnated  last  year.  Corporate 
Amei-ica  laid  out  big  bucks  for 
new  computers,  industrial  machinery, 
and  other  productivity-enhancing  equip- 
ment. The  splurge  provided  the  econo- 
my with  its  backbone:  A  stunning  56% 
of  economic  gi'owth  dm-ing  the  fii'st  nine 
months  of  1995  came  from  higher  capital 
spending  (chart). 

Now,  free-spending  companies  are 
facing  a  further  weakening  economy — 
even  in  the  face  of  the  Federal  Reserve 
Board's  quarter-point  rate  cut  on  Jan. 
31.  Retail  sales  are  lagging,  and  the 
Conference  Board's  index  of  consumer 
confidence  plummeted  to  87  in  Januaiy 
from  99  a  month  earlier.  Key  export 
markets  such  as  Japan  and  Germany 
are  still  slumping.  And  factories  are 
r-unning  at  only  82%  of  capacity,  down 
from  85%  a  year  ago. 

In  the  face  of  all  that,  many  compa- 
nies report  they're  planning  small  or  no 
investment  increases  in  1996  vs.  1995, 
while  othei's  are  actually  cutting  capital 
budgets.  Production  of  business  equip- 
ment is  gi'owing  at  only  3.6%  annually, 
down  from  triple  that  gi'owth  rate  at 
the  beginning  of  1995.  "For  the  first 
time  [in  this  cycle],  the  slowdown  in 
the  economy  is  dragging  down  the 
extraordinary  growth  in  capital  spend- 
ing," says  Jerry  J.  Jasinowski,  presi- 
dent of  the  National  Ass(jciation  of 
Manufacturers. 

SHAKY  DISCIPLINE.  The  danger  is  that  a 
hasty  retreat  from  business  investment 
in  1996  could  tiuTi  a  slowdown  into  a  re- 
cession by  removing  a  key  support  for 
economic  gi"o\vth.  It  has  happened  be- 
fore. A  decline  in  capital  spending  in 
late  1989  and  early  1990  laid  the 
groundwork  for  the  1990-91  recession.  A 
similar  dechne  could  also  make  it  hard- 
er for  the  U.S.  to  generate  higher  pro- 
ductivity growth  over  the  long  nm. 


Corporate  executives  swore  they 
wouldn't  repeat  the  pattern  this  time. 
Throughout  this  expansion,  they  have 
talked  about  investing  to  meet  long- 
tenn  goals  of  cost-cutting  and  creating 
new  products,  rather  than  respond- 
ing to  the  gyi'ations  of  the  business 
cycle.  If  companies  stick  to  the  plan, 
capital  spending,  adjusted  for  infla- 
tion, could  grow  4.7%  in  1996,  esti- 
mates Laurence  H.  Meyer  &  Asso- 
ciates, an  economic  forecasting  firm. 
That's  down  from  the  7.5%  rate 
1995,  but  it's  still  strong. 

The  promise  of  long-teiTn  invest- 
ment discipline,  though,  is  untested 
at  best.  Already,  there  are  signs 
that  business,  anticipating  a  sluggish 
economy,  is  thi'ottling  back.  Tennant 
Co.,  a  "$320  million 
maker  of  industri- 
al-floor mainte- 
nance equipment, 
had    hoped  to 
boost  capital  in- 
vestment in  1996 
by    5%    to  10%. 
Now,  "we're  taking  an- 
other look  at  om-  plans 
and  will  be  slowing 
down  a  bit,"  says  Chief 
Executive  Officer  Roger 
L.  Hale.  More  ominously,  DuPont  Co. 
Chief  Financial  Officer  Chai'les  L.  Hem-v 
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CAPITAL  SPENDING  KEPT  THE  ECONOMY 


GDP  GROWTH  AHRIBUTABLE  TO 
BUSINESS  INVESTMENT 
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5ays:  "We  might 
lot  increase  [capital  spend- 
ug]  at  all  from  where  we  were  in  VMh 
f  business  is  not  better" 

The  semiconductor  industry  could  be 
imong  the  most  sensitive  to  an  econom- 
c  slowdown.  With  billions  of  dollars  of 
lew  chip  factories  in  the  works,  there 
jould  be  a  major  glut  if  demand  drops. 


^  Given  the 

^^^^^  y         rising  share  of 
_^^^S/tf^      PCS  going  into  the 

yf0^^^  home,  the  semiconductor 
industry  may  be  getting  "much 
more  wired  into  the  macro  economy," 
says  G.  Dan  Hutcheson,  president  of 
VLSI  Reseai'ch  in  San  Jose.  "If  the  econ- 
omy goes  into  the  tank,  the  industry 
will  go  with  it." 

Among  computer  makers,  Compaq 
Computer  Corp.  is  upbeat  about  1996 
sales,  and  plans  to  boost  investment  by 
almost  11%.  However,  there's  no  major 
bricks-and-mortai'  constniction  that  can- 
not be  defen-ed  if  its  present  optimism 
sours.  "Because  [most  of]  what  we're 
doing  is  modifying  current  structures 
and  adding  equipment,  we  are  flexible," 
says  Compaq  CFO  Daryl  J.  White. 

Some  companies, 
still  digesting 
their  large 
1995  invest- 
ments, may 
be  quite  willing 
to  cut 
back  in 
1996. 
Southern 
Pacific  Rail- 
road Corp., 
for  one,  spent 
$900  million  on  capital  equip- 
ment last  year,  including  279 
locomotives,  the  largest  single 
order  in  railroad-industry  his- 
toiy.  In  1996,  SP  will  bi-ing  spend- 
ing down  to  $350  million.  Haggar 
Corp.,  the  Dallas-based  marketer  of 
men's  wear,  spent  $31  million  in  1995, 
much  of  it  on  a  customer  sei"vice  center 
near  Fort  Worth.  This  year,  says  CFO 
Ralph  A.  Beattie,  Haggar  will  shell  out 
about  $6  million.  Purchasers  of  heavy- 
duty  trucks  may  be  satiated  as  well: 
After  a  record-breaking  1995,  North 
American  production  of  heavy-duty 
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trucks  will  decline  about  20%  this  year, 
says  Adrian  T.  Dillon,  chief  financial  and 
planning  officer  of  Eaton  Corp.,  a  large 
supplier  of  tioick  parts. 

Certainly  the  U.  S.  airline  industry  is 
being  cautious,  amr  Corp.,  parent  of 
American  Airlines  Inc.,  has  repeatedly 
said  it  won't  buy  new  planes  until  it 
can  lower  its  labor  costs  and  get  a  bet- 
ter return  on  investment.  As  a  result, 
amr's  capital  spending  will  be  down 
about  3%  this  year.  And  Continental, 
which  just  reported  its  highest  quar- 
terly profits  ever,  has  defended  its  orders 
from  Boeing  Co.  from  '96-'97  to  '98-'99. 
SHORT-TERM  FEARS.  Even  when  U.S. 
companies  do  boost  capital  s|3ending,  much 
of  the  new  investment  will  go  overseas. 
GE  Capital  Aii'craft  Leasing,  which  re- 
cently ordered  $4  billion  in  planes  from 
Boeing,  expects  most  customers  to  come 
from  Asia.  General  Motors  Coi-p.,  too,  is 
looking  abroad.  "We  expect  U.S.  capital 
spending  to  stay  about  the  same,"  says  J. 
Michael  Losh,  CFO  at  gm.  "The  grovrth  in 
capital  spending  is  overseas."  gm  is  in- 
vesting $1  billion  in  a  new  carmaking 
ventui'e  in  Shanghai. 

Where  does  capital  spending  remain 
strong?  Despite  falling  capacity  utiliza- 
tion, companies  are  still  building  new 
factories.  Eaton,  for  example,  is  adding 
new  facilities  after  years  of  packing 
more  equipment  into  the  same  factory 
space.  "We've  crammed  as  much  as  we 
can"  into  e.xisting  buildings,  says  Dil- 
lon. Capital  investment  may  stay  strong 
in  industries  like  steel,  where  factories 
ai'e  still  nmning  at  full  tilt.  "We're  busy, 
everyone's  busy,"  says  Dom  DeSalvo, 
president  of  d&l  Inc.,  a  builder  of  steel 
mills  that  is  erecting  a  big  new  plant  for 
Nucor  Corp.  in  Charlotte,  N.C. 

And  Molex  Inc.  isn't  backing  off.  The 
$1.2  billion  maker  of  connectors  and 
switches  set  a  $200  million  investment 
budget  last  summer.  But  rather  than 
reduce  its  capital  spending  when  condi- 
tions changed,  Molex  is  shifting  from 
slow-gi'owing  markets  like  apphances  to 
automotive  electronics  and  telecommuni- 
cations, where  gi'owth  remains  strong. 

The  willingness  of  companies  like 
Molex  to  keep  investing,  even  if  the 
economy  stalls,  will  help  determine 
whether  the  U.  S.  suffers  a  mild  down- 
turn or  a  head-on  recession.  We'll  see 
whether  U.  S.  businesses  have  really  de- 
veloped the  long-terTn  vision  and  disci- 
pUne  needed  to  compete  in  the  world 
economy — or  whether  their  short-teiTn 
fears  ultimately  will  win  out. 

Bij  Michael  J.  Mandel  in  New  York, 
with  Zachary  Schiller  iyi  Cleveland, 
Stephanie  Anderson  Forest  in  Dallas, 
and  btireau  reports 
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SENATOR  DOLE. 
YOU'RE  SWEATING 

How  the  GOP  front-runner  is  scrambling  to  reverse  his  slide 

s  political  events  go,  Bob 
Dole's  Jan.  24  visit  with 
loops  in  Cedar  Rapids, 
Iowa,  wasn't  a  barn  burner. 
First,  Police  Chief  Bud  Byrne 
lauded  a  White  m 
House-backed  pro-  I 
gram  that  helped  * 
him  hire  five  new  cops — a  bill 
Dole  opposed.  Then  came  the 
moment  photographers  adore 
and  politicians  di-ead:  trying  on 
the  funny  hat.  "Is  it  the  right 
size?"  Dole  gi'oused  as  he  awk- 
wardly donned  a  baseball  cap. 
"How  bad  is  it?" 

Pretty  bad,  senator  As  eaiiy 
GOP  contests  loom  in  Iowa  and 
New  Hampshire  amid  rising 
unhappiness  with  the  Presi- 
dential field,  the  Senate  Major- 
ity Leader  is  discovering  just 
how  perilous  the  life  of  a  front- 
nmner  can  be.  Dole's  problems 
exploded  on  Jan.  23,  when  he 
gave  a  wobbly  and  wooden  re- 
sponse to  President  Clinton's 
well-received   State   of  the 
Union  speech.  Then  came  a 
spate  of  polls  showing  that  millionaire 
publisher  Steve  Forbes  was  vaulting 
out  of  the  pack  (charts).  Although  Dole 
strategists  privately  scorn  Forbes  as 
"the  geek,"  Forbes's  charge  has  created 
a  crisis  of  confidence  in  a  politician  who 
once  seemed  poised  to  captiu-e  the  nom- 
ination without  breaking  a  sweat. 

"I'm  not  even  sure  I'm  voting  for 
myself,"  Dole  wisecracked  during  his 
Iowa  swing.  Nobody  on  the  Kansan's 
campaign  team,  though,  is  laughing. 
Dole  placed  a  weak  third  in  Alaska's 


Jan.  27-29  straw  poll  behind  commenta- 
tor Patrick  J.  Buchanan  and  the  free- 
spending  Forbes.  Then,  in  a  special  elec- 
tion on  Jan.  30,  Oregon  voters  tiuTied  a 
GOP  Senate  seat  over  to  Democrat  Ron 
Wyden,  suggesting  a  hard  fight  ahead 
against  President  Clinton.  "Dole  is  not 
the  leader  America  needs  right  now," 
frets  Gary  W.  Baker,  62,  a  Rochester 
(N.  H.)  school  administrator,  who 
nonetheless  leans  toward  Dole.  "He 
doesn't  seem  to  give  people  hope." 
Maybe  not,  but  he  does  have  some 


striking  advantages  over  rivals:  solid 
grassroots  organization,  massive  recog- 
nition, and  loads  of  big-name  endorse- 
ments. Dole  also  has  a  comeback  plan 
Key  elements  of  his  survival  strategy: 
■  Hit  back.  Dole  beheves  his  '88  cam- 
paign made  a  fatal  mistake  by  not  re- 
sponding to  George  Bush's  attack  ads  in 
New  Hampshire.  He  won't  lay  back 
again.  After  Forbes  whomped  him  for 
ATTACKING      favoring  tax  increas 


The  senator,  at 
a  war  memorial 
in  Cedar  Rapids, 
is  starting  to 
blast  Forbes, 
known  in  the 
Dole  camp  as 
"the  geek" 


es  and  congressional 
perks  and  pay  rais- 
es, he  took  to  the 
airwaves  to  decry 
Forbes  for  "untested 
leadership"  and 
"risky  ideas." 
■  Play  up  populist 
themes.  In  coming 
days.  Dole  will  con 
trast  his  hai'dscrab 
ble  roots  with 
Forbes'  silver-spoon  upbringing.  At  a 
recent  rally  in  Clinton,  Iowa,  Dole  point 
edly  mentioned  that  his  parents  scraped 
by  on  welfare  during  the  Depression 
Aides  happily  remind  voters  that 
Forbes's  pere,  on  the  other  hand,  ovraec 
a  yacht,  a  French  chateau,  and  a  jel, 
called  the  Capitahst  Tool.  Dole  claims 
Forbes's  flat  tax  would  "shift  the  ta>i 
burden  from  the  superrich  to  middle  j 

class  Americans  Those  of  you  with  £  i 

hehcopter  pad  on  your  yacht,  gi'ab  it."  ; 

Dole's  people  view  Forbes  as  the  onlj^ 
current  threat  for  the  nomination.  "Ul  ! 
timately.  Dole  has  to  take  Forbes  apani 
as  a  rich  guy  who's  trying  to  buy  ar 
election,"  says  one  adviser.  Forbes  par 
tisans  say  the  attacks  will  only  rein 
force  doubts  about  Dole.  "He'll  just  ge 
meaner,  and  that  will  hurt  Dole,"  sayij 
Forbes  pollster  John  McLaughlin.  ! 
■  SOS  to  Cliristian  conservatives.  Reli  j 
gious   activists   are   nervous   abou  ' 
Forbes,  who  has  supported  abortioi 
rights  and  gays  in  the  military.  Bu 
their  loyalties  are  split  among  Dole: 
Buchanan,  Texas  Senator  Phil  Gramn: 
and  consei'vative  activist  Alan  L.  Keyes 
Dole  hopes  the  Forbes  threat  solidifie 


AS  THE  PRIMARIES  BEGIN,  DOLE  IS  UNDER  FIRE 
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religious  activists,  who  hold  the  balance 
of  power  in  early  battlegrounds  such  as 
South  Carolina  and  Florida.  The  gambit 
may  be  working:  On  Jan.  25,  PhyUis  S. 
Schlafly,  chairman  of  the  Republican  Na- 
tional Coalition  for  Life,  pronounced 
"artful  dodger"  Forbes  unacceptable. 

Dole  is  hoping  to  reverse  his  slide 
before  the  Feb.  12  Iowa  caucuses.  But 
he's  still  slipping.  A  Jan.  22  poll  found 
that  Dole's  support  had  dipped  from 
36%  to  26%  since  November,  while 
Forbes's  backing  grew  from  8%  to  18%. 
The  situation  in  New  Hampshire  is  even 
more  volatile,  according  to  two  polls  re- 
leased Jan.  29.  An  American  Research 
Group  Inc.  sui-vey  of  likely  gop  primary 
voters  found  Dole  leading  Forbes  33% 
to  16%.  A  poll  by  the  Pew  Research 
Center  for  the  People  &  the  Press 
showed  Dole  narrowly  ahead  of  Forbes 
among  Repubhcans.  But  independents 
favor  Forbes  by  a  2-to-l  margin. 

Despite  his  troubles.  Dole  is  still  fa- 
vored to  win  Iowa.  The  key  battle  is 
for  second  place.  Gramm  has  a  deep 
organization,  but  Forbes — unburdened 
by  spending  limits — is  investing  some 
$3  million  in  hopes  of  an  upset.  Will 
spending  alone  do  the  trick?  Dole 
and  Gramm  are  organized  in  all  99 
coimties,  but  Forbes  has  just  34  county 
coordinators. 

DOLE'S  MAGINOT  LINE.  The  second-place 
finisher  in  Iowa  will  get  a  strong  push 
in  the  New  Hampshire  primary  eight 
days  later.  A  key  moment  there  could 
come  in  the  state's  big  Feb.  15  debate,  a 
forum  that  has  provided  aspiring  candi- 
dates, including  Ronald  Reagan  in  1980, 
a  chance  to  break  from  the  pack. 

If  Dole  stumbles  in  New  Hampshire's 
Feb.  20  pi-imaiy,  his  fii'st  line  of  defense 
eomes  on  Mar  2  in  South  Carohna,  fol- 
lowed by  New  York  on  Mar.  7.  The  last 
bastion  in  Dole's  Maginot  line:  the  Mar 
19  Midwestern  primary,  where  three 
popular  GOP  governors  are  going  all  out 
for  the  Kansan. 

Still,  Dole  will  need  more  than  en- 
dorsements to  win  the  nomination  in  an 
era  when  politicians  of  all  stripes  are 
3uspect.  Ultimately,  he  must  win  over 
i^oters  such  as  Byron  Shaw  of  West 
Burlington,  Iowa:  "I  respect  Senator 
Dole,"  the  Vietnam  vet  says.  "But  he 
iust  doesn't  come  across  as  a  leader  to 
provide  change."  Adds  Forbes  backer 
Ryan  Miller,  an  Iowa  City  chii-opractor: 
'People  are  looking  for  something  other 
;han  a  career  politician." 

Such  sentiments  could  be  fatal.  Dole's 
lope  for  regaining  his  equilibrium  is  to 
dlence  the  doubters — and  squash 
Porbes — before  the  pre-primary  jitters 
;um  into  open  rebellion. 

Bij  Richard  S.  Dunham  in  Cedar 
Rapids,  Iowa,  with  Susan  B.  Garland 
'n  Nashua,  N.  H. 


DICK  ARMEY:  IMMOVABLE  FORCE 
OR  SiniNG  DUCK? 


For  partisans  of  both  parties,  it 
was  an  exquisite  moment:  for- 
mer House  Republican  Leader 
Robert  H.  Michel,  a  model  of  GOP 
consensus-building  and  conciliation, 
wagging  his  finger  at  fiery  ideologue 
Richard  K.  Armey,  the  current 
House  Majority  Leader.  "The 
Republican  Party  is  through . . . 
because  of  you,"  Michel  scolded. 

The  audience  at  Washington's  Are- 
na Stage  burst  into  applause.  The 
two  veteran  pols  were  merely  recit- 
ing Unes  in  a  Jan.  29  benefit  perfor- 
mance of  the  stage  classic  The  Front 
Page.  But  Armey  also  is  giving  quite 
a  performance  as  House  floor  leader. 
His  hard-line  stands  are  delighting 
staunch  conservatives,  and  they're 


NO  QUARTER 

The  blunt  Texan 
thrills  staunch 
conservatives, 
but  Democrats 
think  they've 
found  a  target 


elating  Democrats,  who  hope  to  paint 
Armey  as  an  extremist  in  pohtical 
campaigns  this  fall. 
ROILING  MARKETS.  Armey's  recent 
prominence  has  coincided  with 
House  Speaker  Newt  Gingi'ich's  de- 
cision to  step  back  a  bit,  amid  sag- 
ging polls  and  a  House  ethics  com- 
mittee probe.  Ai-mey  also  has  been 
boosted  by  House  GOP  freshmen  and 
conservative  activists,  who  demand- 
ed that  he  join  the  Speaker  at  White 
House  budget  negotiations.  They 
view  Armey  as  more  distrustful  of 
President  Chnton's  motives  and  less 
impulsive  than  Gingi'ich.  "In  fashion- 
ing compromise,  Dick  will  never  sac- 
rifice conservative  values,"  says 
Texas  Republican  Party  Chairman 
Tom  Pauken. 

Armey's  blunt  style  is  making 
waves  far  beyond  the  Beltway.  On 
Jan.  21,  he  rattled  the  financial  mar- 
kets when  he  said  on  nbc's  Meet  the 
Press  that  Republicans  might  use 
the  threat  of  an  unprecedented  U.  S. 


government  default  to  win  conces- 
sions from  President  Clinton.  His 
comments  marked  an  about-face  from 
the  conciliatory  GOP  rhetoric  of  pre- 
ceding days.  "Disturbing,"  said  White 
House  Chief  of  Staff  Leon  E.  Panet- 
ta.  Federal  Reserve  Chairman  Alan 
Greenspan  went  to  Capitol  Hill  to 
lecture  Armey  about  the  danger  of 
spooking  investors. 
'THE  GRIM  REAPER."  Armey  is  used 
to  controversy.  Since  he  was  first 
elected  in  1984,  the  55-year-old  for- 
mer University  of  North  Texas  eco- 
nomics professor  has  happily  taken 
the  heat  for  his  crusades  against 
federal  spending.  He  has  even  tack- 
led such  GOP  sacred  cows  as  military 
bases  and  farm  subsidies.  "I  am — 
and  have  been  in  the 
years  I've  been  here — 
more  conservative 
than  Newt,"  he  brags. 

Armey  admits  that 
his  blunt  style  doesn't 
always  help  his  cause. 
"I  don't  have  the  skill 
to  be  guileful,"  he 
says.  "If  you  catch  me 
in  the  backyard  or  on 
national  tv,  I'll  tell 
you  the  same  thing." 
Even  one  prominent 
Republican  senator 
privately  refers  to  him 
as  "the  gi'im  reaper" — death  to  all 
government  programs,  even  go? 
favorites. 

That's  an  image  that  Democrats 
want  to  promote.  They  see  Armey 
as  a  frightening  face  of  gop  extrem- 
ism that  they  can  exploit  for  politi- 
cal benefit.  "He's  the  embodiment  of 
the  Republican  Revolution,"  says 
Representative  Barney  Frank  CD- 
Mass.).  "He's  now  part  of  the  cam- 
paign for  every  Democrat  running 
for  the  House." 

Armey's  current  agenda  is  sure  to 
keep  Democrats  baying.  On  top  of 
pushing  his  pet  project,  a  flat  in- 
come tax,  he  plans  to  champion  fur- 
ther deregulation,  doing  away  with 
the  Commerce  Dept.,  and  more 
curbs  on  abortion.  Will  it  play  po- 
litically? Voters  will  determine  that 
in  November  if  they  maintain  the 
GOP  majority — and  give  Armey  an 
encore. 

By  Richard  S.  Dunham,  with 
Mike  McNarnee  in  Washington 
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SPIN-OFFS 


TENNECO  MAY  HAVE 

TO  GET  SMALLER  TO  GET  STRONGER 

Disappointing  earnings  pump  up  the  pressure  to  sell  divisions 


For  almost  four  years,  Tenneco  Inc. 
Chief  Executive  Dana  G.  Mead  re- 
lied on  patient  investors  while  he 
reshaped  the  big  conglomerate  ai'ound  a 
handful  of  businesses.  In  everything 
fr-om  paper  boxes  to  shipbuilding,  Mead 
has  tried  to  refocus  Tenneco  on  gi-owth 
markets  for  consumer  packaging,  inter- 
national power,  and  auto  parts — spend- 
ing .$2.3  billion  on  acquisitions  in  the 
past  18  months  to  helj)  whip  operations 
into  shape. 

Now,  a  further  breakup  may  be  in- 
evitable. Mead,  59,  is  still  fighting  to 
complete  his  turnaround,  but  pressures 
are  building  for  a  cjuick  spin-off  of  one  or 
more  divisions.  The  most  likely  fii-st  can- 
didate: its  huge  shipbuilding  operation  in 
New]3ort  News,  Va.,  which  analysts  val- 
ue at  $1.2  billion  (table).  Mead  says  no 
decision  has  been  made  on  Newport 
News.  And  he  says  he  isn't  planning  a 
full  breakup  of  the  company,  though  he 
might  do  one  in  the  future.  But  some 
sort  of  spin-off  seems  likely.  Citing  past 
pubhc  offerings  of  its  Case  Coip.  and 
Albright  &  Wilson  Inc.  subsidiaries. 
Mead  says:  "You  can  count  on  further 
strategic  action  soon."  Tenneco  shares 
jumped  more  than  three  points  on 
Mead's  Jan.  30  hints  to  analysts  of  some 
sort  of  sale,  closing  at  51X  on  Jan.  31. 
Why  move  now?  On  Jan.  30,  Tenneco 


reported  1995  operating  eaiTiings  of  .$1.3 
billion  on  sales  of  $8.9  billion,  below  Wall 
Street  projections  and  a  sign  that  fiuther 
gains  will  be  harder  to  come  by.  The 
lone  division  to  increase  operating  in- 
come in  1995,  Tenneco's  $2.8  billion  pack- 
aging unit,  faces  margin  pressure  this 
yeai-  fi'om  falling  linerboai'd  prices  and  an 
accelerating  industry  consolidation.  Net 
income  did  rise  80%,  to  $735  milhon — a 
striking  revival,  compared  with  a  $1.3 
billion  loss  thi"ee  yeai's  ago — but  the  re- 
sults haven't  translated  into  a  big  stock 
rise.  Indeed,  in  October,  the  Council  of 


WHAT'S  TENNECO  WORTH? 
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MEAD  AND  STOCK  ANALYSTS  IN  '93: 

Wall  Street  still  isn't  happy 

Institutional  Investors  put  Tenneco  on 
its  hst  of  stock  underperformers.  One 
reason:  Last  year,  its  shares  (including 
dividends)  rose  just  20.8%,  vs.  37.5%  for 
the  Standard  &  Poor's  500-stock  index. 

Mead  wants  to  do  better  "We're  de- 
temiined  to  build  value"  by  investing  in 
new  markets  and  higher-margin  prod- 
ucts, he  says.  He  pledges  to  chop  $200 
million  fi-om  working  capital  this  year, 
freeing  up  cash  for  stock  buybacks  and 
operations.  By  pooling  Tenneco  divisions' 
pui'chasing  of  professional  sei-vices,  main- 
tenance, and  supplies.  Mead  plans  to 
wiing  an  additional  $100  million  annually 
out  of  operating  costs  starting  in  1997 — 
on  top  of  a  $30  million  cut  last  year. 
SHOCKS  AND  MUFFLERS.  The  cash  from 
selling  79%  of  Case  has  gone  into  acqui- 
sitions— such  as  the  November  pui'chase 
of  Mobil  Oil  Corp.'s  plastics  operation. 
That  alone  should  add  $1.3  billion  to  1996 
revenues  and  contribute  more  than  $100 
million  in  operating  profits,  say  analysts. 
Elsewhere,  Mead  is  arranging  joint  ven- 
tures in  expanding  auto  markets  such 
as  China  and  India — and  scouring  the 
globe  for  acquisitions  to  beef  up  sales  of 
auto  shock  absorbers  and  mufflers.  A 
breakup  now.  Mead  cautions,  would  not 
reward  investors  sufficiently:  "Oiu"  as- 
sessment is  there  isn't  a  lot  of  extra  val- 
ue" in  doing  so  at  this  ]3oint,  he  says. 

But  Tenneco's  tui-naround  could  get 
sticky.  Mead  must  not  only  replace  the 
$110  million  in  earnings  from  Case, 
whose  earnings  will  be  deconsolidated 
this  year,  but  also  smoothly  integi'ate 
its  18  recent  acquisitions.  Meanwhile, 
its  energy  division's  expansions  into  gas 
marketing  and  international  pipelines 
haven't  panned  out.  The  biggest  gr-ovrth 
prospect,  a  $700  million  pipeline  from 
Ai-gentina  to  Chile,  faces  fierce  compe- 
tition ft'om  a  i-ival  consortium.  Some  an- 
alysts, including  PaineWebber  Inc.'s 
Ronald  J.  Barone,  think  a  Tenneco 
breakup  is  inevitable:  "They  have  put 
up  fantastic  numbers,  and  the  market 
has  not  rewarded  them  foi'  those  num- 
bers," he  says.  He  figures  Tenneco  is 
worth  some  $57.50  per  share,  plus  $11 
to  $12  in  breakup  premium. 

A  huge  payoff  isn't  certain.  Shares  of 
Hanson  PLC,  the  Biitish  conglomerate, 
jumped  but  then  fell  again  after  it  an- 
nounced on  Jan.  30  that  it  plans  to  split 
itself  apart.  But  shareholders  of  at&t 
and  ITT  Corp.,  among  others,  have  seen 
big  moves  in  their  stocks  on  news  of 
breakups.  The  liu-e  of  such  lucre  might 
prove  too  much  for  Mead  to  ignor-e. 

By  Gary  McWillianis  iv  Houston 
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COMPUTERS 


HOW  MUCH  FOR  ONE  APPLE. 
SLIGHTLY  BRUISED? 

^alysts  say  Sun's  lowball  bid  is  close  to  the  mark 


ho  to  believe?  In  mid-January,  Ap- 
ple Computer  Inc.  insiders  were 
whispering  that  Svm  Microsystems 
nc.  had  offered  $iS  a  shai-e  for  the  trou- 
iled  computer  maker.  Sun  soui'ces  in- 
isted  their  offer  actually  was  closer  to 
he  mid-$20s.  Now,  the  talks  are  stalled 
ver — you  got  it — price.  So  what  is  Ap- 
ile  really  worth? 

Shockingly  little.  Attaching  value  to 
.  company  in  flux  is  always  tricky.  But 
xperts  say  Sun's  lowball  price  is  closer 
0  the  mark  than  the  $33  Apple  is  still 
lOping  for  Paine  Webber  Inc.  analyst  Mi- 
hael  K.  Kwatinetz  pegs  the  cun-ent  val- 
e  of  Apple  shares  at  $28,  just  above 
/here  the  stock  settled  on  Jan.  31  on 
umors  that  talks  with  Sim  had  finally 
zzled. 

lO  PREMIUM.  Unfortunately  for  inves- 
ors,  that's  Apple's  18-month  low,  and 
ast  $4  above  book  value.  The  reason: 
ipple's  stock  has  lost  the  premium  it 
sed  to  command  for  its  sterling  brand 
ame,  20  million  die-hard  customers,  and 
roducts  that  were  imiquely  easy  to  use. 
oialysts  differ  over  what  Apple's  vaiious 
arts  are  worth,  but  most  come  to  a 
imilar  conclusion.  "The  value  of  Apple's 
rand  and  customer  base  is  dechning  at 
n  accelerating  pace,"  says  cs  First 
Joston's  C.  William  Gurley. 

An  analysis  of  Apple's  breakup  value 
effects  the  devaluation.  Take  the  com- 
any's  mai-quee  Macintosh  operating  sys- 
3m,  one  of  its  five  core  businesses.  While 
ipple  doesn't  break  out  sales  or  profits 
)r  the  Mac  operating  system,  Kwatinetz 
gvu'es  the  company  gets 
ome  $55  per  copy.  That's 
lore  than  Microsoft  Corp.'s 
verage  of  $49  per  copy  of 
Windows,  though  a  far  cry 


SORRY. 
MIKE 


Spindler's  company  is 
a  mere  $3.44  billion.  Why 


to  lower  the  Mac's  market 
share  to  7.8%  in  1995,  from 
8.3%  a  year  ago,  Kwatinetz 
values  the  $11  billion 
unit  at  just  20%.  uf 
1996  revenues — a 
multiple  some- 
where between 
that  of  stioiggling 
AST  Research  Inc. 
and  of  steady  Dell 
Computer  Corp. 
That  puts  a  $2.2   ,  ,  ,  „ 
billion  value  on  the  Add  it  all  Up,  and 

Mac  business-the  the  bOOk  ValUC  Of 
mdustrys   No.  3 
player. 

The  same  dismal 
picture  applies  to       t    i  r>  m    •  i  • 

Apple's  $1  billion  SO  little?  Shrinking  market 
printer  business,  share,  for  oiie  thing 

Ihe  products  are  ' 
state  of  the  art,  but  they  work  only  with 
Macs,  and  printers  are  a  low-margin 
business.  Paine  Webber  figures  the  unit's 
value  is  some  20%  of  revenues — ^just 
$200  million.  Apple's  other  hardware 
businesses — Newton,  its  handheld  com- 
municator, and  Pippin,  a  multimedia 
game  player  that  will  debut  this  March 
in  Japan — add  perhaps  $150  million  more. 

The  pictui'e  brightens  slightly  at  Ap- 
ple's applications-software  subsidiary, 
Claris  Coi"p.  Sales  there  should  gr-ow  a 
healthy  50%,  in  1996,  to  $250  million.  But 
since  almost  all  of  its  sales  are  for  the 
Mac,  Claris  doesn't  command  a  premi- 
um. Value:  $250  million. 


SLICES  OF 
THE  APPLE 


An  analysis  of  the  computer  maker's 


992. 

At  $55  a  copy,  Apple  can 
xpect  $323  million  in  1996 
perating-system  revenue, 
lut  that's  below  the  .$400  mil- 
on  it  takes  to  maintain  and 
larket  the  software,  says 
kwatinetz.  That's  why  he  val- 
es the  unit  at  just  two  times 
ales  vs.  Microsoft's  sLx  times 
lies.  Apple's  crown  jewel  is 
'orth  only  $646  million. 

So  goes  Apple's  mainstay 
ardware  business.  With  a 
isastrous  Chinstmas  helping 


1996  SALES* 
BILLIONS 

MULTIPLE** 

VALUATION 
BILLIONS 

COMPUTER  HARDWARE 

$11.0 

0.2 

$2.20 

OPERATING  SYSTEMS 

0.32 

2.0 

0.64 

CLARIS  SOFTWARE 

0.25 

1.0 

0.25 

PRINTERS,  SCANNERS 

1.0 

0.2 

0.20 

NEWTON,  OTHER 

0.03 

5.0 

0.15 

TOTAL 

12.72 

0.27 

3.44 

BREAKUP  SHARE  VALUE 

$27.96 

SHARE  PRICE  JAN.  31 

$27.25 

*  Proiected 

**Based  on  comparisons  with  poorly  performing  peers 

DflTfl;  PAINEWEBBER  INC, 

Add  it  up, 
and  this  $12.7 
billion  com- 
pany is  worth 
just  ^.$.3.44  bil- 
lion, or  .$28  a 
share.  Suddenly, 
Sun's  rumored 
.$33    bid  sounds 
high.  Says  analyst 
Matthew  Considine 
of  Phoenix  Investment 
Counsel  Inc.,  a  large 
Sun  investor:  "For  Sun 
to  pay  a  premium  would  be 
pretty  tough  for  sharehold- 
ers to  swallow." 

Of  coui'se,  a  fire  sale 
may    be  even 
harder  for  Ap- 
ple shai'eholders  to 
stomach.  "Apple  will 
have  a  fight  on  their 
hands  if  they  tiy  to  sell 
for  anything  under  $40 
a  shai'e,"  says  Jerome  L. 
Dodson,  president  of  the 
Parnassus  Fund,  which 
holds    340,000  Apple 
shares  bought  at  an  av- 
erage price  of  $37. 
One  solution:  Apple 
CEO  Michael  Spindler  could  slash  costs, 
retiuTi  Apple  to  pr'ofitability,  then  pui'sue 
a  merger  The  fii'st  phase  of  liis  restruc- 
tming,  unveOed  in  Januaiy,  calls  for  1,300 
layoffs  and  a  streamlining  of  products — 
moves  that  will  reduce  expenses  10%. 
That's  only  half  of  what's  needed,  ana- 
lysts say.  Spindler  is  expected  to  order  a 
new  round  of  cuts  by  mid-February. 
Should  he  slash  expenses  from  19%-  of 
sales  to  11% — Compaq  Computer  Coip.'s 
level — Apple  could  command  a  .$40-plus 
stock  price  by  1997,  says  Vidim  Zlot- 
nikov,  a  Sanford  C.  Bemstein  analyst. 

The  picture  could  get  even  better 
should  Spindler  focus  on  core  markets, 
such  as  education  and  pub- 
lishing, where  he  can  raise 
prices  without  losing  cus- 
tomers. That  could  drive  the 
value  of  the  Mac  hardware 


gi'essive  hcensing  of  the  Mac 
operating  system,  the  busi- 
ness could  be  worth  $1.6  bil- 
lion. Figiu-e  a  slight  uptick  in 
the  remaining  units'  values, 
and  Apple's  total  value,  says 
Kwatinetz,  could  be  $7.1  bil- 
hon,  or  $58  a  share — double 
today's  worth. 

For  Apple  shareholders, 
that  sounds  too  good  to  be 
true.  It  probably  is. 

By  Peter  Burrows,  with 
Kathy  Rebello  and  Robert  D. 
Hof,  in  Smi  Francisco 
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News:  Analysis  &  Commentary 


THE  MARKETS 


AS  GOES  JANUARY. 
SO  MAY  GO  THE  YEAR 

Low  rates,  strong  investor  demand.  The  old  adage  might  be  true 


After  a  rip-roaring  1995,  many  on 
Wall  Street  figured  the  bull  market 
had  to  end — and  soon.  Well,  the 
naysayers  were  wong.  On  Jan.  30,  the 
Dow  Jones  industrial  average  soared  74 
points.  The  next  day,  it  jumped  another 
14  points,  to  a  new  high  of  5395.  In  all, 
the  market  posted  a  sizzling  5.4%  gain 
in  January,  ftieled  by  some  surprisingly 
strong  earnings  reports,  a  Fed  rate  cut, 
and  a  flood  of  new  money  into  equity 
mutual  funds.  And  there's  an  old  Wall 
Street  axiom:  As  Januaiy  goes,  so  goes 
the  year 

Will  it  hold  tme?  As  recently  as  mid- 
Januarv,  the  market  didn't  look  so 


-DATA,  BLOOMBERG  FINANCIAL  MARKETS 


.str'ong.  Then,  the  Dow  was  down  about 
2%  for  the  year.  The  Pacific  Stock  Ex- 
change (PSE)  Technology  Index,  which  is 
full  of  high-tech  stocks,  fell  almost  10% 
during  the  fii-st  10  ti-ading  days  of  1996. 
Disappointing  earnings  from  companies 
such  as  Apple  Computer  Inc.  and  Mo- 
torola Inc.  seemed  to  bode  ill  for  the 
market  generally. 

TECH  BOUNCE.  As  in  1995,  though,  the 
mai-ket  is  bi  Dying  the  pundits.  The  Dow 
aside,  the  psk  intlex  now  is  up  2.3%-  on 
a  solid  bounceback  in  tech  stocks.  Stocks 
have  been  buoyed  by  the  surjjrising  jjat- 
tem  in  fourth-c]uarter  earnings  reports, 
says  William  Quinn  of  i/b/e/s  Inc.  Nor- 
mally, coinpanies  rush  to  get  good  eam- 
ings  out  I'uvly  and  delay  i^ouncing  bad 
news.  This  year  "we're  seeing  the  op- 
posite," says  Quinn.  Among  relatively 
late  reports  uf  better-than-expected 
earnings:  On  Jan.  30,  General  Motors 
Corp.  announced  that  fourth-quarter 


profits  hit  $1.9  bilUon,  or  $1.98  a  share. 
That  was  up  19%  from  a  year  earlier 
and  beat  analysts'  estimates  by  67(Z.  The 
next  day.  Ford  Motor  Co.  came  in  with 
quarterly  earnings  of  $660  million,  or 
49^  a  share — more  than  double  the  21  ^ 
analysts  had  expected. 

Is  the  optimism  getting  out  of  hand? 
Ben  Zacks  of  Zacks  Investment  Re- 
search is  cautious.  He  notes  that  GM 
benefited  fi'om  an  unusually  low  tax  rate 
for  the  quailer  And  Ford's  profits  were 
weak — net  eaiTiings  fell  58%  from  1994's 
fourth  quarter — even  though  they  beat 
expectations.  Zacks  credits  the  huge 
fiow  of  money  into  the  market  with  fu- 
eling most  of  the 
market's  rise.  Robert 
Adler,  an  analyst 
with  AMG  Data  Ser- 
vices, notes  that,  as 
of  Jan.  24,  inflows 
into  equity  funds  al- 
ready had  set  a 
monthly  record  at 
.$20  billion. 

Still,  there  are 
plenty  of  fundamen- 
tal reasons  to  expect 
the  bull  to  keep  run- 
ning, including  the 
Federal  Reserve 
Board's  quarter-point 
rate  cut  on  Jan.  31.  "At  the  same  time 
that  this  new  money  is  underpinning 
the  market,  you  have  a  favorable  mon- 
etary setting,"  says  A.  Marshall  Acuff, 
portfolio  strategist  at  Smith  Bai"ney  Inc. 
"Interest  rates  could  go  even  lower  go- 
ing forward,  and  that  provides  a  strong 
sense  of  support  for  the  market  gener- 
ally." Adds  Anthony  Dwyer  of  Joseph- 
thai,  Lyon  &  Ross:  "You  have  low  infla- 
tion, which  creates  a  lower  interest-rate 
environment.  That  leads  to  a  higher 
price  that  people  are  willing  to  pay  for 
earnings." 

Market  folklore  supports  the  bullish 
case.  An  analysis  by  Ibbotson  Associates 
going  back  to  1926  shows  that  when  the 
mai'ket  had  an  above-average  month  in 
January — rising  more  than  0.8%; — there 
was  a  77%'  chance  that  it  would  have  an 
above-average  year  Pundits  beware:  So 
far,  this  market  has  a  strong  pulse. 

Bij  Suzanne  Wool  ley  in  New  York 


ASIA:  FODDER 
FOR  A  CRISIS 

Grain  stockpiles  dwindle  in 
the  face  of  surging  demand 


Kim  Mee-Sook  of  Seoul  knows  how 
to  make  her  two  children  happy: 
At  least  once  a  month,  she  puts 
away  her  rice  bowls  and  heads  to  a 
steak  house  for  WesteiTi-style  sirloins 
The  Kims  have  company.  Because  of 
rising  incomes.  South  Koreans,  like 
many  Asians,  are  eating  twice  as  much 
red  meat  as  in  1980 

A  gi'owing  appetite  for  beef,  pork, 
and  poultry  has  triggered  a  surge  in 
Asian  demand  for  grain  to  feed  live 
stock.  China,  once  a  top  grain  exporter, 
recently  had  to  boost  imports  to  meet 
its  domestic  needs  (charts).  And  demand 
fi"om  Asia  will  only  expand.  "Asians  are 
upgi-ading  their  diets  and  there  are  a  lot 
of  them,  so  the  leverage  is  enormous," 
says  James  G.  Kendrick,  a  University  off 
Nebraska  agi'icultural  economist. 

A  crisis  could  be  brewing,  however. 
Poor  harvests  in  the  U.  S.,  the  former 
Soviet  Union,  South  Africa,  and  Latinf" 
America  have  cut  into  world  produc- 
tion.  Global  sup 


plies  of  rice,  wheat, 
com,  and  other  key 
commodities  have 
dwindled  to  their 
lowest  levels  in 
years.  That  has 
sent  prices  soaring: 
U.  S.  corn  prices 
are  up  from  $2.11 
a  bushel  in  Novem- 
ber, 1994,  to  .$3.69 
on  Jan.  30,  for  in- 
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BEIJING  BUTCHER:  Asia 
IS  eating  mure  red  meat 

stance.  The  U.  N.  recently 
warned  that  food  stock- 
piles stand  far  below  the 
mininium  needed  "to  safe- 
guard world  security." 

Of  course,  fertilizer, 
pesticide,  and  seed  com- 
panies stand  to  win  from 
expanding  production  to 
fill  the  gap:  IMC  Global 
Inc.  in  Northbrook,  111., 
expects  Asia  to  account 
for  more  than  half  of  its 
fertilizer  exports  this  yeai; 
up  from  35%  a  decade 
ago.  And  as  the  lowest- 
cost  producer,  U.  S.  farm- 
rs  are  well  positioned  to  cash  in.  Amer- 
an  agiicultui-al  exports  ai"e  expected  to 
imp  to  a  record  $58  billion  this  yeai;  up 
5%  from  1991.  But  farmers  woiry  that 
ad  weather  may  cut  into  this  year's 
'op.  "There  is  no  room  for  production 
roblems,"  says  Rockford  (111.)  fanner 
jrry  J.  Gulke.  "As  it  is,  there  ai'e  going 
)  be  some  spot  shortages." 
RICE  FLUCTUATIONS.  Most  U.  S.  econ- 
ifiists  expect  the  surge  in  demand  to 
ave  only  a  minimal  impact  this  year 
1  American  groceiy-store  prices.  Then 
^ain,  meat  prices  could  gyrate  if  the 
)ming  U.  S.  harvest  is  bad.  Livestock 
raducers  have  resisted  reducing  their 
srds  in  the  hope  that  feed  costs  will 
ise.  "They're  all  waiting  for  the  other 
ay  to  blink,"  says  NatWest  Securi- 
es  Corp.  analyst  David  Nelson.  If 
•ouble  sparks  a  sell-off,  livestock 
dees  would  plunge  as  beef  and  pork 
Dod  the  market,  then  skyrocket  as 
ipplies  contract. 

Beyond  prices,  a  broader  question 
oms:  Does  the  world  face  a  global  food 
lortage,  or  can  crop  yields  be  in- 
■eased?  No  problem,  some  experts  say. 
hina's  production  may  well  expand  as 
le  government  steps  up  investment  in 
rm  mechanization.  The  U.  S.  govem- 
ent,  too,  is  inviting  fami  expansion  by 
iminating  a  set-aside  program  that 
led  7.5%  of  cropland  last  year.  But  ur- 
m  encroachments  have  cut  the  world's 
irvested  acreage  by  8%  from  a  1980 
peak.  Even  if 
faiTnere  go  all-out, 
it  will  take  two  or 
three  bountiful 
harvests  to  refill 
the  world's  near- 
empty  bins. 

By  Greg  Bums 
in  Chicago,  with 
Joyce  Barnathan 
in  Hong  Kong 
and  Laxmi  Na- 
karmi  in  Seoul 
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MARKETING 

IS  IT  FINALLY 
MILLER  TIME? 

Its  new  flagship  brand  is 
aimed  straight  at  Bud 

Nothing  jjersonal,  insists  John  N.  Mac- 
Donough.  But  ever  since  defecting 
in  late  1992  ft'om  Anheuser-Busch 
Cos.  to  Miller  Brewing  Co.,  MacDonough 
has  tried  to  outflank  the  No.  1  U.  S. 
brewer.  Now  Miller's  ceo,  he  came  up 
with  ice  beer,  introduced  the  Red  Dog 
brand  under  the  Plank  Road  Breweiy 
logo,  and  is  trying  to  paiTy  eveiy  An- 
heuser  thrust  overseas  with  TASTE  TEST 
deals  from  China  to  South  Miller  says 
America.  that  its  new 

Miller's  U.  S.  market  beer  is 
share— at  22.6%,  a  shade  fuller-bodied 
more  than  half  of  An-  a?id  less 
heusei-'s  44.2%- — has  barely  bitter  than 
budged.  But  1995  operating  Bud 
profits,  announced  on  Jan. 
31,  moved  up  a  respectable 
7.5%,  to  $446  million,  on  flat 
sales  of  $4.3  billion.  Now, 
MacDonough  is  again  snip- 
ing at  Anheuser.  Milwau- 
kee-based Miller  has  just 
revamped  its  trademark, 
giving  more  pi"ominent  dis- 
play to  an  eagle  like 
Anheuser's.  More  sig- 
nificant: On  Feb.  1, 
Miller  is  set  to  roll  out 
a  new  flagship  brand 
called  "Miller  Beer" 
that  is  intended  to  tar- 
nish the  crown  of  the 
King  of  Beers.  MacDo- 
nough is  confident  the 
new  brand,  which  he 
claims  is  ftiller-flavored 
and  less  bitter  than 
Bud,  can  take  sales 
away  from  Bud,  Coors, 
and  others.  "This  tastes 
different  from  anything 
out  there,"  promises  MacDonough. 
"WE'RE  READY."  Expect  a  battle  royal. 
Miller  plans  to  put  some  $65  million  this 
year  behind  the  new  beer.  MacDonough 
hopes  the  new  offering  will  generate 
enough  buzz  to  help  Miller's  three  main 
brews,  which  are  stinggling.  After  an 
initial  flmiy  of  excitement.  Miller's  Gen- 
uine Draft  has  failed  to  gain  broad  geo- 
gi'aphic  acceptance.  Its  market  share  is 
off  slightly  since  1993,  to  3.4%.  Onetime 
flagship  Miller  High  Life  has  held  its 
2.5%  shai-e  lai'gely  thi-ough  price-cutting. 
And  the  once  hot  Lite  brand.  Miller's 
best-seller  and  the  nation's  No.  3  beer 
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DATA:  BEER  MARKETER'S  INSIGHTS 


behind  Bud  and  Bud  Light  (chart),  eked 
out  a  small  sales  gain  in  '95  for  the  first 
time  in  five  yeai's.  The  new  Miller  brand, 
priced  from  $3.50  to  $4  a  six-pack,  "is 
critically  impoitant  to  us,"  says  Neil  Har- 
rison, Miller's  marketing  vice-president. 

But  Miller  and  other  big  bi'ewers  face 
a  marketing  dilemma.  Beer  sales  have 
been  flat  for  most  of  the  '90s.  Brewers 
have  chiUTied  out  an  unprecedented  ar- 
ray of  new  beers — ices,  reds,  ales,  low- 
cal — trying  to  generate  consumer  interest 
but  with  virtually  no  effect  on  overall 
market  share.  Growth  is  coming  from 
the  low-calorie  segment,  now  40%  of  the 
market,  and  from  scores  of  upstart  mi- 
crobrewers  selling  fuller-bodied,  higher- 
priced  beer.  Bud  has  been  hit  especially 
hai'd:  The  market  shai"e  of  its  main  brew 
fell  to  19.8%  last  year,  off  1.8  points  in 
two  years. 

Miller  figiu'es  that  middle- 
market  consumers  have  de- 
veloped a  taste  for  a  richer 
beer — at  least,  richer  than 
Bud  is  perceived  to  be.  One 
won-y  among  some  distribu- 
tors is  that  the  new  offer- 
ing may  cannibalize  cmrent 
Miller  "brands.  Still,  they're 
enthusiastically  toasting  the 
new  introduction.  "I  truly 
believe  this  is  the  best  beer 
Miller  has  ever  made,  and 
we  can  grab  some  market 
shai'e,"  says  Kevin  R.  Bui'ke, 
who  owns  Millei'  distributor- 
ships in  the  Chicago 
area,  Louisville,  and 
Oakland,  Calif. 

And  what  of  An- 
heuser? Its  beer  earn- 
ings have  been  choppy 
through  the  '90s,  in- 
cluding a  flat  1995,  esti- 
mates PaineWebber 
Inc.'s  Emanuel  Gold- 
man. To  boost  Bud 
sales,  Anheuser  has  re- 
tooled its  advertising 
and  sales  force.  It  also 
is  pushing  its  distribu- 
tors to  work  aggres- 
sively with  retailers 
and  tavern  ownei^s  to  promote  its  brands 
over  Miller's.  "We're  ready  for  [the  new] 
Miller,  and  they'd  better  be  careful  to 
watch  their  backsides,"  says  Robert  C. 
Lachky,  vice-president  for  the  Budweis- 
er  brands.  "We  will  be  glad  to  take  shelf 
space  from  Genuine  Draft  and  Lite." 

MacDonough,  who  commands  wide 
respect  from  his  former  colleagues,  al- 
most seems  to  relish  the  skirmish.  "Bud 
has  left  a  position  uncovered  for  a  beer 
with  more  taste  and  drinkability,"  he 
contends.  Beer  drinkers  will  decide  who 
wins  the  next  round.  Cheers. 

By  Richard  A.  Melcher  in  Chicago 
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NIELSEN 
SCHMIELSEN 

Now,  the  networks  are  calling 
the  service  a  miserable  failure 

Not  much  bothers  network  television 
executives.  Pampered  stars,  budget 
ovenims,  Central  Park  West — all  tliis 
they  can  handle.  But  weekly  ratings,  they 
can  send  blood  pressures  up  in  a  heart- 
beat. A  point  up  or  down,  after  all,  can 
make  or  break  a  sitcom — and  cost  mil- 
lions in  lost  ad  revenue. 

That  is  why  Nielsen  Media  Research, 
which  has  monopolized  progi'am  ratings 
since  1993,  is  in  the  TV  industry's 
crosshairs.  Executives  at  Fox  Broadcast- 
ing Co.  and  NBc  Inc.  have  blasted  the  45- 
year-old  TV  rating  operation  for  slipshod 
sampling  and  skewed  results.  Speaking  to 
Fox  affiliates  in  Las  Vegas  on  Jan.  21, 
Fox  TV  Chairman  Chase  Carey  called  the 
sei"vice  "unprofessional  and  unacceptable" 
and  said  he  was  contemplating  legal  action. 
A  week  later,  nbc  Television  President 
Neil  S.  Braun  openly  wondered  whether 
broadcasters  should  accelerate  plans  to 


UNHAPPY  TRAILS 

Does  Nielsen 
uudert'oimt 
chiki  viewers? 


create  a  ratings  ser- 
vice of  their  own. 

The  revolt  coin- 
cides with  Nielsen's 
expansion  of  its  na- 
tional survey,  a  move 
that  broadcasters  say  overstates  cable 
viewership  by  as  much  as  5%.  "It's  all 
about  reliability  and  consistency,"  says 
Braun,  "and  in  those  areas,  Nielsen  is 
just  not  doing  the  job."  In  Green  Bay, 
Wis.,  says  Fox's  Carey,  Nielsen's  num- 
bers in  November  had  ratings  for  Bever- 
ly Hills  90210  dropping  86%  from  one 
week  to  the  next.  In  Jackson,  Miss.,  Fox 
says,  a  local  affiliate  posted  ratings  when 


it  wasn't  on  the  air.  Networlji 
ecs  say  Nielsen  chronically  un 
counts  demographically  valie 
kids,  who  tyj^ically  don't  both 
record  their  viewing  habits. 

Nielsen  acknowledges  thenj 
problems.  "Anytime  you  deal 
samphng  like  this,  you're  goiii 
get  errors,"  says  Vice-Presi 
Jack  Loftus.  The  company 
special  probes  and  telephone 
into  sets  in  neai'ly  5,000  homdc 
tionwide.  Yet  it  concedes  thaji 
til  recently,  only  half  of  the 
domly  selected  families  accep  t 
offer  of  the  devices,  skewin  i 
suits.  Of  those  who  do,  few 
the  buttons  on  the  equipment  to  ind 
their  age  or  sex. 

In  local  markets,  where  advertjii 
is  gi-owing  fastest,  Nielsen's  results 
be  even  more  questionable.  The  corrli 
spreads  just  300  to  400  meters  a  i 
each  of  the  nation's  33  biggest  mar  1 
Those  machines  measure  only 
shows  people  watch;  to  get  demogilj 
ics,  Nielsen  relies  on  diaries  seii] 
250,000  viewers,  who  are  asked  to  ^  a 
in  which  progi'ams  they  watch  and  \  J 
But  Nielsen  pays  just  $1  a  week  fo  n 
effort,  so  only  half  the  diaries  arj 
turned — and  most  of  those  are  comp  5 
by  adults,  further  distorting  the  re; 


PEOPLE 


JIM  MANZI'S 
SOFT  LANDING 

But  can  he  adjust  to  the 
collegiality  of  Industry.Net? 

FoiTner  Lotus  Development  Coip.  c^eo 
Jim  P.  Manzi,  newly  named  CEO  of 
Industiy.Net  in  Pittsbiu-gh,  leans  back 
in  his  swivel  chair  and  neai-ly  tumbles. 
He  catches  himself  and  leans  back  again, 
with  the  same  result.  Tio-ns  out  his  chair 
is  missing  a  wheel.  "That's  an  I.Q.  test," 
quips  the  former  classics  scholar  "I'm  still 
on  probation." 

In  fact,  the  44-yeai-old  Manzi,  who  sold 
Lotus  to  IBM  last  year  in  a  $3.5  billion 
deal  that  earned  him  $78  ntilHon,  may 
have  felt  he  was  on  probation  ■«  Big  Blue. 
He  lasted  just  three  months  as  :i  senior 
vice-president  before  ibm's  immensity  and 
his  I'elative  lack  of  power  got  the  best  of 
him.  With  Industry.Net,  he  is  clearly  in 
charge,  leading  just  150  employees.  Their 
mission:  to  pioneer  all-electronic  commerce 
with  an  online  marketplace  for  a  myiiad 
of  industrial  goods.  At  Industry.Net,  in 


from  their  PCs.  Industry.Net's  take 
million  last  year,  according  to  one 
mate.  Growth  rate:  some  200%  a  yelj 
far,  according  to  the  company.  For  no 
customers  buy  goods  as  usual,  from  il 
distributors,  but  Jones  says  Industr 
will  soon  begin  processing  orders  and  j 
ments,  too. 

What's  Manzi's  vision?  First,  tak; 
dustry.Net  abroad  to  link  suppliers 
customers  across  Europe  and  Asia.  In 
he  notes,  raked  in  hefty  profits  t 
Plus,  the  sheer  volum.e  of  business 


which  he  is  now  a  major  investor,  Manzi 
escapes  the  brutal  packaged-software 
business,  where  he  foresees  only  more 
"price  destniction."  Here,  he's  loinning  an 
Internet  company — the  hottest  area  for 
initial  public  offerings — and  he  acknowl- 
edges that  it  may  soon  go  public. 

Public  or  private,  Industry.Net  faces 
plenty  of  challenges.  Several  E-commerce 
rivals  have  recently  been  launched.  And 
Industiy.Net  must  persuade  coiporations 
to  use  its  sei-vices  rather  than  set  up  shop 
on  the  Internet  on  theii'  own.  Plus,  Manzi, 
known  for  having  chimied  and 
buiTied  top  executives  at  Lo- 
tus, faces  a  cultural  adjust- 
ment at  Industiy.Net,  a  colle- 
gial  company  that  gi'ew  out  of 
Caniegie  Mellon  University. 
VALVE  MAKERS.  Founded  six 
years  ago  by  its  chairman, 
Donald  H.  Jones,  who  still  has 
close  ties  to  CMU,  Indu.stiy.Net 
has  built  a  sizable  business. 
Already,  3,500  manufactm"ers, 
from  IBM,  Honeywell,  and 
Westinghouse  to  small  valve 
and  pump  makers,  advertise 
on   its  Web-based  catalog. 
They  pay  $3,000  to  $8,000  a 

year  for  listings  that  purchas-  beyond  PITTSBURGH:  Manzi  may  take  Industriki^ 
ing  agents  then  browse  online  global,  bid  E-commerce  rivals  are  moving  infai 
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ically,  Nielsen  says  a  lot  of  its  prob- 
egan  when  it  increased  its  national 
>  by  25%,  to  improve  reliability, 
says  Loftus,  cut  some  broadcast- 
tings.  To  improve  compliance,  the 
■  has  recruited  former  teachers  to 
er  nevi^  Nielsen  homes  and  to  teach 
)w  to  use  the  buttons.  In  some  re- 
it  now  pays  $5  a  week  for  com- 
the  diaries. 

HE  UMP.  That  may  not  be  enough 
:;,  NBC,  and  cbs,  which  have  spent 
Uion  since  1992  to  develop  an  al- 
ve.  The  group,  with  the  help  of 
;  researcher  Statistical  Research 
Westfield,  N.J.,  has  wired  300 
in  Philadelphia  vdth  user-friendly, 
automated  prototypes  that  dispense 
'  ritten  diaries  altogether, 
inlikely  that  advertisers  and  cable 
)rs  will  buy  ratings  service  from 
.  ork-sponsored  rating  agency.  And 
!  I  has  beat  back  competition  before: 
: !,  radio  rating  agency  Arbitron  Co. 
1 3  TV  market  after  three  yeai's,  tak- 
567  million  loss.  "Eveiyone  hates 
;  ipire,"  says  Robert  E.  Weissman, 
i  an  and  ceo  of  Nielsen  parent  Dun 
\  istreet  Corp.  Only  when,  as  the 

arge,  the  ump  is  blind, 
i  tonald  Orover  in  Los  Angeles,  with 
ith  Lesly  and  John  A.  Byrne  in 
rrk 

Industry.Net  vdll  generate  lots  of 
2  data.  "These  are  new  forms  of  in- 
on,"  he  says,  "with  plenty  of  down- 
opportunities." 

ble  is,  Industry. Net's  competitors 
•ambling  after  the  same  market. 
i  Pubhshing  Co.,  producers  of  the 
s  Register,  a  thick  industrial  cata- 

a  new  system  that  lets  pm-chasing 
buy  from  computer-based  catalogs, 
utor  Egghead  Software  has  just 
:d  an  electronic-commerce  system 
)n  Lotus  Notes.  And  International 
;s  Exchange  Network,  backed  by 
ies  such  as  Dun  &  Bradstreet,  Dig- 
luipment,  and  Chase  Manhattan 
las  built  an  electronic  marketplace 
'mational  trade.  Manzi's  response: 

at  least  two  orders  of  magnitude 
than  the  next  one,  and  we  don't 
low  who  it  is." 

1  Manzi  joined  Industiy.Net  in  late 
r,  employees  were  concerned  about 
loritarian  manner.  Manzi  contends 
mers  only  the  top  echelon  of  exec- 
But  who  knows?  Perhaps  his  se- 
3cs,  many  of  them  fresh  out  of  ac- 
vdll  gladly  put  up  vdth  some  extra 
e — if  their  new  boss  can  convince 
e'll  make  them  a  bundle,  too. 
'tephen  Baker  in  Pittsburgh,  with 
\  Verity  in  New  York 


LIGHTS!  CAMERA! 
CHECKBOOK! 

Edgar  Bronfman  is  spending  big  on  MCA.  But  on  the  right  things? 


After  spending  $5.7  billion  for  80%  of 
MCA  Inc.  last  spring,  Edgar  Bronf  - 
man  Jr.  probably  was  expecting  some 
flashy  digs.  Instead,  the  Seagram  chief 
executive  got  the  16th-floor  office  once 
occupied  by  mca  founder  Jules  Stein.  The 
wood-paneled  shrine  hadn't  been  touched 
since  Stein's  death  in  1981,  and  the 
decor — a  clutter  of  second-rate  antiques 
and  tuiTi-of-the  centuiy  horse  paintings — 
was  decidedly  faded. 

Bronfman  has  quickly  overhauled  the 
comer  office — and 
almost  everything 
else  at  mca,  mov- 
ing aggressively 
to  remake  a  com- 
pany regarded  for 
years  as  the 
stodgiest  in  Hol- 
lywood. MCA  has 
lui'ed  the  likes  of 
Sylvester  Stallone 
and  Demi  Moore 
to  the  studio  for 
rich,  long-term 
deals,  and  enticed 
a  stable  of  heavy- 
weight directors 
and  producers. 
Insiders  say  it 
soon  will  spend 
$200  million  to 
buy  a  half-inter- 
est in  rap-music 
label  Interscope 
Records.  And  in 
early  February, 
Bronfman  vM  an- 
nounce a  multibiUion  deal  to  build  a  theme 
park  in  Osaka,  Japan. 
FILL  "ER  UP.  It's  a  splashy  entrance,  for 
sure.  "Edgar  is  certainly  putting  a  lot  of 
gas  into  the  tank,"  says  longtime  fiiend 
David  Geffen.  But  is  it  smart?  Hollywood 
is  less  certain  about  that.  It  wasn't  so 
long  ago  that  Sony  Corp.  spent  its  way 
into  a  $i  billion  wiite-down.  Stallone,  who 
last  stan-ed  in  the  1995  mega-dud  Judge 
Dredd,  is  a  big  gamble  at  $20  million  a 
film,  and  Moore,  late  of  Tlie  Scarlet  Letter, 
is  no  sure  thing,  either. 

Bronfman  does  win  kudos  for  remaking 
one  of  the  oldest  management  teams  in 
the  business.  He  brought  in  as  President 
Ron  Meyer,  former  president  of  Creative 
Artists  Agency  Inc.  It  is  Meyer  who 
lured  Stallone  and  Moore,  both  onetime 
clients,  and  signed  Jim  Carrey  for  $20 


SLY  MOVES 

Ai-e  Sylvester 
Stallone  and 
Demi  Moore 
worth  the  rich, 
long-term  deals 
they  cut  with 
the  studio? 


miUion  to  star  in  the  film  Liar,  Liar.  He 
also  coaxed  Jurassic  Park  director  Steven 
Spielberg  into  doing  a  sequel,  The  Lost 
World,  and  re-signed  Apollo  IS  director 
Ron  Howard  to  a  long-term  contract 
extension. 

Bronfman  and  Meyer  are  working  to 
fill  other  holes.  Buying  Interscope,  which 
represents  such  artists  as  Dr.  Dre  and 
Tupac  Shakur,  vnW  help  revitahze  a  music 
unit  that  has  broken  few  hot  new  acts 
recently.  And  expensive  new  rides  based 
on  the  movies 
Jurassic  Park 
and  Terminator 
2  should  juice 
up  mca's  theme 
parks  in  Los 
Angeles  and  Or- 
lando, where 
attendance  is 
suffering. 

But  Meyer  and 
Bronfman  still 
must  restock  a 
studio  that  had 
gi'own  overly  re- 
liant on  Spiel- 
berg. Starting  in 
1997,  the  dii-ector 
will  make  films 
for  the  Dream- 
Works SKG  studio 
he  started  with 
Geffen  and  Jef- 
fi'ey  Katzenberg; 
MCA  will  get  just 
.1  small  distribu- 
lion  fee.  "Every 
time  1  see  Edgar,  he  says,  'Produce  more, 
produce  more,' "  jokes  Howard's  longtime 
producer-partner,  Brian  Glazer. 

Bronfman  may  recioiit  still  more  pricey 
talent.  Rimiors  pei-sist  that  fonner  Viacom 
Inc.  CEO  Frank  J.  Biondi  Jr.,  who  lunched 
recently  in  New  York  with  Bronfman, 
will  join  mca  to  fill  the  still-vacant  chau-- 
manship.  With  Biondi  on  the  team,  Bronf- 
man may  consider  buying  a  broadcast 
network  to  expand  Universal's  distribu- 
tion. Tliat  could  help  jazz  up  mca's  profits, 
which  rose  just  6%  in  the  thir'd  quarter,  to 
$221  million  before  taxes.  "If  we  could 
do  no  moi-e  than  bring  mca's  profit  per- 
formance up  to  industiy  norms,  we  could 
double  the  value  of  the  company,"  Bronf- 
man said  at  a  recent  industry  conference. 
His  checkbook  is  still  open. 

By  Ronald  Grover  in  Los  Angeles 
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LIAR'S  POKER 
HIGH  IN  THE  SKY 

How  the  Russian  Space  Agency  imperiled  the  space  station 


Back  in  1994,  Washington  drew  a 
line  in  the  heavens,  nasa  had  just 
completed  yet  another  redesign  of 
the  troubled  space  station.  Both  Con- 
gress and  NASA's  tough-talking  adminis- 
trator, Daniel  S.  Goldin,  vowed  that  ei- 
ther the  new  version  would  soar  into 
orbit — or  forever  stay  gi'ounded.  "We're 
done  redesigning  the  space  station,"  he 
declared.  Change  the  $17  billion  project 
again,  "and  we'll  lose  it." 

That  looked  like  a  distinct  possibility 
in  November,  when  project  paitner  Rus- 
sia dropped  a  bombshell:  It  wanted  a 
costly  redesign.  As  Goldin  and  station 
supporters  held  their  breath,  Russian 
engineei-s  suggested  substituting  their 
old  Mu'  station  for  sexy  new  hardware. 
But  as  it  turns  out,  the  proposal  was  a 
cagey  gambit  to  extract  more  funding 
for  their  own  space  efforts.  The  cosmic 
crisis  wasn't  finally  resolved  un- 
til Jan.  29,  when  Russian  Prime 
Minister  Viktor  Chernomyixlin 
met  with  Vice-President  Al 
Gore  at  the  White  House.  The 
two  agreed  that  the  U.  S.  would 
help  the  Russians  by  adding 
three  space  shuttle  flights  to 
service  Mir  and  launch  key 
Russian  space  station  hardware 
in  retiuTi  for  Russia  moving  for- 
ward with  the  original  design. 

Here's  the  tale  of  how  be- 
hind-the-scenes Russian  maneu- 
vering almost  killed  the  mas- 
sive project,  12  years  in  thf 
works.  Until  the  scare,  tht 


space  station  project  seemed  finally  to  be 
flying  high.  Joint  missions  between  the 
U.  S.  space  shuttle  and  Mir  had  been  a 
success,  paving  the  way  for  the  larger 
international  station.  And  in  October,  re- 
luctant Eui'opean  nations  agreed  to  com- 
mit to  their  share  of  the  effort  (table). 
MIR  VANITY.  Then  came  Russia's  stun- 
nei'.  At  a  November  meeting  in  Moscow, 
Russian  space  chief  Yuii  N.  Koptev  told 
NASA  space  station  chief  Will  Ti'afton 
his  agency  faced  an  intractable  prob- 
lem. Thanks  in  part  to  recent  upgi'ades, 
he  said,  Mil'  is  expected  to  last  a  decade 
longer  than  planned.  For  political  rea- 
sons, the  Russian  Space  Agency  couldn't 
shut  it  down.  But  neither  could  the 
agency  both  operate  Mir  and  pull  its 
weight  on  the  U.  S.-led  station,  in  part 
because  it  hadn't  gotten  its  full  $300 
million  budget  from  Moscow.  In  fact,  a 


ZERO-GRAVITY  COOPERATION 

Which  countries  are  doing 
what  work  on  the  space  station 

UNITED  STATES  is  responsible  for 
the  crew  quarters,  a  lab  module, 
tru  ss,  a  nd  th  e  sp  I  a  r  array.  . 

RUSSIA  is  building  a  service  module, 
propulsion  systenis,  docking  modules, 
and  the  emergency  return. craft. 

OTHER  Japdn  and  Europe  are  provid- 
ing laboratory  modules.  Canada  has,., 
ch^ffie  of :.ttie .rptjotiqvja^rn,.  ' ' 


TAKING  WING:  A  computer  simulation 
of  the  international  space  station 

shortfall  of  tens  of  millions  of  dollars 
had  caused  space  company  Khrunichev 
to  fall  six  months  behind  in  building  the 
service  module,  scheduled  for  launch  in  L 
April,  1998.  So,  asked  Koptev,  why  not 
scrap  the  new  hardware  and  redesign 
the  station  around  Mir? 

That  posed  a  thi'eat  to  the  station,  es- 
pecially given  its  already  tight  budget, 
ambitious  schedule,  and  en-atic  pohtical 
backing.  Goldin  was  in  a  panic,  says  F. 
James  Sensenbremier  Jr  (R-Wis.),  chair- 
man of  the  House  space  subcommittee:  "I 
told  him  emphatically  that  the  proposed 
redesign  would  cost  at  least  six  months 
and  $1  billion  to  $2  billion- — and  that 
there  would  be  no  support  in  Congress 
for  that."  Goldin  implored  Sensenbrenner 
and  NASA's  appropriations  committee 
chair.  Representative  Jerry  Lewis  (R- 
Calif.),  to  go  to  Moscow  to  plead  the 
U.  S.  case. 

Meanwhile,  nasa  engineers  scram- }a 
bled  to  find  a  solution.  Their  proposal: 
Stick  to  the  original  design  but  give  the  fl 
Russians  more  support,  nasa  could  sub-  ii 
stitute  shuttle  missions  for  Soyuz  flights,  j- 
foi'  example,  to  service  Mil'  and  the  new 
station.  While  the  Russians  mulled  this 
idea,  Sensenbrenner  and  Lewis  met 
with  Deputy  Prime  Minister  Oleg 
Soskovets  on  Jan.  9.  Soskovets  agreed 
to  cb'op  the  Russian  proposal  in  favor  of 
NASA's  approach.  And  he  vowed  to  im- 
mediately send  contractor  Khnmichev 
the  $10  million  it  needed  to  pay  its  sub- 
contractors— and  get  the  ci^ucial  service 
module  back  on  track.  "This  was  one 
of  those  congi'essional  junkets  that  ac- 
tually saved  taxpayers  money,"  says 
Sensenbrenner.  Later  in  January,  a  team 
of  Russian  engineers  flew  to  Johnson 
Space  Center  in  Houston  to  hammer 
out  the  technical  details  in  time  for  the 
Gore-Chernom.TyTdin  summit. 

Russian  space  officials  now  admit 
what  many  in  the  U.  S.  sus 
pected:  The  Russians'  main  goal 
was  never  to  radically  alter  the 
space  station  or  wrest  major 
concessions  from  the  U.  S.  In 
stead,  the  Russian  Space 
Agency  proposed  a  ch'amatic  re- 
design in  pait  to  use  the  weight 
of  Congi'ess  and  nasa  to  pres- 
siu'e  Moscow  into  fully  funding 
its  own  space  effort.  The  ploy 
worked.  But  the  space  agency 
was  playing  Russian  roulette 
with  a  major  scientific  venture 
By  John  Carey  in  Washing- 
ton, with  Geoff  Winestock  in 
Moscow 
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MAHEL'S  BOY-TOY  PUY 


Figuring  out  girls  has  nev- 
er been  the  problem  for 
Mattel:  Sales  of  Barbie,  for 
one,  have  shot  to  $1.4  bil- 
hon  from  $430  million  in 
the  past  decade.  But 
boys — the  toy  company 
just  can't  get  them 
right.  Its  latest  action 
ligures    have  gone 
now^here. 

That's  why  Mat- 
tel so  wants  to 
merge  with  Has- 
bro, its  arch-rival. 
Hasbro's  G.  I.  Joe 
is   the  all-time 
boy-toy  king 
and  the  compa- 
ny has  cleaned 
up  with  figures 
based  on  Bat- 
man  and  Star 
Wars.  Such  toys 
produce  gross  mar- 


gins of  about  60%.  So  do 
board  games,  which  Hasbro 
dominates. 

Mattel  Chairman  John 
AmeiTnan  is  tiying  to  push 
Hasbro  into  a  $5.2  billion 
stock  deal.  But  sourc- 
es say  Hasbro  Chair- 
man Alan  Hassen- 
feld,  hurt  that 
Amerman  won't 
anoint  him  suc- 
cessor in  a  com- 
bined company, 
has  lobbied  pals 
in  Washington 
and  Hollywood 
to  protest  the 
deal's  antitiTist 
implications. 
Amerman  Ukely 
won't  back  off: 
He  dearly  wants 
Joe  in  his  aiTny. 
By  Eric  Schine 


iT  NOVELL,  THE 
¥ORD  IS  BLUNDER 

'OVELL  FINALLY  ABANDONED 

armer  chairman  Raymond 
Joorda's  worst  mistake.  The 
oftware  maker,  under  Noor- 
a's  command,  paid  a  whop- 
ing  $855  million  in  1994  for 
WordPerfect.  It  unloaded  the 
nit,  and  its  Quattro  Pro 
preadsheet,  on  Jan.  31  for 
ist  $186  million  in  stock  and 
ash.  The  buyen  Corel,  a  $196 
lillion  Ottawa-based  graphics 
aftware  company  in  which 
lovell  will  take  a  20%  stake, 
t's  a  fire  sale,  all  right — but 
nalysts  still  question  Corel's 
idgment.  Corel  hopes  to  tap 
ito  WordPerfect's  15  million 
jstomers  and  says  the  pur- 
lase  broadens  its  software 
fferings.  But  analysts  point 
iit  that  the  strength  of  Mi- 


CLOSING  BELL 


MCI  SAYS.  *WOW!' 

How's  this  for  a  few  days' 
toil?  On  Jan.  26,  mci  Commu- 
nications announced  it  had 
bought  an  orbital  parking 
spot,  paying  $682  milNon 
with  News  Corp.  for  a  Ncense 
to  offer  satelNte  tv  service 
across  the  U.  S.  Three  days 
later,  the  long-distance  com- 
pany revealed  a  broad  part- 
nership with  Microsoft.  Then 
came  the  cappen  strong 
fourth-quarter  profits  of  $284 
million,  up  18%  from  last 
s^ear,  It  was  that,  mainly,  that 
sent  long-sluggish  mci  shares 

,  up  6.4%  on  Jan.  29,  to  a  52- 

j  week  high  of  29K. 

j    3Q  ^ 

MCI  COMMUNICATIONS  f 
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crosoft's  rival  Word  program 
makes  WordPerfect's  future 
cloudy,  at  best. 

MURDOCH  TAKES  AIM 
AT  LEFTISTS' 

WHEN    RUPERT  MURDOCH 

doesn't  Uke  what  he  sees  on 
TV,  he  doesn't  just  reach  for 
the  remote.  He  started  Fox 
as  an  antidote  to  the  Big 
Three  networks.  Now,  he's 
launching  a  24-hour  cable 
news  channel  to  counter  what 
he  sees  as  the  leftist  leanings 
of  Cable  News  Network.  On 
Jan.  30,  he  hired  to  head  his 
new  venture  Roger  Ailes,  the 
former  Reagan  operative  who 
depaited  cnbc,  nbc's  business 
nev/s  channel,  earher  in  the 
month.  Murdoch  says  he 
plans  to  spend  $80  million  a 
year  on  news  gathering  and 
to  have  his  channel  up  and 
operating  by  Election  Day. 

PAN  AM  IS  BACK- 
SORT  OF  

IT   ONCE    WAS   THE  MOST 

glamorous  name  in  the  skies. 
Now,  Pan  American  World 
Airways  is  going  deep-dis- 
count. An  investor  group  that 
paid  $1.3  million  for  the  liqui- 
dated carrier's  logo  an- 
nounced plans  on  Jan.  30  to 
sei-ve  four  cities  this  summer 
from  New  York,  ceo  Martin 
Shugfue,  a  former  Pan  Am 
executive,  expects  the  new 
airline  will  keep  operating 
costs  one-third  lower  than 
Southwest  Airlines  and  other 
discount  rivals  by  outsourc- 
ing some  fixnctions,  using  effi- 
cient Airbus  A300  planes,  and 
sticking  to  long-haul  routes. 

WHY  IBM  PAID  SO 
MUCH  FOR  TIVOLI 

IBM  MAY  NOT  WANT  APPLE, 

but  it's  wiUing  to  pay  top  dol- 
lar for  an  obscure  software 
developer.  On  Jan.  31,  it 
agi-eed  to  buy  Tivoli  Systems, 
a  $50  million  provider  of  soft- 


ware to  manage  computer 
networks,  for  $743  million. 
That's  $47.50  a  share  for  a 
company  that  went  public 
last  March  at  $14.  Why  does 
IBM  so  urgently  want  Tivoli? 
Big  Blue  leads  in  managing 
mainframe  computers  but 
lags  in  administrating  net- 
work applications.  Consultant 
Judith  Hurwitz  estimates 
that  building  a  product  like 
Tivoli's  could  take  IBM  five 
years.  "They  need  something 
right  now,"  she  says. 

LOEWEN  NARROWLY 
MISSES  A  FUNERAL 

LOEWEN  GROUP  ESCAPED  THE 

Mississippi  court  system  rela- 
tively unscathed.  On  Jan.  29, 
it  agi-eed  to  pay  $85  million, 
after  taxes,  to  settle  a  suit 
brought  by  a  local  funeral 
parlor  operator  who  had 
charged  Loewen  with  breach 
of  contract.  Ti'ue,  British  Co- 
lumbia-based Loewen,  North 
Ameiica's  second-largest  fu- 


neral home  operator,  did  walk 
away  from  an  agi-eement  to 
buy  two  homes.  But  although 
the  initial  suit  sought  just  $25 
million  in  damages,  a  Missis- 
sippi jury  last  fall  ordered 
Loewen  to  pay  $500  million 
in  damages.  The  state  Su- 
preme Court  inled  the  com- 
pany would  have  to  post  a 
$625  million  bond  to  proceed 
with  an  appeal.  Faced  with 
the  prospect  of  Chapter  11 
bankinptcy,  Loewen  settled. 
Relieved  investors  sent  the 
stock  up  42%,  to  $29. 

ETCETERA... 

H  Digital  Equipment,  having 
failed  to  make  a  dent,  will 
quit  the  home-PC  business. 

■  Reader's  Digest  will  cut 
1,000  jobs  and  take  a  charge 
of  up  to  $225  million. 

■  Sales  of  Prozac,  Eli  Lilly's 
antidepressant  drug,  jumped 
24%  in  1995,  to  top  $2  bilhon. 

■  www.thinmint?  Boston  Girl 
Scouts  now  have  their  own 
cookie-order  Web  site. 
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HEALTH-CARE  REFORM: 

THE  PATIENT  IS  STILL  BREATHING  

ranking  Democrat  Edward  M.  Kennedy  (D-Mass.),  sailed 
through  the  committee  unanimously.  Business  gi-oups,  includ- 
ing the  National  Association  of  Manufacturers  and  the  U.  S. 
Chamber  of  Commerce,  endorsed  the  plan.  "It  will  enhance 
our  productivity  by  letting  workers  move  around,"  says  Julie 
Cantor-Weinberg,  an  nam  official.  The  National  Federation  of 
Independent  Business,  nonnally  hostile  to  regulation,  liked  a 
provision  that  lets  employee  and  workers  forni  purchasing  co- 
operatives to  bargain  for  lower  rates.  But  the  bill  stalled  as 
Congress  focused  on  passing  a  balanced-budget  blueprint. 

The  failure  to  cut  a  budget  deal  has  given 
health-care  portability  new  momentum.  And 
micro-refoi'm  seems  to  be  faring  better  than 
Clinton's  original  gi"and  scheme.  Last  year,  Con- 
gi'ess  restored  a  tax  deduction  for  self-employed 
persons  who  buy  health  insui'ance.  If  lawmakers 
approve  the  additional  changes.  Republicans 
"could  go  to  the  voters  and  honestly  say  they've 
done  health  reform  as  they  once  defined  it," 
says  Michael  J.  Langan  of  Towers  Perrin,  a 
New  York  management-consulting  firm. 

Insurers  aside,  the  corporate  community  is 
cheered  by  the  bill's  prospects.  Business  gi'oups 
say  unwillingness  to  sWft  jobs  for  fear  of  losing 
health  coverage  reduces  the  luring  pool  of  top 
people.  The  General  Accoimting  Office  estimates 
that  25  million  Americans  are  fi-ozen  into  jobs  because  of  pre- 
existing medical  conditions  or  fear  of  losing  benefits. 

Still,  the  reforms  could  be  scuttled  by  liberals  who  want 
costly  changes — mandates  that  expand  coverage  for  mental 
health,  set  minimum  maternity  hospital  stays,  and  raise  caps 
on  lifetime  payouts.  And  some  conservatives  oppose  reforms 
But  Kassebaum,  who  is  planning  to  retire  this  year,  is  push- 
ing to  make  a  modest  health  bill  her  parting  legacy.  If  she 
and  the  Democrats  can  hold  their  left  and  right  wings  in 
check,  reform  could  be  a  strong  bet. 

By  Paul  Magnusson 


Not  long  ago,  it  looked  like  health-care  reform  was  termi- 
nal. After  all.  Republicans  buried  President  Clinton's 
ambitious  reforms  in  1994.  And  Clinton  returned  the 
favor  this  vrinter  by  rebuffing  the  (JOP's  balanced-budget  plan 
because  of  larger  cuts  in  the  projected  gi-owth  of  Medicare 
and  Medicaid  than  the  President  would  accept. 

But  hold  on.  With  budget  talks  in  limbo,  some  lawmakers 
fi-et  they'll  have  to  face  voters  in  November  with  nothing  to 
show  for  their  efforts.  So  a  bipartisan  effort  is  under  way  in 
Congi'ess  to  pass  modest  health  reform  this  year  And  this 
time,  thanks  to  a  push  from  Coiporate  America, 
the  drive  may  succeed. 

MANY  CHEERS.  The  measure  under  discussion 
would  protect  the  miUions  of  Americans  who 
fear  losing  health  insurance  by  switching  jobs. 
The  bill  would  guarantee  workers  the  right  to 
obtain  health  insurance  as  they  move  fi'om  job 
to  job,  whatever  the  cause.  It's  a  popular  idea. 
Indeed,  Clinton's  Jan.  23  State  of  the  Union 
message  got  loud  applause  from  both  sides  of 
the  aisle  when  he  urged  lawmakers  to  help  peo- 
ple "buy  health  insurance  policies  that  they  do 
not  lose  when  they  change  jobs  or  when  some- 
one in  their  family  gets  sick." 

In  the  Senate,  a  reform  bill  stalled  since 
August  may  be  breaking  fi'ee.  A  band  of  con- 
sei-vative  senatoi-s  who  had  secretly  blocked  a  vote  appears  to 
be  relenting.  Meanwhile,  in  the  House,  Representative  William 
M.  Thomas  (R-Calif.),  chainnan  of  a  Ways  &  Means  health 
subcommittee,  supports  a  similar  measure.  Both  bills  would 
limit  insurers'  ability  to  deny  coverage  because  of  pre-exist- 
ing medical  conditions.  The  Senate  version  also  guarantees 
laid-off  workers  the  right  to  buy  individual  coverage — though 
perhaps  at  higher  rates — after  their  company  benefits  end. 

The  proposals  have  broad  support  because  they  don't  cost 
the  government  any  money.  The  Senate  version,  sponsored  by 
Labor  Committee  Chair  Nancy  L.  Kassebaum  (R-Kan.)  and 


KASSEBAUM:  A  leyucij 


CAPITAL  WRAPUP 


THE  IRS'S  TAXING  800  NUMBER 

►  Looking  for  somebody  at  the  Inter- 
nal Revenue  Service  to  help  you  with 
tax  problems  this  year?  Be  prepared 
to  wait . . .  and  wait . . .  and  wait.  Bud- 
get cuts  have  savaged  the  iRS's  tele- 
phone-assistance line.  There  are  alter- 
natives, such  as  a  system  of  recorded 
phone  advice  and  help  via  the  iRS's 
new  Internet  nome  page.  But  to  reach 
a  live  representative,  "people  are  go- 
ing to  have  a  harder  time  getting 
through,"  concedes  an  agency  spokes- 
man. He  get  that  right:  business 


WEEK  called  the  iRS  800  number  and 
spent  28  minutes  on  hold  before  giving 
up.  And  the  filing  season  is  just  get- 
ting started. 

QUAYLE'S  QUALMS 

►  With  GOP  Presidential  front-runner 
Bob  Dole's  polls  ebbing,  former  Vice- 
President  Dan  Quayle  has  been 
telling  friends  he  erred  by  forgoing 
the  race.  Had  he  stayed  in,  Quayle 
boasts,  he'd  be  neck  and  neck  with 
Dole.  But  confidants  think  the  ex- 
Veep  is  deluding  himself.  Figures  one: 
"He'd  be  lucky  to  get  4%  of  the  vote." 


TV  THREAT:  YOUIL  PAY  FOR  THIS! 


►  The  nation's  television  broadcasters 
plan  to  use — what  else? — commercials 
to  fight  Senate  Majority  Leader  Bob 
Dole's  proposal  to  make  them  pay  up 
to  $70  billion  for  new  airwaves  carry- 
ing digital  signals.  The  National  Asso- 
ciation of  Broadcasters'  multimillion- 
dollar  campaign  is  expected  to  hint 
that  free  TV  may  go  down  the  tube  if 
Congress  charges  billions  for  the  new 
spectrum.  Station  owners  also  are 
lobbying  members  of  Congress  to  op- 
pose Dole's  scheme. 
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RICTLY 
SINESS. 


INTRODUCING 


Business  Network 


Designed  exclusively  for  business,  AT&T  Business 
Network    is    the    new    online    service  that 
offers  critical  industry  news  and  practical  infor- 
mation from  more  than  2,500  resources 
Customized   features   to  automatically 


locate  and  update  information  specific  to  your 
needs.  E-mail  capabilities.  Instant  links  to  the 
Internet.  And  expert  AT&T  support  to  help 
you  every  step  of  the  way.  It's  everything 
you   need,   online  and  strictly  business. 


Call  For  A  Free  10-Hour  Trial* 
1  800  228-8668 

li 1 1 p  :  / /  w  WW  .  i  c li  a  n g e  .  c o  m 


AT&T 


AT&T    Business  Network.  For 


Life 


You  R  B  u  s  I  N  E  s 


CNN  Business  News  ▲  Dow  Jones  Business  Information  Services  ▲  Dun  &  Bkaixstreet  Informaiion  Services  ▲  Entrepreneur 
Magazine  Group  ▲  The  Kiplinger  Washington  Editors,  Inc.  ▲  Standard  &  Poor's  A  Thomas  Register  of  American  Manxifacturers 
'I'RW  Business  Information  Services  ▲  Over  2,500  Information  Sources  A  Plus  Ail  the  Blisiness  Resolirces  of  the  Internet 

'  1 996  AT&T.  All  rights  reserved.  All  products  and  company  names  mentioned  are  marks  or  registered  trademari<s  (jf  their  respective  companies. 
Free  trial  does  not  include  fees  for  certain  information  sources,  which  are  clearly  marked  online. 


international  Business 


CHINA 


ITCHING 
TO  JAB 
BEIJING 

With  Congress  spoiling  for  a 
showdown,  trade  may  suffer 


Rejjresentative  Fi'ank  R.  Wolf  feels 
betrayed.  Last  year,  the  conserv- 
ative Virginia  Republican,  a  long- 
time critic  of  Beijing,  swallowed 
hard  to  back  continued  U.  S.  trade  ties 
with  China.  But  the  White  House  can 
count  Wolf  out  this  year.  Outraged  by 
China's  bellicose  behavior  and  Presi- 
dent Clinton's  vacillating  response,  he  is 
whipping  up  support  for  linking  Chi- 
nese trade  privileges  to  Beijing's  hu- 
man-rights record.  Vows  Wolf:  "We  will 
make  sure  people  have  to  confront  is- 
sues such  as  China's  persecution  of 
Catholic  priests  and  the  starvation  of 
children  in  China's  orphanages." 

Wolfs  statement  is  just  one  sign  of 
Capitol  Hill's  hardening  toward  China. 
"We're  bracing  for  a  battle  royal,"  says 
one  Administration  official  with  a  sigh. 
After  the  1989  Tiananmen  Scjuare  mas- 
sacre, Congress  used  the  annual  review 
of  China's  most-favored-nation  (mfn) 
trade  status  to  pressure  Beijing  to  im- 
prove treatment  of  its  citizens.  In  1994, 
Clinton  broke  with  congi-essional  China 
critics  and  unhitched  mfn  from  human 
rights.  But  election-year  politics.  Ad- 
ministration missteps,  and  prov(jcative 
moves  by  China  now  virtually  guaran- 
tee a  showdown. 

UNCHECKED  PIRACY.  U.  S.-China  I'ela- 
tions,  already  strained,  are  ready  to 
take  more  hits.  Republicans  and  De- 
mocrats alike  are  urging  the  White 
House  to  punish  Chinese  transgi-essions 
on  human  rights,  trade,  and  Taiwan 
(table).  An  early  flash  point  will  be  the 
one-year  anniversary  in  February  of  a 
U.  S.-China  accord  to  police  intellectual 
piracy  in  the  Middle  Kingdom.  Egged 
on  by  Congi-e  ;h  U.S.  Trade  Represen- 
tative Mickey  i\  tntor  is  threatening  to 
slap  more  than  $.  billion  in  sanctions  on 
Chinese  exports  for  Beijing's  failure  to 


halt  copyright  ripoffs.  Says  one  scnidi' 
Administration  official:  "If  you  aren't 
serious  about  enforcing  basic  trade 
agreements,  [why]  would  China  think 
you're  serious  about  enforcing  other 
commitments?" 

China's  threats  to  attack  Taiwan  are 
another  hot  issue.  In  late  Januaiy,  Chi- 
nese Premier  Li  Peng  warned  that  Bei- 
jing will  make  reunification  with  Tai- 
wan a  top  ])riority  after  China  resumes 
control  over  Hong  Kong  ne.xt  year  and 
Macao  in  1999.  At  the  same  time,  the 
U.  S.  revealed  that  in  December  the 
aircraft  carrier  uss  Nimitz  sailed 
through  the  Taiwan  Straits  in  a  thinly 
veiled  message  to  Beijing.  Most  worry- 
ing to  many  China-watchers  is  a  possi- 
ble invitation  to  Taiwanese  President 
Lee  Teng-hui  to  address  Congi-ess 
after  his  likely  reelection  on  Mar. 
2'A.  Lee's  visit  to  Cornell  Universi- 
ty last  June  shook  U.  S.-China  re- 
lations for  months. 

('ongress'  increasingly  hostile 
stand  on  China  contrasts  sharply 
with  the  enthusiasm  of  Corporate 
America  for  the  world's  most  pop- 
ulous country.  More  and  more 
conijianies  view  China  not  just  as 
a  [iinmising  market  but  a  critical 
one.  Many  multinationals  that  have 


Ix't'ii  patiently  building  bases  there  are 
making  money  for  the  fii'st  time.  Tlu*- 
bulence  between  Washington  and  Bei- 
jing could  rock  U.  S.  business  plans.  A 
major  disruption  in  trade — or  retalia- 
tion by  Beijing  in  the  form  of  shunned 
deals — would  be  devastating.  "What  we 
see  is  a  colossal  discordance  between 
the  rhythms  of  global  business  and 
American  politics,"  says  Robert  A. 
Kapp,  president  of  the  U.  S.-China  Busi- 
ness Council. 

Even  so,  many  American  executives 
shrug  off  the  latest  signs  of  tension. 
"There  are  plenty  of  bumps  on  the 
road,  but  the  potential  is  so  enormous 
that  you  can't  ignore  [China],"  says 
Jean-Pierre  Rosso,  president  of  Case 
Corp.,  a  Racine  (Wis.)  maker  of  farm 


How  the 
Hill  Wants 
to  Confront 
China 


PIRACY 


Will  back  imposi|ess 
sanctions  on  Ch 
for  failure  to  pre 
tect  software,  cqiier 
pact  disks,  and 
other  intellectua 
property 
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id  consii  iiri mil  cciuipment.  Case  just 
osed  on  a  $3  million  joint  venture  in 
hina's  southern  Guangxi  province  to 
lild  backhoes  and  is  racing  to  start 
"oduction  there.  Case  has  plenty  of 
)mpany.  U.  S.  direct  investment  in 
hina  grew  at  a  16%  clip  in  the  first 
ne  months  of  1995,  a  slowdown  from 
',e  fomfold  jump  of  1993  but  still  biisk. 
iTO-PROOF?  Coiporate  America's  non- 
lalance  toward  China  tensions  is  un- 
'i  standable:  Business  has  weathered 
n  ker  periods  in  Sino- American  rela- 
)ns,  such  as  the  aftermath  of  the 
ananmen  Squai'e  massacre.  And  until 
>t  year,  the  battles  over  mf'N  were  an 
.pi'cted  rite  of  spring  in  Washington. 
Still,  some  China-watchers  worry 
at  executives  are  in  a  state  of  denial 


about  the  potential 
dangers  lurking  in 
Congi'ess'  increasing- 
ly harsh  view  of  Chi- 
na. "If  business  goes 
to  sleep  on  this  issue, 
as  they  look  set  to  do, 
the  White  House 
could  be  really  ex- 
posed," warns  a  trade 
adviser  to  the  Admin- 
istration. The  worst- 
case  scenario:  Con- 
gress votes  to 
disapprove  mfn  for 
China,  leaving  the 
President  with  scant 
political  cover  for  a 
veto. 

Capitol  Hill's  latest 
bout  of  China  fever 
has  as  much  to  do 
with  politics  as  policy. 
Witliin  the  Republican 
Party,  realpolitik  fi-ee- 
traders  are  losing 
ground  to  moralistic 
economic  nationahsts. 
While  many  GOP 
freshmen  have  scant 
interest  in  foreign  pol- 
icy, recent  reports 
detailing  the  pitiful 
plight  of  Chinese  or- 
phans are  resonating  with  congi'ession- 
al  newcomers  on  the  Christian  right. 

Meanwhile,  centrist  Democrats  who 
support  free  trade  lost  big  in  1994,  and 
more  are  dropping  out  of  politics.  That 
has  tilted  the  Democratic  caucus  more 
toward  liberal  opponents  of  China's  mfn 
status.  "We  used  to  have  a  reasonably 
good  bipartisan  approach"  to  China, 
says  Representative  Robert  T.  Matsui 
(D-Calif.)  "On  both  sides,  you're  seeing 
a  significant  shift." 

China  policy  is  a  can't-miss  opportu- 
nity for  Republicans  to  turn  the  tables 
on  Clinton,  who  blasted  George  Bush  in 
1992  for  coddling  dictators.  In  1994, 
Clinton  reluctantly  uncoupled  MFN  from 
human  rights,  promising  to  use  other 
dii)lomatic  tools  to  pressure  China  into 


Clinton's 
carrot 

approach  with 
Beijing  hasn't 
worked  well, 
and  now  it's 
payback  time 
for  the 
Republicans, 
who  remember 
how  he  blasted 
Bush  in  1992 
for  coddling 
dictators 
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assure  the 
Administra- 
vigorously 
lembers  of 
■i.  Commis- 
Human 
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TRADE  STATUS 

Will  attempt  to 
deny  most-favored- 
nation  privileges  for 
China  and  restore 
the  link  between 
trade  and  human 
rights  that  Clinton 
ended  in  1994 


ORPHANAGES 

Will  push  for  an 
international  inves- 
tigation of  reports 
that  orphans  are 
systematically 
allowed  to  die 


TAIWAN 


Will  push  for  deep- 
er support  of  demo- 
cratic island, 
including  possibly 
inviting  President 
Lee  Teng-hui  to 
Washington 


treating  its  citizens  better.  That  hasn't 
worked.  Beijing's  leaders  have  been 
cracking  down  ruthlessly  on  dissenters 
as  they  jockey  to  succeed  the  ailing 
Deng  Xiaoping. 

Frustrated,  China's  critics  in  the 
House  are  pressing  the  Administration 
to  rally  international  support  behind  a 
vote  to  censure  Beijing  at  a  meeting 
of  the  U.  N.  Commission  on  Human 
Rights  (UNCHR)  in  March.  Clinton's  for- 
eign-policy team  tried  last  year,  but  its 
robust  lobbying  effort — Vice-President 
Al  Gore  and  National  Security  Adviser 
Anthony  Lake  worked  the  phones  fran- 
tically— failed  by  one  vote.  Rights  ad- 
vocates worry  that  the  White  House 
may  make  only  a  pro  forma  effort  this 
year.  "I  am  afi'aid  the  Administration 
has  written  off  some  countries  as  being 
nonsupportive,"  says  Representative 
Nancy  Pelosi  (D-Calif.),  co-sponsor  of 
a  resolution  urging  the  U.  S.  to  take 
on  China  at  the  unchr  meeting. 

Wliile  Beijing  could  shrug  off  a  bad 
report  card  from  the  U.  N.,  it  would 
be  enraged  by  any  move  by  Congress 
to  shore  up  ties  with  Taiwan.  Yet  Chi- 
na's recent  saber-rattling  toward  the 
island,  which  Beijing  regards  as  a  rene- 
gade province,  is  courting  precisely  the 
kind  of  congi'essional  reaction  the  com- 
munist leaders  fear.  Senator  Frank  H. 
Murkowski  (R- Alaska)  and  fellow  GOP 
fi'iends  of  Taiwan  are  considering  steps 
to  reaffirm  and  even  strengthen  U.  S. 
support  for  the  island  democracy.  "We 
are  right  to  restate  our  commitment  to 
provide  amis  for  Taiwan's  self-defense," 
Murkowski  says. 

POLICY  VACUUM.  The  Administration 
bears  some  of  the  blame  for  congres- 
sional unruliness  on  China.  The  White 
House's  failure  to  devise  a  coherent 
strategy  for  managing  relations  with 
Beijing  created  a  policy  vacuum  that 
hai'd-liners  in  Congress  have  rushed  to 
fill.  For  all  the  Administration's  talk  of 
its  commitment  to  "constructive  en- 
gagement" with  China,  Beijing  hard- 
liners view  U.  S.  policy  as  concerted 
containment. 

That's  not  likely  to  change.  As  the 
'96  campaign  heats  up,  Clinton 
will  try  to  finesse  charges  that 
he's  soft  on  China.  That  may  not 
be  easy.  With  the  Middle  King- 
dom quickly  supplanting  the  Evil 
Empire  as  Global  Menace  No.  1 
in  the  minds  of  U.  S.  pohticians, 
the  President's  rivals  are  siu-e  to 
milk  the  issue  for  all  it's  worth. 

By  Amy  Borrus,  with  Stem 
Crock,  in  Washington,  Joyce 
Baniathan  in  Hong  Kong,  and 
Dexter  Roberts  in  Beijing 
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interested  in  the  ITE  'jOOO"  —  a  new  Pentium'  powered  notebook  featuring  interchancjeable  devices  —  so  you  can.  among  other 
things,  add  enoucjh  storacje  to  dwarf  an  airplane  hantgar.  Its  front-loadmcj  .MultiBay  makes  it  completely  modular,  soyou  can  mix 
and  match  capabilities  as  you  sec  fit.  Choose  from  a  second  hard  drive,  a  CD-ROM  drive,  a  second  battery,  or  a  floppy  drive  to 
create  the  notebook  that's  right  for  the  task  at  hand.  .In  expansion  base  also  features  two  additional  .ilultiBays,  m  case  2.7  GB 
isn't  enouijh.  Interested.^  Call  us  at  l-SOO-34'j-rilS  (select  PaqEax)  or  visit  our  Web  site  at  www.compaq.com. 
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DE  BENEDEni 
AT  THE  BRINK 

He  promises  he'll  turn  around  Olivetli  byyearend-or  quit 


Olivetti  Ciiief  Executive  Carlo  De 
I't-nedetti  is  working  against  time. 
Hailed  as  Europe's  highest-flying 
lechnologv'  entrepreneur  in  the  1980s, 
he  is  now  stniggling  to  save  both  his 
company  and  his  job.  With  los.ses  mount- 
ing for  the  fifth  year  at  the  Sfj  billion 
C(jmputer  anrl  telecommunications  gi-oup. 
De  Benedeiti,  G2,  has  promised  to  tuni 
its  computer  operations  ai'ound  by  yeai"- 
end  or  quit,  i  am  prepared  to  take  the 
consequences  of  what  shareholdei-s  are 
willing  to  do."  he  told  Hi  si.VEs.-;  WKKK. 

The  situation  is  flire.  .Ju.st  two  months 
after  raising  .'?1.4  billion  in  an  interna- 
tional share  offei-ing,  the  company  an- 
nounced on  Jan.  2:>  that  199.5  losses 
would  be  larger  than  e.xpected,  close  to 
SI  billion.  Altogether,  the  company  has 
lost  $2.4  billion  since  1990,  largely  be- 
cause its  computer  business  has  not 
kept  pace  with  ter.hnol(jg-ical  changes. 
The  stock  price  has  been  declining  since 
early  1994  and  plunged  \'/}  in  Milan,  to 
a  record  low  in  late  .January  (chart).  In 
a  make-or-break  sti-ateg\,  De  Benedetti 
hopes  to  stanch  the  red  irk  while  build- 
ing Olivetti's  new  and  potentially  profit- 
able telecommunications  ventures. 

With  only  1.59c  of  the  stock  in  his  own 
hands,  De  Benedetti  does  not  own 
enough  of  the  comjiany  to  prevent  hi.- 


oiLster  if  shai*eholders  demand  it.  New  in- 
stitutional shai-eholdei-s  such  as  Deutsche 
Bank  and  Baring  A.s,set  Management  will 
wield  unprecedented  clout,  esjjecially  af- 
ter the  dissolution  in  late  Januan.'  of  a 
long-standing  i)act  that  allowed  De  Bene- 
detti to  tightly  control  the  company. 
"This  time,  no  results  and  he's  out,"  .<ays 
one  British  fund  manager. 

De  Benedetti  is  making  some  prog- 
ress. In  computers,  he  has  pushed  the 
breakeven  point  down  to  90(),0(X)  units, 
compared  with  1  million  a  year  ago. 
That's  largely  because  he  cut  the  work- 

OLivEnrs 

LONG  ROAD  DOWN 
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CASH-STRAPPED:  The  company's 
louses  for  I'j'j.j  aere  nearly  $1  billion 

force  from  4,000  last  June  to  less  than 
2,000  today.  Still,  margins  are  under 
pressure  as  more  nimble  players  such 
as  Compaq  Computer  Coi-p.  grab  mar- 
ket share. 

To  btiild  a  cash  cushion,  De  Benedet- 
ti is  .seeking  a  paitner  for  Olivetti's  prof- 
itable computer  systems  and  services 
business  in  Eiu'ope.  He  is  also  readying 
a  .sell-off  of  shai-es  in  Olivetti's  S2  billion- 
a-year  office-products  unit,  Lexikon,  by 
the  end  of  the  year. 

The  extra  cash  will  come  in  handy 
because  profits  from  the  company's  new 
telecom  ventures  won't  start  rolling  in 
for  a  couple  of  years.  Olivetti  is  bet- 
ting big  on  Omnitel  Pronto  Italia,  Italy's 
N'o.  2  mobile-telephone  operator,  in 
which  it  ownis  a  59%  stake  with  other 
investors.  Omnitel  is  unlikely  to  make  a 
profit  before  1998,  says  its  managing 
I  director,  Francesco  Caio.  The  good  news 
is  that  Olivetti's  stake  in  Omnitel  is  al- 
ready worth  around  S2  biUion.  That's 
jast  about  equal  to  Olivetti's  entire  mar- 
ket capitalization. 

'STRANGE  ELEMEKT."  Meanwhile,  Olivet- 
ti ha.-  teamwl  up  with  Bell  Atlantic  Corp. 
and  France  Telec-om  in  the  hopes  of  cash- 
ing in  on  the  liberalization  of  data  trans- 
mission and  long-distance  .senices  in  Ita 
ly  and  throughout  Europe.  With  the 
state-controlled  Telecom  Italia  still  pro- 
viding shoddy  senice  at  high  cost,  Oli 
%'etti  should  do  well,  says  Vito  Morawetz, 
an  as.s<xiate  at  London's  Cambridge  Stra 
tegic  Management  Group.  After  deregu- 
lation, "it's  hard  to  imagine  someone  not 
making  money  in  this  mai'ket,"  he  notes 

That,  of  coiu-se,  is  what  De  Benedetti 
is  hoping.  But  if  Olivetti  can't  show  a 
profit  this  year,  he  probably  won't  be 
around  to  claim  the  credit.  In  the  nearly 
20  yeai-s  since  he  took  over  the  strug- 
gling Olivetti  tj-pewTiter  fiiTn  in  1978, 
De  Benedetti's  career  has  been  a  roller- 
coaster.  In  the  '80s,  he  made  headlines 
for  his  attempted  takeover  of  Belgiimi's 
lai-gest  conglomerate,  Societe  Generate 
de  Belgique.  In  the  '90s,  he  faced  corrup- 
tion chai-ges  and  fines  for  Ills  alleged  role 
in  the  198^^  fall  of  Banco  Ambrosiano. 

The  way  De  Benedetti  tells  it,  he 
gets  no  respect  in  Italy  anymore.  "I 
guess  I'm  probably  a  sti-ange  element  in 
this  country,"  he  admits.  It  may  be  that 
De  Benedetti's  fellow  Italians  no  longer 
accord  him  the  accolades  they  once  did. 
The  only  way  he  can  change  that  is  to 
get  the  black  ink  flowing  again  at  Oli 
vetti.  It  may  be  mission  impossible. 

By  John  Rossant  in  Rome,  ivith  Gail 
Edmondson  in  Paris 


COMMENTARY 


By  Geri  Smith 


ZEDILLO  HAD  BEHER  GLEAN  UP  THE  CESSPOOL 


Things  in  Mexico  keep  getting  cu- 
riouser  and  curiouser.  Tiiis  time, 
a  close  associate  of  Raul  Salinas, 
brother  of  former  President  Carlos 
Salinas  de  Gortari,  is  saying  that  the 
$84  million  discovered  in  Raul's  secret 
Swiss  bank  accounts  is  really  a  ven- 
ture-capital fund.  Carlos  Peralta,  a 
prominent  Mexican  businessman,  says 
he  gave  Raul  $50  million  to  invest  in 
tourism  projects  that  never 
happened.  Peralta  never  asked 
for  a  receipt  and  can't  remem- 
ber what  bank  he  put  the 
money  in.  Peralta  denies  any 
link  between  the  $50  million 
and  blessings  such  as  a  valu- 
able cellular  phone  concession 
that  were  bestowed  on  him  by 
the  Salinas  administration. 

Peralta  is  a  long-time  friend 
of  the  Salinas  family  and  con- 
trols Mexico's  second-largest 
telecom  company,  Grupo  lusa- 
cell.  Until  now,  he  has  showTi 
excellent  business  sense.  But 
he  was  apparently  willing  to 
look  naive,  perhaps  to  save  hi> 
buddy  Raul's  skin  and  win 
back  the  millions  the  Swiss 
seized  as  suspected  money- 
laundering  proceeds.  Raul  has 
been  jailed  since  March,  1995, 
on  charges  of  masteiTninding  a 
political  killing  VA  years  ago. 
BIG  DEAL.  The  Mexican  public, 
of  course,  believes  that  Raul 
Salinas'  money  came  fi-om 
business  executives  buying  fa- 
vors from  his  brother  If  Raiil 
squirreled  away  that  much, 
people  figure,  how  much  did 
other  members  of  the  Sahnas  team 
pocket?  Both  Salinas  brothers  deny 
any  improprieties. 

President  Eniesto  Zedillo  Ponce 
de  Leon  has  made  a  big  deal  about 
bringing  the  rule  of  law  to  Mexico. 
Now,  he  has  to  go  beyond  high-profile 
jailings  and  get  to  the  bottom  of  the 
corruption  quagmire,  even  if  he  must 
shake  the  pohtical  and  business  Es- 
tablishment to  the  core. 

The  Mexican  public  w-ants  a  much 
fuller  accounting.  Foreign  investors, 
whose  resources  Mexico  desperately 
needs,  want  a  more  transparent  busi- 
ness envu'onment.  Some  of  those  who 
invested  following  the  principle  that 
the  foreign  partner  provides  the 
knowhow  and  the  Mexican  partner 


supplies  the  know-who  could  be  in  for 
sobering  experiences.  Bell  Atlantic 
Corp.,  for  example,  has  paid  nearly 
$1  biUion  for  42%  of  Peralta's  Grupo 
lusacell  since  1991-}  and  has  been 
stunned  by  Peralta's  revelations.  Bell 
Atlantic  ceo  Raymond  W.  Smith  says 
his  company  has  been  over  lusacell's 
books  with  "a  fme-tooth  comb"  and  is 
confident  the  $50  million  did  not  come 


WANTED":  A  piiiata  of  ex-President  Salinas 


from  lusacell  since  Bell  Atlantic's 
involvement. 

The  big  que.stion  is  how  far  Zedillo 
is  willing  to  push  the  investigation. 
The  attoi-ney  general's  office  is  inves- 
tigating Raul  on  charges  of  illicit  en- 
richment, which  could  cover  bribe- 
taking. But  it's  not  clear  whether  the 
tax  authorities  intend  to  pore  over 
Peralta's  tax  returns  to  see  if  he — or 
his  company — reported  the  $50  mil- 
lion "investment." 

The  newly  aggi-essive  press  and 
opposition  members  of  Congress  ap- 
pear unwilling  to  let  the  scandal  be 
swept  under  a  lug.  The  excesses  of 
the  Salinas  era  have  become  a  bitter 
national  joke.  Vendors  in  Mexico  City 
hawk  pinatas  showing  Carlos  Salinas 


in  a  tuxedo  brandishing  fistfuls  of  pe- 
sos and  dollar  bills.  Others  sell  dolls 
showing  the  former  President 
dressed  in  prison  garb  and  holding  a 
sack  of  loot. 

Sources  confinn  that  Salinas  is  liv- 
ing in  Cuba,  shielded  from  prying 
eyes  and  investigators.  Family  mem- 
bers regularly  trek  to  Havana  to  visit 
him — and  the  new  baby  just  boni  to 
his  mistress.  But  back  in  Mexi- 
co, many  of  the  people  that  he 
and  his  brother  Raiil  dealt 
with  while  in  power — business- 
people,  politicians,  and 
friends — are  running  for  cover. 
HONEST  MAN.  Peralta's  disclo- 
sures sent  real  shock  waves 
through  several  corporate 
lioardrooms.  He  named  other 
businessmen  who  he  said  may 
have  contributed  money  to 
Raul's  mysterious  fund:  Adrian 
Sada  of  glassmaker  Vitro  and 
Banca  Seiii'n  and  Roberto 
( Jonzalez  of  tortilla  maker  Mas- 
I'ca,  who  is  Caiios  Salinas'  god- 
father. Both  men  immediately 
denied  any  connection  with 
Raul's  millions. 

There  are  several  things  Ze- 
dillo could  do  to  help  restore 
confidence.  Fu'st,  conduct  a  se- 
lious  investigation  into  the  ori- 
gin of  Raiil's  accounts.  If  they 
are  illicit  proceeds  from  bribes 
Ibr  government  favors,  or  pay- 
offs fi'om  privatizations,  such 
deeds  should  be  punished.  If 
South  Korea  is  capable  of  go- 
ing after  top  former  officials 

  and  leading  executives  accused 

of  bribery,  surely  Mexico  can,  too. 

Second,  Zedillo  should  set  an  ex- 
ample: He  is  widely  believed  to  be  an 
honest  man  who  has  not  benefited  iUi- 
citly  fr-om  his  gover-nment  posts.  Al- 
though he  is  not  r-equired  by  law-  to 
make  public  an  annual  statement  of 
personal  wealth,  he  could  score  big 
points  by  doing  so. 

Mexico's  biggest  problem  right 
now  is  that  its  people  do  not  tr-ust 
their  leaders.  Most  Mexicans  assume 
that  Zedillo  will  never  get  to  the  bot- 
tom of  this  scandal.  If  he  is  to  win 
their  trust,  he  will  have  to  prove 
them  wrong. 

Smith  heads  the  Mexico  City 
bureau. 
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YELTSIN  TO  VOTERS: 
REFORM?  NEVER  HEARD  OF  IT 


To  get  an  idea  how  Vladimir  Kadannikov  might  handle 
himself  as  Russia's  new  First  Deputy  Premier  for  the 
economy,  take  a  look  at  what  he  did  in  1994.  Flush  with 
dollars,  newly  rich  Russian  capitalists  were  snapping  up 
BMWs,  Mercedes,  and  Volvos.  They  were  sneering  at  the 
clunkers  churned  out  by  Avtovaz,  the  huge  Russian  carmak- 
er where  Kadannikov  was  chief  executive.  Instead  of  tiying  to 
spiff  up  his  Lada  models  that  look  like  1972  Fiats,  the  car 
boss  used  his  clout  vdth  Russian  President  Boris  Yeltsin  to 
slap  a  highly  protectionist,  100%  tariff 
on  imported  cars. 

Kadannikov,  whose  rise  accompanies 
Yeltsin's  sacking  of  privatization  chief 
Anatoli  Chubais,  isn't  a  total  disaster.  He 
has  had  substantial  exposure  to  Western 
business  practices  and  has  a  much  more 
sophisticated  outlook  than  some  fonner 
Communist  managers  who  have  spent 
their  careers  in  isolated  arms  plants.  He 
has  fans  in  the  reform  camp,  including 
Former  economic  honcho  Yegor  T.  Gaidai'. 
But  this  appointment  is  still  a  signal  that 
Yeltsin  was  badly  stung  by  the  strong 
Oommunist  showing  in  December's  Diuna  vote.  The  Pi'esident 
;s  focusing  on  the  June  presidential  campaign,  and  he  is  going 
:o  try  to  distance  himself  fi'om  the  pain  of  economic  reform 
antil  that  vote  is  over. 

MISSING  PAYCHECKS.  Bringing  in  a  Soviet-style  factory  direc- 
tor is  intended  to  placate  Russian  workers  and  industrialists, 
ffho  feel  they  have  been  shafted  by  reforms.  Kadannikov  can 
je  expected  to  push  for  high  tariffs  and  limits  on  privatization. 
VIost  worrisome,  Kadannikov  is  also  likely  to  throw  big  money 
it  such  political  problems  as  failing  industries  and  workers  who 
iren't  getting  paid — a  coui-se  that  could  reignite  inflation. 

Yeltsin's  single  biggest  political  problem  is  that  millions  of 
A^orkers  haven't  seen  a  paycheck  for  months.  Already,  coal 
Tiiners,  schoolteachers,  and  metal  workers  are  thi-eatening  to 


GLOBAL  WRAPUP 


LADA  LINE:  Tariffs  shield  the  clunkers 


strike.  Knowing  that  labor  unrest  could  make  a  mess  of  his 
campaign,  Yeltsin  is  setting  up  funds  that  would  pay  all 
workers  one  month's  salary.  He  has  also  promised  almost 
$7  billion  for  struggling  industries.  "Yeltsin  is  trying  to  dis- 
tance himself  from  the  pain  that  many  Russians  have  felt  dur- 
ing economic  liberalization,"  says  Liam  HalUgan,  an  economist 
at  Moscow's  Center  for  Economic  Performance. 

Such  spending  will  be  inflationary  and  won't  address  the 
real  reasons  why  workers  aren't  being  paid.  One  of  these  is 
the  unchecked  greed  of  enterprise  man- 
agei's  who  delay  paying  wages  for  thi"ee- 
nionth  intei-vals.  Tliey  then  put  the  mon- 
ey in  high-yield  treasuiy  bills  and  pocket 
the  interest. 

The  primary  difficulty  is  that  many 
Russian  enterprises  have  not  been  re- 
stiTictured  and  don't  make  enough  to  cov- 
er salaries.  But  Kadannikov  will  proba- 
bly just  prop  them  up  I'ather  than  sUm 
them  down.  Look  at  liis  own  Avtovaz.  De- 
spite the  high  tariffs  on  imports,  it  stiU 
owes  the  government  and  creditors  $1.2 
billion  and  can't  make  payi'oll. 
The  prospect  of  blowing  out  the  budget  is  ab-eady  alanning 
Russia's  international  creditors.  For  instance,  the  International 
Monetaiy  Fund,  which  had  been  prepaiing  a  $9  billion  loan,  is 
getting  nervous.  Soui'ces  say  Prime  Minister  Viktor  S.  Cher- 
nomyixlin  and  Yeltsin  ai'e  asking  Western  creditors  to  put  up 
with  a  little  backsliding  that  can  be  made  up  after  the  elec- 
tion. What  the  IMF  may  do  is  give  Russia  a  more  restrictive 
one-year  facility  instead  of  the  planned  three-year  package. 

The  West  is  hoping  that  the  Kadannikov  era  will  be  brief. 
He  is  there  to  help  get  Yeltsin  reelected.  If  that  goal  is  at- 
tained, Yeltsin  will  have  much  greater  latitude  to  do  as  he 
pleases — ^the  thinking  goes.  But  it  is  becoming  very  difScult  to 
determine  what  policies  Yeltsin  really  favors. 

By  Patricia  Kraiiz,  with  Peter  Galusztia,  in  Moscow 


NEW  MIDDLE  EAST  AIR  WAR 

►  Jordan  and  Israel  have  made 
peace,  but  their  national  airlines  are 
butting  heads.  Royal  Jordanian  is  al- 
ready offering  Israeli  customers 
cheap  flights  to  the  Far  East  from 
Amman.  It  has  a  competitive  advan- 
tage over  El  Al  Israel  Airlines  Ltd., 
because  it  can  fly  directly  over  Saudi 
Arabia.  That  slices  about  three 
hours  off  of  flight  time  and  several 
hundred  dollars  off  the  price  of  a 
ticket. 

Royal  Jordanian  is  expected  to  be- 


gin flying  from  Tel  Aviv  in  a  few 
weeks.  Until  then,  local  travel  agents 
are  offering  Israehs  deals  involving 
bus  trips  across  Jordan  bridges  and  a 
one-day  tour  in  Amman,  combined 
with  a  flight  to  Bangkok  and  other 
Far  Eastern  destinations.  El  Al  plans 
to  fight  back  by  offering  travelers 
low-cost  fares  to  Amman  ft-om  North 
America  via  Tel  Aviv. 

BOSNIA'S  BANKS  CASH  IN 

►  While  European  and  American 
companies  jockey  for  the  business  of 
helping  rebuild  war-torn  Bosnia,  one 


set  of  winners  is  already  clear:  local 
entrepreneurs  who  started  private 
banks  during  the  height  of  hostili- 
ties. The  Clinton  Administration  and 
the  World  Bank  want  these  lenders 
to  handle  the  bulk  of  the  anticipated 
hundreds  of  millions  of  dollars  in 
loans  to  the  private  sector,  which 
could  start  flowing  as  early  as  March. 
The  private  banks  will  get  a  boost 
from  a  financial  system  overhaul — 
aided  by  the  U.  S.  Federal  Deposit 
Insurance  Corp. — whose  aim  is  to 
close  or  sell  off  insolvent  state- 
owned  banks. 


YouVe  investing 
The  last  thing  yoi 

do  is  a  lo 


1  1 

If  you're  like  most  investors,  you  want 
make  wise,  productive  decisions  about 
money  you're  putting  away  tor  retirement.  1 
quality  ot  your  life  after  retirement  may  v 
well  depend  on  it. 

But  most  of  us 
have  our  hands  full 
eamini^  a  living, 

raising  a  family  and  account  easy. 

taking  care  of  the  thousand-and-one  detaili 

daily  life.  Unfortunately,  that  leaves  us  v 

less  time  than  we  might  like  to  devote  t(  > ' 

investment  process.  And  that's  where  Schw 

Mutual  Fund  OneSource  is  a  real  advanta,' 

An  intelligent  way  to  irivest 
for  the  big  day. 


Schivab'i  ChwSourcc  nuj 
managing  your  rewcmi 


Mutual  Fund  OneSt)urce  is  a  ser\ 
designed  to  help  you  streamline 
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or  retirement, 
hould  have  to 
)f  work. 


lify  the  investment  process, 
''e  at  Schwab  have  reduced  the  universe 
000  mutual  funds  to  350  from  some 
e  most  prominent  fund  tamiUes  in 
rica.  Many  ot  those  funds  are  among 
ones  most  frequently  chosen  by 
;tors  and  financial  advisors. 

No  loads.  No  tramactions  fees. 
No  shortage  of  help. 

'ery  Mutual  Fund  OneSource  fund  is 
>f  loads  and  transaction  fees. 
C^ould  you  expect  anything  else  from 
les  Schwab?) 

n  the  subject  of  what  you  can  expect 
us,  consider  all  the  tools  we  offer  to 

improve  your  investment  decision 
ig.  To  help  you  define  your  invest- 

objectives,  we  offer  our  Mutual 


Fund  Selection  Planner  ".  Our  Mutual  Fund 
Performance  Guide"  gives  you  historical 
performance  data  on  over  900  funds  avail- 
able through  Schwab.  And  our  Mutual 
Fund  Select  List  "  shows  you  the  historically 
high-performing  funds  we  offer. 

So  why  not  become  a  Mutual  Fund 
OneSource  customer? 

If  you  want  to  make  wise,  productive 
decisions  about  the  investing  you  do  for 
your  retirement,  we  have  a  feeling  it 
might  just  work  tor  you. 


OneSource 


FROM  SCHWAB 


OneSource. 
The  Second  Schwab  Revolution. 


Charles  Scfawabi 


Historically 
Hi^h  Performers 

(J/iam  represent  f^oivlh  oj  a  hyjiothctical 
$10,000  tmiesanent  over  a  multi-year  /vriod 
ending,  1 213 1 195.  Assumes  remt'esniicnt  of 
capital  gaim  and  inconu: . 

Past  performance  is  no  guarantee  of 
future  results.  Returas  will  vary  ami 
shares  may  he  xviirch  mirre  (ir  less 
than  original  cost  when  sold. 

Neuberger  &  Berman  Guardian 
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Valve  of  int/estiiifnl:  $24,771 
Average  annua!  returns  (as  of  12/31 195) : 
1  year +  32.11  %    5  yarr  +  19 .45% 
10  year  +  14.86% 

Strong  Opportunity 
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Vafite  o/im'estment:  $24,596 
Average  annua/ retunis  (iis  of  12/31195): 
1  year  +  27.27%   5  year  +  19.72% 
JO  year  +  18.3.^% 

Founders  WoRLOwmE  Growth 
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Value  of  investment:  $20,973 
Ai'eraj^e  annua/  returns  (a.s  oj  12/31/95): 
1  year  +  20.63%   3  year  +  15.97% 
SiiKe  inception  f/2/3i/89)  +  /-/.37% 

H08NKM  Data  pro^vied  by  MomiiXj;star,  Inc. 
.IS  ()/  12/31/95.  These  and  over  350  funds 
are  available  through  Schwab's 
Mutual  h'urul  t>ie^'ource . 


Free  Subscription 

For  an  objective  ranking  of  tlie  historically 
high-performing  funds  available  through 
Schwab,  call  for  two  free  issues. 
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or  less.  Schwab  reserves  the  right  to  assess  Schwab's  standatd  transaction  fees  in  the  future,  shuuld  shott-term  trading  become  excessive.  Your  IRA  must  have 
111  ;issets  by  9/15/96  to  qualify  for  the  no  annual  fee.  Set-up  and  maintenance  fees  for  certain  IRA  assets  such  as  limited  partnerships  and  promissory  notes  still 
.1.  (national  investing  involves  additional  risk  to  principal,  including  currency  fluctuations,  political  instability  and  foreign  regulation.  Cettain  funds  may  have 
i  I  irtion  of  their  advisor  fee  during  a  specified  period.  Without  the  fee  waivers,  the  returns  for  these  funds  would  have  been  lower. 


STINGING 

SMALL 

BUSINESS 

There's  a  new  breed  of 
swindler  out  there-and 
entrepreneurs  are  the  prey 

Back  in  1993,  Kreso  Bezmalinovic  was  the  proud  owner 
of  a  thriving  small  business.  The  46-yeai-old  Croatian 
inunigi'ant  had  carved  out  his  own  piece  of  the  Amer- 
ican Dream:  In  three  years,  he  had  built  American 
Shipyaixl  Corp.  in  New|3ort,  R.  I.,  mto  a  $12  milhon 
company  that  repau"s  ships  for  the  U.  S.  Navy  and  U.  S.  Coast 
Guard.  But  Bezmalinovic  was  soon  to  find  just  how  precaiious 
his  hold  on  the  entrepreneui-ial  ladder  really  was.  It  was  a  les- 
son that  would  nearly  put  him  out  of  business. 

Scrambhng  to  Une  up  some  much-needed  capital,  Bezmah- 
novic  approached  Onyx  Financial  CoiiJ.,  a  Miami-based  fimi 
that  pui^iortedly  aiTanged  financing.  Assured  that  Onyx  could 
raise  $4  milhon,  Bezmalinovic  paid  Onyx  $50,000  in  fees.  But 
American  Shipyard  never  I'eceived  a  dime.  In  August,  1995, 
Bezmalinovic  may  have  found  out  why:  Florida  pr-osecutors  ai'- 
rested  Onyx'  principals  on  criminal  charges  of  operating  a 
fraudulent  "advance  fee"  scheme  to  bilk  tlu'ee  companies,  in- 
cluding American  Shipyard,  out  of  $163,000.  Meanwhile,  the 
company  straggled.  The  financial  problems  kept  it  fi"om  winning 
many  new  contracts,  and  sales  slid  50%.  "We  got  taken  to  the 
cleaners,"  says  Bezmahnovic.  "Thank  God  we  survived." 

For  small  basinesses,  Bezmalinovic's  sad  stoiy,  and  variations 
on  it,  are  becoming  increasingly  common.  Small-business  for- 
mation is  booming,  propelled  by  a  generation  of  entrepre- 
nemial  innovators  and  the  huge  layoffs  in  Corporate  America. 
But  this  eager  class  of  risk-takers  is  discovering  that  the 

risks  can  be 
greater  than 
they  ever 
imagined.  To 
all  the  normal 

bedevilments  of  small  business — tight  financing,  unsure  mar- 
kets, strong  rivals — add  another;  a  new  breed  of  unscrupulous 
moneymen  who  prey  on  entrt  pi-eneiu's. 

Con  ailists  have  been  around  foi-  ages,  of  cf)urse.  But  the  fa- 
tal combination  of  entrepreneurial  fei-vor,  need,  and  financial 
naivete  makes  small-business  owners  such  as  Bezmalinovic 
easy  marks  for  a  new  variety  of  scamsters.  Filled  with  en- 
thusiasm for-  their  own  ideas,  they  can  be  startlingly  inexperi- 
enced in  finance.  "Technical  entr-epreneurs,  especially,  think 
what  they  do  is  important,  but  that  the  business  side  is  trivial," 
says  Brad  Bertash,  du-ector  of  the  Wing-Brown  Institute,  a  Salt 
Lake  City  nonprofit  venture-capital  consulting  firm. 

Above  all,  what  makes  emer-ging  companies  easy  marks  is 


SpecialReport 


THE  CON  ARTISTSV  TRICKS 


THE 
PITCH 


ADVANCE  FEE  SCHEMES 


SHELL  MERGERS 


An  offer  to  fielp  locate  fi- 
nancing, sucli  as  letters  of 
credit  or  capital  from  wealthy 
private  investors. 


A  fast,  cheap  way  to  go  pi 
by  merging  with  a  nonopel 
shell  company  that  alrea^ 
shares  trading. 


THE  An  up-front  payment,  usually 
CATCH  $2,500  to  $30,000.  When  the 
cash  never  materializes,  pro- 
moters often  blame  the  com- 
pany's poor  finances.  In  truth, 
the  investors  never  existed. 


The  new  company's  stock 
languishes  because  inve' 
are  leery  of  tiny,  unknowi 
Shares  are  also  ripe  for  m 
lation  by  brokers  and  exisi 
stockholders. 


their-  often  desper-ate  tliir-st  for-  capital.  Although  Small  Business 
Administration-guaranteed  loans  have  expanded  dr-amatically, 
companies  that  ar-e  fiulher  along  in  theu-  develojjment  often  fall 
tlu-ough  the  cr-acks.  Tliose  needing  $1  million  to  $10  million  are 
too  r-isky  for  traditional  bank  financing,  while  nonbank  lenders 
can  demand  exorbitant  inter-est  rates.  And  most  startups  ar-e 
not  fast-gTowing  enough  for  ventur-e  capital. 
HOTBEDS  OF  ABUSE.  So  entr-epreneur's  ar-e  left  to  swim  in 
shar-k-infested  water's:  the  world  of  stock  pr-omoter-s  and  bro-' 
kerage  fir-ms  that  specialize  in  small-cap  companies.  Worse  j 
yet,  well-intentioned  efforts  by  the  government  to  make  it' 
easier  for  small  businesses  to  raise  capital  have  paradoxically' 
created  hotbeds  of  abuse.  Indeed,  many  of  the  schemes  used  to  J 
squeeze  money  fi'om  imsuspecting  entr-epr-eneurs  ar*e  technically; 


caught  in  an  alleged 
"advance  fee"  scheme-ai 
his  company  almost  faile^ 


cial  predators  are  targeting  capital-starved  small  companies 
.  iiost  of  sophisticated  scams.  A  few  of  the  more  common  ones: 


IRM  REGISTRATION 

an  SEC-sanctioned  scor 
orm  registration,  companies 
II  shares  faster  and  at  less 
an  a  full  ipo. 


GOING  PUBLIC 


Doing  an  ipo  gives  a  small  firm 
access  to  investors  as  well  as  the 
ability  to  finance  acquisitions  with 
stock. 


ers  often  charge  huge  fees  to  Specialized  small-cap  broker-deal- 
e  scoRS,  but  results  are  often    ers  often  demand  exorbitant  fees 
hey  may  oversell  their  services  And  some  unscrupulous  broker- 
tential.  Only  25%  raise  the     dealers  then  artificially  inflate  the 
3d  sum.  :  stock;  after  they  unload  their  own 

DATA:  BUSINESSWEEK  ^  sharcs,  the  stock  collapses. 

legal.  Operating  just  this  side  of  the  law,  many  sophisticated 
promoters  take  advantage  of  loose  regidation.  "These  guys 
are  like  tax  attorneys,  always  looking  out  for  new  loopholes," 
says  Howai'd  Sirota,  a  fonner  National  Association  of  Securities 
Dealers  investigator  who  now  practices  securities  law.  "They 
know  exactly  how  far  they  can  go  to  avoid  trouble." 

For  Bezmalinovic,  the  problems  began  when  the  bank  that 
held  the  mortgage  on  the  wateifi-ont  site  leased  by  American 
Sliipyards  got  into  financial  difficulties  and  called  the  loan. 
Although  he  quickly  hned  up  a  replacement  loan  for  $3.1  mil- 
lion, interest  was  a'lofty  15'A%.  With  the  $39,000  monthly  pay- 
ments sapping  cash,  Bezmalinovic  sought  refinancing.  He  soon 
fell  prey  to  one  of  the  most  common  abuses  small  businesses 
now  face:  investment-consulting  fii'ms  that  demand  fat  up- 


THE  ACCUSED 

Florida  prosecutors  say  Onyx  Financial's  Wal- 
ter Kolker  (left)  and  Ronald  Williams  bilked 
Bezmalinovic  and  hundreds  of  others.  Kolker 
and  Williams  have  pled  not  guilty  to  charges. 


front  fees  to  look  for  funds.  Such  schemes  ty]Dically  target 
entrepreneur's  who  have  exhausted  personal  resoiux-es. 

A  business  acquaintance  referred  Bezmalinovic  to  Onyx, 
and  he  and  his  accountant  flew  down  to  meet  Onyx  principals 
Walter  S.  Kolker  and  Ronald  G.  Williams.  In  Onyx'  lavish  of- 
fices on  prestigious  BrickeU  Avenue  in  Miami's  financial  district, 
Bezmalinovic  says,  the  pah-  assured  him  that  they  had  many 
private  investors  on  tap  and  financing  would  take  just  weeks. 
After  calling  a  half-dozen  references  who  sang  Onyx'  praises, 
Bezmalinovic  paid  Onyx  $50,000. 

He  wasn't  the  only  one  apparently  taken  in:  In  November, 
1993,  Kolker  and  Williams  were  arrested  and  charged  with  tak- 
ing fraudulent  advance  fees.  Separate  criminal  charges  of 
stock  manipulation  were  filed  in  April,  199.5.  Beth  Blechman, 
Assistant  Statewide  Prosecutor  for  Florida,  says  the  evidence 
indicates  that  the  paii"  has  bilked  some  2.50  client  companies  out 
of  millions  of  dollai's  in  a  variety  of  scams.  She  expects  further 
SEC  civil  charges  to  be  filed  soon.  Moreover,  Williams  is  a  dis- 
barred attorney  who  pled  guilty  to  charges  stemming  fi'om  a 
fraudulent  oil  and  gas  tax  shelter  scheme  in  1989. 

Kolker  and  Williams  have  pled  not  guilty  to  the  Florida 
chai'ges.  Kolker  declined  to  comment.  WiUiams,  tlu'ough  his  at- 
torney, blames  the  risks  of  small  business  for  financing  prob- 
lems. Meanwhile,  vrith  their  trial  delayed  by  procedui'al  issues, 
they  are  still  in  business:  They  moved  to  new  offices  in  the 
same  building  and  reopened  as  Select  Capital  Advisors  Inc. 
FAMILIAR  FACES.  Stickirig  to  the  higher-profile,  i-egulated  world 
of  IPOS  may  be  no  less  risky.  In  recent  years,  a  booming  sub- 
cultiu'e  has  spiimg  up  consistijig  of  imsci-upulous  brokers  eager 
to  ensnare  small  companies  in  webs  of  linked  transactions. 

Ironically,  they've  emerged  in  part  because  the  Securities  & 
Exchange  Commission  did  its  job.  The  well-intentioned  penny- 
stock  regulations  of  the  early  1990s  now  protect  investors 
from  the  worst  abuses  of  the  bucket-shop  scams  of  the  '80s. 
But  the  con  artists  remain.  Although  such  notorious  firms  as 
Blinder  Robinson  and  First  Jersey  Securities  have  been  shut- 
tered, many  penny-stock  dealmakers  and  brokers  are  now 
working  with  small  caps.  "No  question,  many  of  the  old  penny- 
stock  players  have  migrated,"  says  Neal  Sullivan,  executive  di- 
rector of  the  North  American  Securities  Administrators  Assn. 

One  Houston  fiiTn  is  still  reehng  fi-om  such  a  scheme.  Start- 


ing  in  the  late  1980s,  Lisa 
Moore  Tlu-ano  worked  hai'd 
to  build  Co-Counsel  Entei-- 
prises  Inc.,  a  provider  of 
temporary  attoi'neys  and 
paralegals.  The  41 -year-old 
Turano,  a  Houston  attor- 
ney, and  her  husband, 
.Joseph  Tiu'ano,  44,  had  of- 
fices in  thi'ee  cities  by  May, 
199.3,  and  wanted  to  ex- 
pand. They  met  .Josejih 
Pagano,  a  venture  capitalist 
fi'om  Aspen,  Colo. 

Accoi'ding  to  the  Tin';i- 
nos,  Pagano  offered  to  pi  n 
vide  management  and  li 
nancing  advice,  as  well  as 
locate  an  underwriter,  in 
exchange  for  a  stake  in  Co- 
Counsel.  They  sold  25^f^at 
a  price  of  48^  per  shai-e — to 
a  gToup  headed  by  Pagano 
in  July.  Witliin  months,  the 
Turanos  claim,  Pagano 
helped  airange  a  $4  million 
public  offering  to  be  undei-wiitten  by  -J.W.  Charles  Securities 
Inc.  in  Boca  Raton,  Fla.  On  Nov.  22,  "l993,  Chai-les  led  the  sale 
of  roughly  1.6  million  units — of  one  share  and  one  wan-ant 
each — for  $3.2.5.  Within  two  weeks,  the  value  of  the  units  in- 
explicably shot  up  1.50%,  to  .$8.  Then  just  as  suddenly,  the  val- 
ue drojjped  60%,  to  $3  by  yearend. 

The  price  gyration  caught  the  attention  of  the  SEC.  In  Oc- 
tober, 1994,  it  filed  a  civil  complaint  alleging  stock  manipulation 
against  three  brokers:  F.  N.  Wolf,  Hibbard  Brown,  and  L.  C. 
Wegard.  All  trace  their  lineage  to  Fu'st  Jersey. 

In  its  October  complaint,  the  SEC  alleged  that  within  two 
weeks  of  Co-Counsel's  IFO,  the  three  acquired  95.7%.  of  the 
shai'es.  By  trading  among  themselves,  the  sec  alleged,  Wolf, 
Hibbard  Brown,  and  Wegard  pushed  the  shai-es  to  .$8  before 
luiloading  them  on  retail  clients.  The  shai-es  have  now  fallen  be- 
low .$1.  All  told,  the  SEC  alleged  that  the  finns  earned  .$5.5  mil- 
lion manipulating  Co-Counsel's  shares.  Neither  Pagano  nor 
J.  W.  Chai'les  were  named  by  the  sec 

"DISTRACTION."  How  did  viitually  the  entire  stock  offering 
get  from  J.  W.  Chai'les  to  the  other  bi'okers  in  two  weeks?  Ac- 
cording to  SEC  officials,  F.  N.  Wolf  &  Co.  President  FranWin  N. 
Wolf  an-anged  for  a  number  of  large  investors  to  buy  large 
blocks  of  the  ipo  directly  from  Charles  and  other  brokers. 
Tliose  investoi-s  then  quicldy  sold  the  shai'es  back  to  Wolfs  finn 
for  a  small  profit.  Joel  Marks,  head  of  Charles's  coiporate-fi- 
nance  unit,  denies  any  role  in  the  manipulation.  "We  did  noth- 
ing improper,"  he  says. 

Hibbard  Brown  &  Co.  settled  the  chai-ges  without  admitting 

guilt,  as  did  Frank 
Wolf  personally.  He 

  was  banned  ft'om  the 

securities  business  for 
Ufe.  In  Januaiy,  an  administrative  judge  upheld  the  SEC  chai'ges 
against  L.  C.  Wegard  &  Co.  and  F.  N.  Wolf,  the  finn.  The  SEC 
has  revoked  the  r-egistration  (jf  all  thi-ee  finns.  Wolf  did  not  re- 
turn repeated  calls,  nor  did  tin-  attorney  foi'  Hibbard  Brown. 
Jeny  Selvers,  an  attorney  for  Wegmxl,  denies  any  wongdoing 
and  says  Wegard  is  still  operating  while  it  appeals. 

Pagano  vehemently  denies  any  role  in  an-anging  Co-Coun- 
sel's IPO  or  in  the  stock  manipulation.  He  says  he  was  simply  a 
venture-capital  investoi'  and  provided  no  financing  advice.  Al- 
though Pagano  admits  he  introduced  the  company  to  his  long- 
time associate  Wolf — whose  wife  participated  in  Pagano's  pi-e- 
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li'o  investor  group — he  says  he  vva; 
unaware  that  Wolfs  fii-m  had  been  re 
Lisa  and  Joseph     peatedly  cited  for  violations  by  the  SE( 

Turano  fell  victim  ''''  Jff       ^^''^  J^/'^^v    , . 

Although  an  innocent  victim  of  th( 
to  a  StOCk-manip-  manipulation,  Co-Counsel  has  beei 

Ulation  scheme      f^^l^-  ™      '^""'^  now  trading  be 
low  the  exercise  pnce  for  the  IPO  war 
that  has  left  their  rants,  it  has  been  unable  to  I'aise  capital 
lefial-ServiceS  complete  its  expansion.  "It's  causae 

^  distraction  and  damage,"  says  Turano. 

firm  unable  to  The  scheme  that  hit  Co-Counsel 

*>oio/:i  ncmr  r>oriif  ol  clearlv  violated  securities  regulations 
raise  new  capital  However,  one  of  the  most  commoi 
abuses  small  companies  face  appears 
perfectly  legal.  For  many,  the  quickest  route  to  financing  can  b( 
the  Small  Coiporate  Ofteiing  Registration  (scoR).  Designed  bj 
the  SEC  to  make  going  public  easier  and  cheaper,  a  scoR  is  j 
shortened  prospectus  for  registering  stock  offerings  up  to  $; 
million.  So  far,  success  has  been  mixed.  Since  1992,  the  Dallas 
based  newsletter  scoR  Report  has  recorded  547  offerings.  Bul 
only  about  25%  have  raised  the  planned  funds. 

Tlie  reason  is  that  many  such  companies  shouldn't  be  goin| 
public  in  the  fii-si  place.  Few  serious  investors  would  put  mon 
ey  into  unj^roven  companies  about  which  they've  received  onlj 
limited  financial  information.  But  financially  naive  entrepre 
neurs  often  don't  realize  that.  Instead,  they  Usten  to  a  host  o 
questionable  advisei-s  who  charge  huge  fees  to  help  finns  file  ; 
SCOR — while  vastly  overselling  the  chances  of  success. 

That  was  the  experience  of  Kathy  Kidder  Jones,  founder  o 
Urinette  Inc.  in  Pensacola,  Fla.  A  former  saleswoman  foi 
Ameiican  Hospital  Co.,  Jones,  47,  designed  a  female  urinal  foi 
use  in  pubhc  restrooms.  By  1993,  Jones's  patented  inventioi 
was  a  liit  in  test  mai'keting.  She  outfitted  a  plant  with  .$400,00( 
from  friends  and  family  but  needed  $700,000  for  marketing. 

A  local  stockbroker  recommended  that  Jones  talk  with  DMA 
Inc.,  a  tln-ee-person  consulting  fii-m  in  Cleai-water,  Fla.  Jonei 
says  that  dmv  ceo  Leonard  Toups  persuaded  her  to  do  i 
short-foiTO  placement  to  raise  the  $700,()00.  His  seOing  point,  ac 
cording  to  Jones:  Toups  promised  to  provide  investor's.  "We  de 
cided  to  work  with  them  because  they  said  they  had  investor; 
they'd  bring  to  the  table,"  says  Jones. 

That  tur-ned  out  to  be  only  one  of  DMv's  many  misrepre 


sentations,  Jones  claims.  Since  SCOR  placements 
require  firms  to  find  investors  themselves  to 
buy  their  shares,  dmv's  services  included  advice 
on  how  to  nin  a  successful  direct-mai'keting  cam- 
paign to  sell  stock.  Jones  says  Mark  C.  Clancy, 
dmv's  compliance  officer,  advised  her  the  process 
would  take  about  four  months  and  involve  up- 
front costs  of  around  $17,000,  with  an  additional 
$40,000  in  fees  and  expenses  later.  Clancy  even 
gave  Jones  a  copy  of  his  book.  The  Aii  mid  Sci- 
ence of  Raisirtg  a  Million  in  120  Days. 

Jones  didn't  get  anywhere  near  that  much — 
and  it  took  a  lot  longer  than  120  days.  The 
process  consumed  nearly  a  year  and  cost  Jones 
$74,000.  The  offering  raised  only  $360,000,  vir- 
tually none  of  which  came  from  dmv's  purport- 
ed investors  or  the  direct-marketing  campaign. 
"They  completely  oversold  their  capabihties," 
complains  Jones. 

Toups  did  not  respond  to  requests  for  com- 
ment. Speaking  for  the  company  and  himself, 
Clancy  denies  Jones's  contention,  saying  she  "is 
under  miscommunication."  He  says  that  dmv's 
estimates  for  time  and  expenses  were  simply 
"best  case."  And  he  says  dmv  never  pi'omises  to 
line  up  investors.  But  thi-ee  other  dmv  clients 
contacted  by  BUSINESS  WEEK  say  Toups  made  exactly  the 
same  promise  to  them.  "They  definitely  told  us  they  would 
bring  investors  to  the  table,"  says  Robert  M.  Hickey,  a  prin- 
cipal of  Jeffrey's  Coffee  &  Tea  Co.  in  Tampa.  But  when  dmv 
failed  to  produce  any  investors  for  Joffi'ey's  $1  million  offeiing, 
the  company  reaped  just  $150,000  from  other  soui'ces. 
SHELL  GAME.  Other  seemingly  legal  money-i-aising  schemes  can 
have  even  more  devastating  results.  One  favorite  of  un- 
sci-upulous  stock  promoters:  They  resun-ect  inactive  shell  com- 
panies that  ab'eady  trade  on  nasdaq  and  do  "reverse  mergei-s" 
by  acquiring  legitimate  startups  desperate  for  fimds.  Utah 
secuiities  dii-ector  Mark  J.  Griffin  says  he  has  seen  a  distiu-b- 
ing  upsui'ge  of  such  "zombie"  shells.  "They  ai'e  usually  the  kiss 
of  death,"  Griffin  warns. 

The  reason:  The  pro- 
motei"s  convince  compa- 
nies that  after  going 
public  thi'ough  a  shell 


So  Faylor  was  pleasantly  surprised  when  Irving  R.  Rill,  a 
congenial  73-year-old  representing  a  Coral  Gables  (Fla.)  com- 
pany called  Bestsellers  Group  Inc.,  approached  him  at  a  sta- 
tioners' convention  in  May,  1994.  Rill  wanted  to  buy  Noah's 
Alt.  Faylor  would  stay  on  to  nm  the  card  business,  while 
Bestsellers,  which  mai'keted  books  to  gift  shops  thi'ough  a  sales 
force  of  70,  would  handle  mai-keting  and  finance.  Faylor  thought 
it  a  perfect  fit.  He  sold  Noah's  Ait  to  Rill  on  Dec.  30  for 
$38,000  and  100,000  shares  of  Bestsellers,  which  he  says  Rill 
told  him  was  set  to  go  public  in  early  Januaiy. 
"I  WAS  NAIVE."  But  the  39-year-old  artist  appears  to  have 
ended  up  on  the  wi"ong  side  of  a  shell  deal.  In  reality,  Rill  had 
acquired  control  of  Bestsellers  on  June  30,  1994,  when  he 
an-anged  for  it  to  go  public  thi'ough  a  merger  with  a  nonop- 
erating  NASDAQ-traded  shell  company,  nac:c  Acquisition  Coi-p. 
In  compensation.  Bestsellers  issued  6.4  million  shares  to  Amer- 
il  Corp.,  a  private  company  controlled  by  Rill. 

Bestsellers  shares  didn't  begin  trading  until  Jan.  13,  1995, 
when  they  showed  up  on  Nasdaq's  Bulletin  Boai'd,  a  mai'ket  for 
small,  thinly  traded  stocks.  But  Faylor  says  he  never  got  the 
shares  or  cash  he  was  owed.  By  late  January,  he  says,  he 
discovered  the  buyout  was  a  sham. 

Rill  appears  to  have  bought  Noah's  Ait  primarily  to  make 
BestSellere'  stock  look  moi'e  attractive  to  investoi-s.  Faylor  says 
he  discovered  in  Febmaiy  that  BestSellei"s  could  bai'ely  pay  its 
own  bills.  And  according  to  Faylor  and  two  well-placed  foirner 
Bestsellers  employees.  Rill  immediately  cashed  Noah's  re- 
ceivables and  stopped  paying  its  bills.  Yet  in  financials  RiU  pre- 
sented to  brokers  as  he  promoted  the  stock  just  before  it  ap- 
peared on  NASDAQ's  Bulletin  Board,  the  company's  value 
appears  highly  inflated.  Bestsellers  forecast  $1  million  in  rev- 
enues for  Noah's  Ait  for  1995 — yet  sales  were  just  $80,000  in 
1994.  RiU  also  told  brokers  total  1995  revenues  for  Bestsellers 
Group  would  be  $16.7  million,  including  $9  million  in  sales 
fi'om  two  other  mergers  that  never  took  place.  The  share 
price  hit  $3.50  in  late  Januaiy  but  has  since  fallen  to  20(Z. 

Rill  did  not  retm-n  repeated  phone  calls.  Speaking  for  the 
company  and  for  Rill,  BestSeUei-s  Pi-esident  Douglas  G.  Morgan 
denies  any  financial  improprieties.  He  claims  that  the  three  ac- 


help  her  raise 
cash  to  market 
"urinettes,"  but 


BILL  OF  GOODS? 

Kathy  Jones 
says  consultants 

they  can  easily  raise  claimed  they'd 
cash  by  issuing  more 
5tock.  They  point  out 
that  shell  mergers  can 
be  done  for  about 
$50,000  in  a  month, 
while    SEC-registered  their  promiseS 

XTto^vr^""  didn't  pan  out 

What  the  promoters 
ion't  bother  mentioning  is  that  such  shells  are 
ilso  ripe  for  rip-off.  Since  they're  typically 
imall  enough  to  escape  the  SEC's  reporting  re- 
pu'ements,  such  companies  often  don't  report 
inancial  information,  leaving  them  mde  open 
0  manipulation. 

That  was  the  situation  Chuck  Faylor  found 
limself  in  18  months  ago.  The  aspiring  car- 
oonist  had  chucked  a  17-yeai-  cai-eer  as  a  Seai-s, 
Roebuck  &  Co.  salesman  in  Boise,  Idaho,  to 
aunch  Noah's  Ait,  a  line  of  humorous  animal 
P"eeting  caixls.  Using  money  from  liis  nest  egg, 
'  ^'aylor's  foui-man  sales  staff  quickly  placed  the 
•ai-ds  in  800  shops.  But  to  expand,  I^aylor  need- 
ed a  larger  sales  force. 
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quisitions  simply  didn't  work  out.  According  to  financials  sup- 
plied by  BestSellei-s.  the  company  reported  no  sales  for  the  fis- 
cal year  ended  June  30,  1995,  and  a  net  loss  of  $289,429. 
BUSINESS  WEEK  has  leamed  that  there  is  more  to  Rill.  Ac- 
cording to  the  Drug 
Enforcement  Adminis- 
tration, Rill  was  con- 
victed in  Queens 
(N.  Y.)  federal  court  in  1981  of  conspiring  to  manufacture 
methaqualone,  a  depressant  known  as  Quaalude.  He  was  sen- 
tenced to  probation  and  fined  $1.5,000.  And  WilHam  R.  Bohar, 
an  investigator  with  the  Florida  Controller's  Office,  says  that 
RiD  shared  offices  with  the  principals  of  the  foiTner  Onyx — the 
fii'm  that  allegedly  defrauded  American  Shipyard — several 
yeai's  ago.  Investigators  believe  they  were  business  associates. 
Rill,  through  his  lawyer,  denies  that,  saying  only  that  his  late 
wife  once  shared  offices  with  the  Onyx  principals. 

Morgan  says  Rill  has  now  left  Bestsellers'  boar-d  and  is  no 
longer  involved  with  management.  However,  D.  David  Co- 
hen, Rill's  attomey,  acknowledges  that  Rill's  Ameril  Coi"p.  re- 
mains a  major  shai'eholder  and  "he  continues  to  seek  financing 
and  other  transactions  for  Bestsellers." 

The  upshot  for  Faylor:  With  no  income,  he  had  to  lay  ofi"  his 
workers  and  shut  Noali's  Art.  Creditor  still  hound  him  for  bills 
that  he  says  BestSeUei-s  never  paid.  He's  now  looking  for  a  job. 
"Bestseller's  took  oiu"  company  and  sucked  the  life  out  of  it,"  he 
says.  Idaho  is  investigating  for  jjossible  secmities  violations.  "I 
was  naive,"  Faylor  ad- 
mits.  "I  don't  thinly  I  can  nlbn  ANU  UKl 
ti-ust  anyone  again."        Chuck  FavlOl' 

Another  effoit  to  sim-      i  i  i  • 
plify  capital-raising  that  SOld  RIS  Startup, 
has  often  gone  awry:  Noah'S  Art-Onlv 
Regulation    S    shares,  ,     ,.  fu  i- 

named  for  an  sec  regu-  tO  CllSCOVer  tliat 
lation  intended  to  make  ^^^6  deal  maV 
it  easier  for  large  com-  ,        ,  , 

panies  to  sell  stock  have  been  part 

abroad.  But  in  recent  of  a  COmpleX 
years,  scamsters  have  , 
used  Reg  S  to  lure  small  StOCk  SCam 
companies.  "It's  clear  to 

eveiyone  in  the  trenches  that  Reg  S  has  become 
the  domain  of  questionable  investors  and  brokers," 
says  Jesse  M.  Brill,  coiporate  counsel  to  Dean  Wit- 
ter Reynolds  Inc. 

PHONY  CHECK.  Cash-stai-ved  Evans  Enviromnental 
Coi-{).  found  out  the  hard  way.  Charles  C.  Evans, 
39,  had  i\m  a  successftil  environmental  consulting 
finn  since  the  mid-1980s.  But  a  poor  acquisition 
in  1993  left  it  stmggling.  Early  in  1994,  however, 
Evans'  troubles  seemed  to  be  solved  when  Hany 
DiFrancesco,  president  of  National  Equities  Coi-p. 
in  Fort  Lauderdale,  offered  to  aiTange  a  Reg  S 
deal:  Evans  says  DiFrancesco  pi'omised  to  sell  a  big 
chunk  of  preferred  stock  to  a  Peravian  investor. 
Evans  received  a  Bank  of  America  cashier's  check 
from  Rosauro  Santiago  for  $1,294,385  in  exchange 
for  425,000  shares.  For  DiFrancesco's  role,  Evans 
paid  a  fee  of  $151,000.  Tliere  was  only  one  problem: 
The  BofA  check  was  phony.  Although  Evans  even- 
tually got  the  shares  back,  DiFrancesco  kept  his 
fee.  The  fbi  and  Miami  pohce  are  investigating. 
Thi-ough  his  attomey,  DiFrancesco  declined  to  com- 
ment. Santiago  could  not  be  found. 

That's  just  one  tyi^e  of  Reg  S  problem.  Others 
arise  because  foreign  investors  have  to  hold  their 
shares  for  only  40  days.  But  since  the  shares  are 
usually  sold  at  discounts  of  up  to  40%  from  then- 


U.  S.  value,  they're  often  dumped  back  in  the  U.  S.  for  a  quid 
profit.  Brokers  and  short-sellers  often  make  matters  worst 
by  selling  the  shai-es  short  in  anticipation  of  the  fall.  Though  le 
gal,  the  ensuing  share-price  drop  hammers  existing  investors 

Zycad  Corp.  in  Fremont,  Calif.,  saw  the  downside  fli-st 
hand.  The  software  company  badly  needed  working  capital  ii 
Mai'ch,  1993,  so  it  I'aised  $3  million  by  selling  1.4  million  shares 
to  Irish  investors  at  $2.10,  a  30%  cHscount  to  the  U.S.  price 
While  the  fiiTn's  short  position  was  nonnally  no  more  thai 
25,000  shares,  within  days  outstanding  shorts  soai-ed  to  981,00( 
shai-es.  The  share  price  fell  15%  immediately,  to  $3,  and  at  the 
end  of  the  40  days,  most  of  the  Irish  shares  came  flooding  int( 
the  U.  S.,  further  depr-essing  the  stock.  "We  wer'e  reallj 
ripped,"  says  Phillip  W.  Smith,  Zycad's  ceo.  The  sec  is  now  in; 
vestigating  the  trades. 

That  may  give  comfort  to  Smith.  But  most  small  companief 
that  get  biuTied  have  little  r-ecour-se.  Few  have  the  cash  to  sue 
and  pr'osecutor-s  often  don't  pur'sue  cases.  "When  businesses  ar'( 
victims,  it's  har'd  to  feel  soriy  for  them,"  says  Wayne  Klein,  for 
mer  head  of  Idaho's  Securities  Bureau. 

To  help  businesses  avoid  the  shar'ks,  several  states  hav* 
started  seminar's  on  financing  for  entrepr-eneui's.  "We're  her'e  t( 
tell  companies  they  can  be  taken  to  the  cleaners,"  says  G 
Philip  Rutledge,  director  of  Pennsylvania's  division  of  corpor'ate 
finance.  The  sad  u-ony:  Rutledge  figur-es  20%  of  the  attendee; 
ar*e  unscrupulous  pi'omoter\s  looking  for  their*  next  pigeons. 

By  Midmel  Schroeder  in  Washiyigtot 


AN  OUNCE  OF 
PREVENTION 

Securities  regulators  say  small  businesses  can 
avoid  getting  ripped  off  with  a  few  precautions: 

•  Beware  of  promoters  promising  easy  venture  capital  or  business 
loans,  particularly  if  they  ask  for  up-front  fees. 

•  Check  references  by  getting  written  evaluations  of  a  firm's  service 
from  former  clients.  Phone  references  may  be  accomplices. 

•  Check  credentials  with  state  securities  or  banldng  regulators.  Be 
extra  cautious  if  promoters  are  located  in  another  state. 

•  Beware  if  someone  wants  to  sell  shares  or  reincorporate  your  com- 
pany out  of  state,  or  do  a  large  stock  split.  These  hallmarks  of  the 
penny-stock  scam  are  now  being  applied  to  small-cap  stocks. 

•  Have  a  lawyer  read  the  fine  print  of  any  agreement.  Some  contain 
fees  that  must  be  paid  in  cash,  whether  or  not  your  company  receives 
capital;  others  require  signing  over  up  to  10%  of  equity. 

DATA,  PENNSYLVANIA  SECURITIES  COMMISSION 


If  you're  an  investor 
with  an  appetite  for 
aggressive  growth  funds, 
Janus  can  satisfy  your  craving. 
First,  the  new  news: 
Just  opened,  still  small 
now's  the  time  for  investors  who  like  to 
get  in  early).  Second,  we've  reopened  Janus 
Twenty  Fund  to  new  investors  for  the  first 


Can  we  talk  about  your 
aggressive  tendencies  for  just  a  minute? 


We've  got  your  numbers  right  here. 

Average  annual  total  returns  lor  the 

penod  ended  12. 

31/95 

lYear   Life  of  Fund 

Janus  Enterprise  Fund 

27.2596 

24.5696 

19/921 

Janus  Mercury  Fund 

33.0196 

25.8596 

Janus  Twenty  Fund 

36.2296 

15.5196 

(■1  SS) 

^  •►  5  Year  17.799c 

,  10  Year 

15.0796 

time  in  three  years.  Third  and  fourth,  Janus 
Mercury  Fund  and  Janus  Enterprise  Fund: 
they've  both  rewarded  their  investors  with 
impressive  returns  [see  numbers  at  left]. 

Four  no-load  funds  aimed  at  aggressive 
growth,  although  specific  objectives  and  port- 
folios vary.  A  quick  call  will  put  the  details 
in  your  hands  within  days. 

We  wouldn't  dare  keep  you  waiting. 


Start.  To  think  big: 


Call  1-800-525-8983  ext.  627 


Call  or  send  for  a  prospectus  containing  more  complete  information,  including 
expenses.  Aggressive  growth  objectives  may  lead  to  greater  price  volatility. 
Please  read  all  the  materials  carefully  before  you  invest  or  send  money. 
Write  to  Janus  Funds,  RO.  Box  173375,  Denver,  CO  80217-3375. 
Or  visit  our  Web  site  at  http://networth.galt.com/janus. 

Past  performance  does  not  guarantee  future  results.  Your  return  and  principal  value 
will  vary,  and  stiares  may  be  worth  more  or  less  at  redemption  than  at  purchase.  I 
Funds  distributed  by  Janus  Distributors,  Inc.  Member  NASD. 


ill  JANUS 
FUNDS 

[  $24  billion  in  as.sets  ] 


BW  627 
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GLOBAL 
GAMBLE 

Morgan  Stanley  is  charging  into 
the  Third  World.  Will  it  get  burned? 

The  90-year-old  landmark  building  is  anything  but  prepossessing — here  in 
the  Fort  section  of  Bombay.  The  elevator  is  broken,  forcing  visitors  to 
walk  up  the  dilapidated  stairs.  But  on  the  fourth  floor  is  a  modem  office, 
with  its  own  power  and  telecommunications  lines  and  Indian  employees 
working  at  computers.  Welcome  to  fortress  Morgan  Stanley,  a  key 
beachhead  on  the  subcontinent  for  the  prestigious  investment  bank. 
Since  1992,  Morgan  Stanley  Group  has  invested  $25  milUon  and  recruited  62  em- 
ployees, with  plans  to  expand  to  150  by  1998. 

Despite  India's  ragged  infrastructure — phones  in  this  city  of  14  million  are 
um-eliable,  and  the  Bombay  Stock  Exchange  is  swamped  by  mountains  of  paper — 
Morgan  Stanley  is  now  the  largest  American  investment  bank  in  India.  The 
firm's  goal  is  to  capitalize  on  the  dramatic  expansion  of  the  Indian  economy  un- 
leashed by  extensive  reforms.  Morgan  is  convinced  that  it  is  getting  in  on  the 
ground  floor.  "Tlie  advantage  of  being 
first  is  you  can  help  shape  things  and 
events,"  says  Pradip  Darooka,  execu- 
tive vice-president  of  Morgan  Stanley 
Trust  Co. 

India  is  far  from  the  only  place 
Morgan  Stanley  is  planting  its  banner. 
The  firm  has  been  opening  offices, 
raiding  local  talent,  and  scrambling 
for  deals  ft-om  Beijing  to  Johannes- 
bm-g  to  Sao  Paulo.  Morgan  is  betting 
that  the  capitalist  revolution  sweeping 
through  much  of  the  world  is  irre- 
versible and  that  newly  minted  free 
markets  will  generate  red-hot  eco- 
nomic gi-owth  and,  eventually,  profits. 
"High  growth  rates  create  wealth," 
says  Richard  B.  Fisher,  Morgan  Stan- 
ley's chairman.  "Wealth  is  what  gen- 
erates business  for  us." 
SMALL  TOWN.  Leading  the  attack  is 
Morgan  Stanley's  hai-d-charging  pres- 
ident, John  ,J.  Mack.  Lately,  he  has 
been  skiing  with  Mexican  clients,  set- 
ting up  a  joint  venture  in  Beijing, 
and  angling  for  a  role  in  the  privati- 
zation of  Indonesia's  phone  system  in 
Jakarta.  Mack,  51,  hardly  fits  the 
mold  for  the  quintessential  white-shoe 
fii-m  and  lacks  the  pedigi-ee  one  asso- 
ciates with  Morgan  Stanley.  The  son 


CULTURE  SHOCK  AT  HOME  ^ 

  tj 

ABOVE  In  their  push  overseas,  1 
Mack  and  Fisher  are  remaking  s 
the  firm's  white-shoe  mold  I 

a: 

LEFT  Morgan  Stanley's  glitzy  Times  1 
Square  headquarters  is  wrapped  I 
in  currency  and  stock  quotes  ! 


Cover  Story 


of  Lebanese  immigi'ants,  he  grew  up  in  a  small  North  Car- 
olina town  and  worked  throughout  boyhood  and  college.  A 
former  bond  trader.  Mack  is  pushing  Morgan  Stanley  to 
change  its  conservative  culture,  to  become  bolder  and  more 

aggi'essive.  "It's  grow 
or  die,"  says  Mack. 
"The  biggest  risk  is 
not  to  invest." 

Morgan  Stanley's  new  Times  Square  headquarters  sym- 
bolizes the  transformation.  It's  an  attention-getting  glass  box 
wrapped  with  neon  bands  of  real-time  cun-ency  quotes  and 
stock  pi-ices.  Inside  is  a  high-tech  hub  of  emerging-market  in- 
formation. Morgan  Stanley  staff  have  access  irom  theii-  desk- 
top pei-sonal  computers  to  an  online  database  with  exhaustive 
information  on  65  countries.  And  Morgan  Stanley  Capital 
International,  based  in  Geneva,  creates  and  maintains  3,500 
different  international-market  indexes  that  are  the  standard 
for  the  industry. 

"MOST  DARING."  Morgan  is  not  alone  in  betting  on  the  Third 
Wor-ld.  It  is  waging  a  fierce  battle  with  such  U.  S.  archrivals 
as  Men-ill  Lynch,  Goldman  Sachs,  J.  P.  Morgan,  and  too  many 
foreign  banks  and  brokers  to  mention.  Some  are  ahead  of 
Morgan  in  certain  markets,  such  as  cs  First  Boston  in  Russia. 
Merrill  Lynch  has  been  lead  manager  of  more  large  privati- 
zations. But  while  it's  hard  to  evaluate  the  extent  of  a  fii-m's 
global  presence,  Morgan  Stanley  earns  kudos  for  its  all- 
around  leadership  position.  "They  are  the  premier  emerging- 
markets  fiiTO,"  says  J.  Mark  Mobius,  president  of  Templeton 
Emerging  Market  Funds,  a  client  and  rival.  "They  are  the 

broadest  in  scope  and  the  most 
daring  to  move  into  new  places, 
and  they  have  a  very  large 
commitment." 

That  commitment  is  driven  by 
the  need  to  develop  new  sources 
of  high-margin  business.  In  1995 
Morgan  had  a  banner  yeai;  earn- 
ing $600  million  and  ranking 
third  in  worldwide  undei-wi-iting 
and  first  in  U.S.  and  interna- 
tional mergers  and  acquisitions, 
says  Securities  Data  Corp.  But 
in  the  U.  S.,  margins  on  such  ac- 
tivities as  undei-wi'iting  are  un- 
der extreme  pressure.  New 
markets  are  by  nature  more  in- 
sufficient and  thus  more  profitable 
than  mature  markets.  Morgan 
Stanley  is  trying  to  I'epeat  the 
success  it  had  in  Tokyo  in  the 
lySOs:  Along  with  other  U.  S.  se- 
curities firms,  it  reaped  hand- 
some profits  with  superior  tech- 
nology and  sophisticated  financial 
products. 

In  the  process,  Morgan  Stan- 
ley could  emerge  as  an  impor- 
tant architect  of  modem  finan- 
cial markets  in  countries  such  as 
India  and  China.  As  such,  it  would  have  considerable  impact 
there.  Morgan  Stanley  now  acts  as  these  nations'  link  to  the 
world  capital  markets,  which  helps  foster  economic  growth. 
For  example,  Morgan  Stanley  is  pushing  to  set  up  a  better 
system  for  clear-ing  trades  in  Bombay  and  is  building  the  first 
Chinese  investment  bank  (page  68) — in  much  the  same  way  it 
pioneered  country  funds,  which  brought  long-term  capital 
into  developing  countries. 

Mack  and  Fisher  are  not  betting  the  ranch.  If  Morgan 
Stanley's  entire  emerging-markets  business  dried  up,  the 
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Biggs  popularized 
investing  in 
emerging  countries, 
so  "you  iiave  to 
listen  to  him" 


Morgan  Stanley's  Wor 


MEXICO  CITY,1 


MEXICO  In  Jan..  1996,  Morgan 
Stanley  announced  it  would  invest 
$200  million  to  develop  Mexican 
hotels.  This  is  the  first  deal  by  a  U.S. 
corporation  the  since  market  collapse. 


BRAZIL  In  1995,  was  disqualified 
from  bidding  for  privatization  of 
CVRD,  the  state  iron-ore  mining 
company. 


DATA  MORGAN  STANLEY,  AS  OF  NOVEMBER,  1995 


damage  would  be  hmited:  It  accounted  for  only  10%-15%  oi 
1995  revenues,  by  one  estimate.  Morgan  Stanley's  strategy  is 
to  build  for  the  long  term  in  a  focused,  gi-adual,  and  cost-con- 
scious manner.  For  instance,  the  fii-m  opens  an  office  only 
when  a  specific  U.  S.  business  imit,  such  as  asset  management 
or  commodity  trading,  agi'ees  to  pay  for  its  startup.  Other 
businesses  are  then  added  gi-adually.  In  parts  of  the  world 
where  Morgan  Stanley  has  no  offices,  it  relies  on  frequent  vis- 
its by  bankers  and  analysts  based  in  New  York,  Hong  Kong, 
or  London.  "You  can't  look  at  it  on  a  year-to-year  basis,"  says 
Mack.  "It's  a  marathon,  not  a  race." 

Nevertheless,  Mack  and  Fisher  are  taking  a  big  gamble 
with  significant  risks.  Emerging  markets  are  complex  and 
treacherous.  Most  immediate  is  the  financial  impact.  To  build 
for  the  future,  the  firm  is  accepting  lower  earnings.  Mor- 
gan's 17%  growth  in  overseas  personnel  in  1994  cost  the 
firm  four  pei"centage  points  in  return  on  equity:  Its  ROE  was 
8.8%,  instead  of  12.8%  in  1994. 
TURBULENCE.  The  external  risks  are  also  huge.  Business 
could  di-y  up  if  LI.  S.  pension,  hedge,  and  mutual  funds  get 
cold  feet  about  investing  in  emerging  markets.  When  emerg- 
ing-markets mutual  funds  fell  5%  in  1995,  many  investors 
switched  their  investments  to  othei-  funds.  The  fii-m  itself 
could  incur"  big  trading  losses  in  turbulent  emerging  mar'kets, 
which  it  did  in  1994.  And  there's  the  constant  danger  of  po- 
litical instability  stalling  market  refonns.  Many  foreign  fi- 
nancial markets  are  decades  behind  the  U.  S.  and  lack  legal 
and  regulatory  protections,  accounting  systems,  and  clearing 


Q  ^"Uj  The  investment  bank  is  scrambling  to  establish  outposts  around  the  globe.  It  has  joint  ventures  in  China,  Indonesia,  and  Malaysia, 
'dv^l  L  And  it  is  pursuing  many  types  of  business:  privatizations,  asset  management,  investment  banking,  global  custody,  and  merchant  banking. 


OVERSEAS  STAFF 
HAS  SOARED... 


LUXEMBOURG  In  1995, 
was  sued  by  investors  in  a 
fund  for  which  it  was  custodian 
and  adminis 
trator. 


SOUTH  tFBICa 

JOHANNESBURG  2 


I  NUMBER  OF 
EMPLOYEES 

I  NO  PERMANENT 
OFFICE 


INDIA  In  1994, 
launched  first 
domestic  Indian 
mutual  fund. 


INDONESIA  In  1996,  plans 
to  launch  joint  venture 
with  a  local  brokerage  and 
a  company  owned  by  Presi- 
dent Suharto's  daughter. 


MALAYSIA  In  Jan., 
1996,  agreed  to 
start  a  fund-man- 
agement company 
^  with  a  local 
partner. 


EUROPE  NORTH 
AMERICA 


39%  43%  24% 
PERCENT  CHANGE 


...AND  THAT  HAS 
REDUCED  RETURNS 


RETURN  ON 
EQUITY 


DATA  MORGAN  STANLEY 


i^  echanisms.  They  can  also  be  rife  with  fraud  and  coiTuption. 
Perhaps  Morgan  Stanley's  biggest  risk  is  harm  to  its 
lunted  reputation.  In  1994,  to  loud  fanfai'e,  Morgan  launched 
idia's  fii'st  mutual  fund.  But  the  launch  was  rocky,  and  the 
nd's  perfoiTnance  mediocre.  In  1995,  the  Bombay  index  fell 
).8%  while  the  fund  was  down  28.2%.  The  effect  was  to  tar- 
sh  Morgan  Stanley's  image  in  India  (page  70).  "Emerging 
arkets  are  veiy  imprimatur-conscious,  and  Morgan  Stanley 
a  name  they  all  understand,"  says  Samuel  B.  Hayes  III,  a 
"ofessor  at  the  Harvard  business  school.  "If  they  lose  their 
)od  name,  they're  in  trouble." 

Fisher  believes  the  risks  are  manageable.  "We  would  not 
^sitate  to  change  course  if  the  situation  changed,"  he  says. 
?ut  everything  we  see  as  we  get  into  these  businesses  con- 
nces  us  we're  right." 

Morgan  Stanley  has  a  history  of  transforming  itself  to 
lapt  to  change.  The  firm  was  formed  in  1935,  after  the 
iveiTiment  forced  commercial  banks  to  shed  their  investment 
inking  arms.  Howai-d  Stanley  and  Hemy  S.  Morgan,  son  of 
P.,  resigned  from  J.  P.  Morgan  &  Co.  and  formed  Morgan 
anley.  Until  the  1970s,  Moi'gan  Stanley  was  a  private  pait- 
!rship.  In  the  1970s,  it  began  a  trading  operation  and  by  the 
:e  1980s  had  built  a  major  presence  in  London  and  Tokyo, 
le  firm  went  public  in  1986.  Yet  Morgan  Stanley  is  40%  em- 
Dyee-owned,  and  it  retains  its  partnership  culture. 
The  commitment  to  emerging  markets  comes  right  from 
e  top.  Fisher  is  the  father  of  the  fu-m's  globalization  push, 
1 1  it  took  Mack's  management  muscle  to  break  down  fief- 


doms  within  the  firm  to  carry  out  the  plan.  Mack  has  worked 
for  Fisher  for  his  entire  21-year  tenure  at  the  ftrm,  and  the 
two  ai'e  extremely  close.  While  both  visit  chents.  Mack  inns 
the  firm  day-to-day,  and  Fisher  concentrates  on  strategy. 
Fisher,  59,  is  a  measured,  private,  Princeton  man  who  is 
viewed  as  the  firm's  best  salesman.  "Dick  makes  you  feel  like 
you're  the  only  person  he  has  to  see  that  day.  There's  a 
tremendous  gi-ace  to  that,"  says  Robert  Matschullat,  ex-head 
of  global  investment  banking  at  Morgan  Stanley  and  now 
vice-chairanan  of  Seagi-am  Co. 

By  contrast.  Mack  is  impatient,  wiUing  to  trust  his  in- 
stincts, and  rans  a  tight  ship.  Mack  was  fiu-ious  when  a  bud- 
get for  Morgan  Stanley's  Chinese  joint  venture,  requested  in 
August,  1995,  hadn't  been  delivered  by  December.  With  the 
0.  K.  of  his  Chinese  partners,  he  quickly  replaced  the  head  of 
the  joint  venture,  Edwin  Lim,  even  though  Lim  was  the  ar- 
chitect of  the  venture.  "Running  the  bank  was  never  really 
part  of  my  assignment,"  Lim  insists. 

TIGHT  SHIP.  Mack  is  also  known  for  bluntness.  After  moving 
to  New  York  in  1968,  he  met  broadcaster  Chariie  Rose  and 
Rose's  then  wife,  Mary,  at  a  party.  Mack's  first  question  upon 
meeting  Maiy  was,  "Do  you  have  a  sister?"  It  tiuned  out  she 
had  a  sister  named  Chiisty,  whom  Mack  later  manied. 

Mack,  the  youngest  of  six  boys,  gi'ew  up  in  Mooresville, 
N.  C.  (pop.  11,000).  His  father  ran  a  wholesale  grocery  busi- 
ness. Mack  went  to  Duke  University  on  a  football  scholarship 
and  worked  at  a  small  brokerage — earning  $325  a  month. 

Moving  to  New  York,  Mack  took  his  first  Wall  Street  job  at 
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cer  to  totally  redesign 
t  of  home  computing^ 


Designed  for 

Microsoft" 
Windows^SS,, 


At  Acer®,  we've  got  lofty  goals.  As  do  our  customers.  So,  before  setting 

We  Aspire 

out  to  redefine  personal  computing  for  the  home,  we  Ustened  to  their 

to  greatness. 

needs,  their  concerns^  and  even  their  hopes  and  dreams.  The  result? 
The  new  Acer  Aspire™  Minitower  computer.  Just  ^^^^^^^Mff^^^^B 

one  look  at  Aspire  suggests  something  radically  ^^^^|  ■ 

different.  The  way  it  looks  more  suitable  for  the  -^^^^^^^^^ 


den  or  home  office  than  your  standard  corporate  cubicle.  The  way 
its  inviting  design  meshes  perfectly  with  its  powerful  features,  which 
include  the  Intel®  Pentium®  processor.  The  way  Aspire  practically  sets 
itself  up,  easing  the  fears  of  new  PC  users.  Aspire  is  what  people  think 
a  home  PC  should  be.  It's  a  bold  approach,  and  one  that  people  are 
responding  to  with  overwhelming  enthusiasm.  Aspire  is  representative 
of  the  way  we  at  Acer  approach  every  challenge,  every  day — with  the 
kind  of  thinking  that  redefines  leadership  in  the  computing  marketplace. 


For  additional  information  about  the  Aspire  Minitower  Computer  or  to 
contact  a  retailer  near  you,  call  1-800-381-ACER.  AcerXpress  Faxback 
System  1-800-554-2494.  Acer  BBS  1-408-428-0140. 


Smith  Barney,  as  a  municipal  bond  trader  and  salesman.  In 
1972,  Fisher,  then  head  of  fixed-income,  hired  him  at  Morgan 
Stanley.  Mack  made  his  name  building  Morgan  Stanley's 
bond-ti"ading  operation,  which  became  hugely  profitable  in  the 
late  1980s.  Mack  eai'ned  respect  as  a  tough,  sometimes  biutal 
manager  In  1998,  he  replaced  investment  banker  Robert 
Greenhill  as  president. 

Des])ite  the  $2.5  million  Mack  made  in  1994  in  salary  and 
bonus,  he  remains  down-to-earth.  He  lives  in  Westchester 

County,  N.Y.,  with  liis 
wife  and  three  chil- 
dren and  has  houses 
in  North  Carolina  and 
Utah.  His  office  is  dominated  by  a  large,  realistic  painting  of 
a  woman  swimming  underwater,  and  he  keeps  the  TV  on 
CNBC  with  the  sound  off.  Mack  enjoys  hobnobbing  with  all 
types,  from  Senator  Jesse  Helms  (R-N.C.)  to  Argentine 
President  Carlos  Menem  to  IBM  ceo  Louis  V.  Gerstner  Jr 
"For  the  head  of  a  corporation,  he  doesn't  surround  himself 
with  a  lot  of  the  trappings,"  says  New  York  Police  Commis- 
sioner William  J.  Bratton,  a  fiiend. 

Morgan  Stanley's  push  into  emerging  markets  began  in 
earnest  when  Mack  became  jjresident.  At  the  time,  several  ri- 
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vals  were  cutting  back.  Mack  decided  this  was  just  the  mc 
ment  to  push  hard.  And  he  didn't  want  to  repeat  a  198 
blunder:  The  firm  cut  staff  in  Hong  Kong  by  50  and  deact 
vated  its  seat  on  the  Hong  Kong  Stock  Exchange,  only  t 
build  back  up  in  1993.  Competitors  still  love  to  remind  client 
of  Morgan's  fickleness.  "In  1989,  we  decided  to  take  ou 
chips  off  the  table  in  Hong  Kong,"  says  Mack.  "We  realized 
was  a  mistake." 

Asia  is  clearly  Morgan  Stanley's  top  piioiity:  From  1990  t 
1995,  the  number  of  employees  in  Asia  outside  Japan  soarej 
from  90  to  540.  Staff  costs  alone  total  $200  miUion  a  year  [ 
INFLUENTIAL  FRIENDS.  A  key  to  Morgan's  success  so  "far  hs 
been  its  ability  to  adapt  to  local  unwritten  business  rule; 
which  are  infused  by  relationships  and  politics.  A  good  ej 
ample  is  Morgan  Stanley's  campaign  in  Indonesia.  Initially,  th 
fii-m  lost  the  1994  competition  to  under-wiite  the  privatizatic 
of  PT  Telkom,  Indonesia's  local  phone  system,  to  four  othe 
Wall  Str'eet  finns.  Although  Mor-gan  said  it  could  raise  $2  bi 
lion,  its  rivals  promised  an  impossibly  large  $3  billion.  Tb 
deal,  which  r'aised  only  $1.7  billion,  was  a  fiasco. 

Morgan  Stanley  had  to  settle  for  a  secondary  role — of  I 
nancial  adviser  to  pt  Telkom — but  it  won  points  with  go^ 
er-nment  officials  for  giving  more  realistic  advice.  That  helpe 


IN  BEIJING,  THE  LONG  MARCH  IS  JUST  STARTING 


On  the  siuface,  things  seem  chao- 
tic at  China  International  Capi- 
tal Corp.  (cicc),  Morgan  Stanley 
&  Co.'s  pioneering,  six-month-old 
joint  venture  with  People's  Construc- 
tion Bank  and  several  other  part- 
ners. In  December,  1995,  Edwin  Lim, 
a  former  World  Bank  director  who 
engineered  the  $100 
miUion  deal,  was 
pushed  out  as  chief 
executive  of  cicc  by 
Morgan  Stanley  and 
replaced  by  his  subor- 
dinate, Hanison 
Young. 

Young,  whose  Chi- 
nese is  r-usty,  says 
Chinese  and  Wester-n 
executives  at  cicc's 
office  in  Beijing  often 
have  to  communicate 
through  bilingual  sec- 
retaries. And  tenfold 
pay  discrepancies  betweti.  i.am.i  t  - 
with  interTiational  experience — both 
Americans  and  Chinese — and  bank- 
ers who  have  only  worked  in  China 
are  causing  motivational  problems. 
"The  biggest  challenges  we  face  are 
cultural,"  says  non-EngUsh-speaking 
Tang  Shisheng.  He  and  Fang  Fenglei 
are  cicc's  deputy  chief  executives. 
LEAPFROG.  Despite  these  difficulties, 
CICC  holds  a  long-term  promise  of 
•cnonnous  opportunity  for  Morgan 
■'tanley,  a  relative  latecomer  to  Chi- 
la.  CICC,  the  fuTn's  largest  single  in- 
vestment in  an  emerging  market,  is 


the  only  Chinese  investment  bank 
with  a  foreign  partner  licensed  to  do 
business  in  China.  Beijing  views  cicc 
as  a  way  to  build  a  Chinese  Morgan 
Stanley.  Morgan  Stanley,  for  its  part, 
sees  CICC  as  a  way  to  become  a  ma- 
jor player  in  China's  domestic  capital 
market,  which  is  off  hmits  to  its  ri- 


vals. And  Mijigaii  i> 
betting  that  cicc 
will  help  it  leapfi'og 
earUer  arrivals — 
such  as  Mer-rill 
Lynch  and  cs  First 
Boston — in  getting 
China's  international 
business. 

Even  these  contenders  acknowl- 
edge that  CICC  is  a  daring  gamble, 
like  any  other  joint  venture  in  China 
"We  all  thought  cicc  was  very 
brave,"  says  a  major  rival.  Says  an- 
other: "If  they  hang  in  there,  I  ex- 


To  communicate, 
Tang,  Young,  and 
Fang  often  rely  on 
bilingual  secretaries 


pect  they'll  be  rewarded  down  the 
road.  The  Chinese  are  the  kind  of 
people  who  appreciate  something  like 
this  being  done  at  a  time  when 
everyone  else  was  leaving." 
IN  A  SLUMP.  It  may  be  years, 
though,  before  the  40-person  cicc 
gets  a  retur-n  on  Mor-gan  Stanley's 
$35  million  investment. 
Meanwhile,  business  deals 
seem  to  be  going  to  Mor- 
gan Stanley's  competitors. 
Merrill  Lynch  &  Co.  has 
just  floated  the  first  $400 
million  China  Yankee 
bond  deal. 

Still,  the  unique  combi- 
nation of  Morgan  Stan- 
ley's skill  and  Chinese 
connections  is  pr'oducing 
some  business,  even 
though  China's  capital 
markets  are  in  a  slump. 
CICC  is  helping  Jilin  Oil 
search  for  an  investor  in 
the  company's  oil  field. 
And  CICC  is  holding  dis- 
cussions with  several  for- 
eign corporations  about 
finding  local  partners. 
Says  John  S.  Wadsworth 
Jr-.,  chairman  of  Morgan 
Stanley  Asia  Ltd.: 
"Things  are  about  wher-e  we  expect- 
ed them  to  be."  Pioneering  in  China 
isn't  for  the  faint-hearted,  and  cicc 
could  be  the  supreme  test  of  Mor- 
gan's global  str'ategy. 

By  Dave  Lindorff  m  Hoyig  Kong 


Worgan  proceed  with  a  longstanding  plan  to 
;et  up  a  joint  venture  with  two  well-connected, 
ocal  partners.  The  partners  are  a  holding  com- 
pany owned  by  Siti  Hardiyanti  Rukmana,  a 
laughter  of  President  Suharto,  who  has  held 
)ower  for  three  decades,  and  pt  Makindo,  an 
ndonesian  brokerage.  The  ventiu'e  will  be  cap- 
talized  at  $10  milHon  and  should  be  up  and 
unning  this  yeai*.  If  all  goes  well,  Morgan  Stan- 
ey  will  underwrite  lucrative  initial  public  of- 
erings  as  the  government  gears  up  to  privatize  50  of  the 
ompanies  it  owns. 

Morgan  is  also  gaining  entree  to  developing  countries  by 
ising  its  established  global  businesses.  Take  Morgan  Stanley 
^sset  Management  (msam),  which  manages  $100  billion.  Mor- 
:an  is  a  top  manager  of  institutional  and  retaU  emerging-mar- 
;ets  funds:  Its  only  serious  Wall  Street  competitor  is  Merrill 
jynch.  In  emerging-markets  assets,  it  ranks  fourth — after 
'empleton,  Fidelity,  and  Capital  Guardian — with  $5.2  billion, 
n  Thailand  and  Indonesia,  being  in  early  vrith  country  fimds 
ave  Morgan  an  edge  in  winning  investment-banking  deals. 
Our  presence  thi-ough  msam  in  traded  financial  markets  is 
learly  the  most  important  advantage  we  have,"  says  Fisher 
OQUACIOUS.  msam's  chairman  is  Barton  Biggs,  who  played  a 
ey  role  in  giving  Morgan  Stanley  a  headstart  in  emerging 
larkets.  Biggs  worked  with  International  Finance  Corp.,  an 
rm  of  the  World  Bank,  in  the  mid-1980s  to  get  Morgan 
tanley  to  launch  some  of  the  fii-st  countiy  funds,  such  as  the 
lalaysia  Fund  in  1985.  Some  of  Biggs's  calls  have  been 
Tong,  and  others  have  landed  the  firm  in  hot  water  with  lo- 
ll authorities.  Yet  the  persuasive  Biggs  gets  credit  for  pop- 
larizing  investing  in  emerging  markets.  For  years,  he  has 
een  promoting  such  remote  places  as  Myanmar  and  Vietnam, 
ie  has  a  following  among  a  gi'oup  of  influential  U.  S.  and  for- 
gn  institutional  investors  who  accompany  him  on  his  annu- 
trip  to  different  emerging  mai"kets.  "He  moves  markets,  so 


ASIA  PULP  &  PAPER 

In  seeking  such 
Indonesian  clients, 
Morgan  Stanley  will 
rely  on  its  ties 
to  Suharto's  family 


you  have  to  listen  to  him," 
says  one  money  manager. 

msam  is  not  the  only  unit 
that  gives  Morgan  Stanley 
great  on-the-ground  intelli- 
gence on  emerging  markets. 
Morgan  Stanley  Capital  Part- 
ners, the  fii-m's  merchant-bank- 
ing fund,  has  $100  million  in- 
vested in  three  Chinese  and 
Indonesian  firms.  Its  global 
custody  business,  the  mundane 
business  of  clearing  and  set- 
tling trades  for  clients  in  64 
countries,  provides  Morgan 
with  an  intimate  familiarity 
with  the  nuts  and  bolts  of 
each  nation's  markets.  Morgan 
Stanley  is  the  only  U.  S.  in- 
vestment bank  in  this  busi- 
ness, where  it  competes  with 
U.  S.  commercial  banks.  It 
ranks  11th,  with  $117  billion 
worth  of  assets  in  custody. 
Morgan  Stanley  executes 
trades  through  a  worldwide 
network  of  banks  and  a  so- 
phisticated computer  system. 
HIGH  HURDLES.  Will  Morgan 
Stanley's  global  bet  pay  off? 
The  fii"m  has  done  a  solid  job 
entrenching  itself  around  the 
world,  but  it  faces  many  hur- 
dles because  of  primitive  financial  infi-astmc- 
tures  in  many  coimtries.  In  Paissia,  for  example, 
stockholders  don't  legally  own  stock  until  their 
names  are  wi'itten  on  a  list  maintained  by  the 
companies'  registrai'.  This  means  that  to  process 
trades,  Morgan  agents  must  travel  to  the  reg- 
istrai's  to  make  sm-e  the  names  ai"e  on  the  lists. 
In  India,  it  takes  12  days  for  a  trade  to  clear, 
and  a  stack  of  paper  a  foot  liigh  is  generated  to 
clear  one  trade. 
The  fii'm  must  deal  with  cultural  challenges  as  well.  Some 
34%  of  its  employees  are  locals  in  their  respective  coun- 
tries— and  they  span  20  different  nationalities.  This  makes  it 
more  difficult  to  maintain  high  standards  and  its  cohesive 
WASP  culture,  which  dictates  even  where  headquarters  staff 
should  five,  namely,  Greenwich,  Conn.,  or  Rye,  N.  Y.  "We 
have  to  work  hard  to  demonstrate  we're  not  a  bunch  of 
white  guys  ft'om  Greenwich,"  says  Thomas  DeLong,  Mor- 
gan Stanley's  chief  development  officer. 

More  serious,  though,  is  its  vulnerability  to  well-heeled 
rivals.  For  example,  in  December,  1995,  it  lost  to  Merrill 
Lynch  in  vying  for  the  job  of  selling  Brazilian  mining  giant 
Companhia  Vale  do  Rio  Doce  (cvrd) — likely  to  be  Latin 
America's  lai'gest  privatization  ever.  One  miscue  was  Morgan's 
bidding  strategy:  It  went  from  a  ft'ont-runner  to  being  dis- 
qualified because  its  bid  was  too  low  even  to  be  considered. 

But  that  was  only  pait  of  the  problem.  Morgan  Stanley  has 
strong  Latin  American  credentials,  with  its  team  led  by 
Francisco  Gros,  former  president  of  the  central  bank  of 
Brazil.  He  and  other  Morgan  bankers  and  analysts  in  New 
York  frequently  visit  Latin  American  clients.  But  Merrill 
Lynch,  which  won  the  $5  billion  cvrd  mandate  and  could  take 
in  the  bulk  of  a  juicy  $95  million  fee,  has  nearly  100  employ- 
ees in  Brazil  and  is  highly  visible  in  local  financial  circles.  Ri- 
vals say  Morgan  lost  because  it  lacks  local  presence  and  ex- 
perience. "Your  level  of  understanding  is  different  when 


Makiil.t;  hcudway  in  the  C^hincsc  marketplace 
a  coniplicatetl  nianem  er,  even  for  today's  most 
tphisticated  companies.  Now  Bi/siiu'ss  Week 
m  gi\  e  you  tlie  boost  you  need  by  brinj^in^  you 
ce-to-tace  with  (Ihinas  key  economic  decision- 
akcrs.  Don't  miss  this  important  <^atherinj^  of 
ip  officials  from  ('hina's  central  government, 
aders  of  (-hinese  enterprise,  and  senior 
(ecutiv  es  of  major  corporations  around  the  world. 
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oundl  of  the  Peopled  Republic  of  China,  and 
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you're  here,"  says  Eduardo  Saad,  managing  director  of  Mer- 
rill Lynch  in  Sao  Paulo. 

Morgan  Stanley  faces  tough  competition  from  commercial 
banks  with  investment-banking  capabilities.  In  1994,  for  ex- 
ample, Morgan  Stanley  won  over  40%  of  all  Mexico's  equity 
issues.  But  in  December,  1994,  when  the  new  government  de- 
valued the  peso  and  plunged  the  countiy  into  recession,  Mor- 
gan Stanley's  business  dried  up  overnight.  Mexican  company 

stocks  plummeted,  and 
the  international  mar- 
kets snapped  shut. 
But  commercial 
banks  with  investment  banking  amis  as  well,  particularly  J.  P. 
Morgan  and  cs  First  Boston,  were  able  to  offer  corporate 
clients  emergency  bridge  loans  during  the  crisis,  a  capability 
Morgan  just  announced  in  Januaiy,  1996.  Grateful  clients  re- 
warded those  banks  with  theii'  fii'st  international  debt  issues 
when  capital  markets  reopened  six  months  later.  "The  banks 
that  wear  two  hats  [investment  and  commercial]  are  in  a  par- 
ticularly advantageous  position  in  Mexico  today,"  says  Peter  T. 
Hutchison,  who  was  chief  financial  officer  of  Grupo  Alfa,  a 
MonteiTey  conglomerate.  Even  the  recent  privatization  plums 
have  gone  elsewhere:  J.  P.  Morgan  is  advising  the  govern- 
ment on  the  petrochemical  sell-off,  and  cs  Fii-st  Boston  beat  out 
Morgan  for  the  government  contract  for  the  raih-oads. 


SI 


With  so  many  businesses,  Morgan  Stanley  must  be  carefu! 
about  potential  conflicts  between  its  own  and  its  customers'  in- 
terests. In  Europe,  Morgan  Stanley  is  fighting  accusations 
about  its  conflicting  roles  in  the  collapse  last  year  of  the  $12(  W 
million  Global  Opportunity  Fund,  registei'ed  in  the  Cayman  Is- 
lands. Morgan  Stanley's  Luxemboiu'g  operation  was  the  fund's 
custodian  and  administrator.  While  Morgan's  London  office 
lent  $34  miUion  to  the  fund's  investors,  20  investors  claimec 
losses  of  $70  million  and  are  suing  the  firm  in  a  Luxembourg 
coiut  for  gi'oss  negligence,  mainly  over  Morgan  Stanley's  in- 
flated valuations  of  the  fimd.  Investors  also  say  that  when  thi\ 
ftmd  tanked,  Morgan  Stanley's  fii'st  priority  was  to  recover  thi 
$;34  million.  A  finn  spokesjjereon  denies  tills  and  blames  the  col| 
lapse  on  the  fund  manager,  saying  he  misled  them  on  th^ 
fimd's  value  and  made  unauthorized  trades. 

Given  the  hazards  of  the  markets  in  which  it  is  playing  m 
Morgan  Stanley  could  well  stumble  as  often  as  it  succeeds 
beheves,  though,  that  it  is  taking  intelligent,  cost-consciou 
risks.  "I  think  we  have  the  most  resources  and  the  mos 
conviction,"  says  Fisher.  "We  could  be  wr'ong.  We  won't  knov 
for  five  years  whether  we  are  right." 

Bif  Leah  Nathans  Spiro  in  New  York,  with  Sharo-) 
Moshavi  in  Bombay,  Michael  Shari  in  Jakarta,  Ian  Katz  it 
Sao  Paulo,  Heidi  Dawley  in.  London,  Geri  Smith  in  Mexio 
City,  and  Dave  Lindorff  in  Hong  Kong 
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A  SPRINT  TURNS  INTO  A  STUMBLE 


In  April,  1994,  Morgan  Stanley 
&  Co.  became  the  fu-st  foreign 
company  to  launch  a  domestic 
mutual  fund  for  retail  customers 
in  India.  It  looked  as  if  the  fund 
was  going  to  be  a  smash  hit. 

Awed  by  the  company's  reputa- 
tion, Indian  investors  lined  up  in 
droves.  Over  the  course  of 
days,  1.5  milhon  people  turned 
$310  million  over  to  Morgan 
Stanley.  That's  when  the  trouble 
started.  Investors,  who  said  that 
the  fii'm  had  promised  there 
would  be  a  $100  million  ceiling, 
complained  the  fimd  was  less  ex- 
clusive than  they  had  been  led  to 
believe.  Morgan  Stanley  execu- 
tives say  its  prospectus  had  clearly 
stated  the  fund  had  no  maximum 
limit. 

TATTERED  REPUTATION.  Then,  before 
the  fund's  shares  were  listed  on  the 
Bombay  Stock  Exchange,  the  units 
started  trading  illegally — at  89(2  each 
instead  of  the  initial  price  of  32(Z.  But 
when  the  fund  hit  the  market,  the 
units  crashed — to  19e  apiece.  Since 
the  launch,  the  fimd's  performance 
has  been  lackluster:  Since  1994,  the 
fund  has  declined  16.5%,  compared 
with  a  17.7%  drop  for  the  Bombay 
index.  Morgan  Stanley  was  not  ac- 
cused of  wrongdoing  in  the  ensuing 
investigation  into  the  gi-ay  market 
trading,  but  its  sterling  reputation 
was  in  tatters  and  still  hasn't  fully 


Morgan  Stanley' 
perspective  is 
"long-term"- 
after  its  rocky 
start  in  India 


relnjunded.  "VV lieii 
Morgan  Stanley 
first  came,  people 
were  fascinated. 
Now,  they  are 
veiy  disappoint- 
ed," says  Prem 
Advani,  an  inde- 
pendent invest- 
ment agent  in 
New  Delhi. 

Morgan  Stanley  says  the  main 
problem  is  that  Indian  investors  did- 
n't understand  mutual  fimds.  "People 
thought  they  were  buying  a  Morgan 
Stanley  share,  not  an  emerging-mar- 
ket fund,"  says  K.  N.  Vaidyanathan, 
vice-president  of  Morgan  Stanley  As- 
set Management  India  Private  Ltd. 


BaiTy  Hall,  a  foiTner  Peace  Corps 
volunteer  who  heads  Moi'gan  Stan- 
ley's India  office,  acknowledges 
that  this  has  "led  to  a  long-tei-m 
PR  problem."  Other  obsei-vers  say 
Morgan  Stanley  doesn't  appreciate 
the  nuances  of  the  Indian  market. 
Says  Sanjeev  Mohta,  head  of  re- 
search at  James  Capel  b&k  in 
Bombay:  "You  cannot  necessarily 
use  global  or  even  Asian  parame- 
ters to  understand  things  here." 

Morgan  Stanley  also  is  viewed 
with  a  bit  of  suspicion  because  it 
has  become  so  big  in  the  Indian 
market.  Its  asset-management 
portfolio  of  $1.6  billion  is  1.25%  of 
the  capitalization  of  the  Bombay 
market,  and  it  represents  about  7% 
of  trading  volume.  That  makes  the 
5  finn  the  largest  owner  of  Indian 
stocks  after  Unit  Tnast  of  India,  the 
govemment-iim  mutual-fund  opera- 
tor. Some  Indian  traders  say  Mor- 
gan could  move  the  market,  and 
that  makes  people  nei"vous. 

Morgan  Stanley  officials  say 
they  will  continue  to  expand  their 
many  businesses  in  India.  "Only  a 
few  fii-ms  can  afford  to  take  a  long- 
term  perspective,"  says  Naina  Lai 
Kidwai,  Morgan  Stanley's  invest- 
ment banking  chief  in  Bombay.  By 
forging  ahead,  Morgan  Stanley  is 
proving  it  won't  be  discouraged  by 
one  setback. 

By  Sharon  Moshavi  in  Bombay 
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BY  GENE  G.  MARCIAL 

IS  GM  THE  ONE 
TAILGATING  AMEX? 

Tiiere  may  be  a  big  G  in  the  futui'e  for 
American  Expi'ess. 
When  this  column  pointed  out  that 
American  Express  (axp)  was  undei'val- 
ued  and  was  perhaps  being  stalked  by  a 
liuge  financial-services  outfit  (BW — Feb. 
5),  some  analysts  identified  the  nmiored 
btalker  as  General  Electric.  GE  instantly 
issued  a  denial.  But  now,  there  may  be 
mother  suitor — whose  name  also  stalls 
mth  a  big  G:  General  Motors. 

"Tlie  stoiy  about  AmEx  as  a  buyout 
;ai'get  is  fai"  from  over,  in  spite  of  the 
}E  statement"  says  one  investment 
aanker  who  has  been  right  on  the  mark 
n  spotting  takeovers.  He  isn't  discount- 
ng  GE  as  a  contender  but  says  GM,  with 
ts  huge  excess  cash  flow  and  global 
•each,  has  the  wherewithal  and  strategic 
notives  to  pursue  AmEx. 

He  says  gm's  General  Motors  Accep- 
jsnce  Corp.,  which  serves  customers'  fi- 
lancing  and  insmmice  needs,  would  ben- 
efit fi'om  AmEx'  banking,  insurance,  and 
.'redit-card  operations.  GM  started  a 
;redit-card  progr-am  in  1992.  He  adds: 
'My  contact  close  to  the  gmac  people 
;ells  me  that  some  gm  bigvrigs  ai'e  very 
nterested  in  AmEx." 

This  banker  says  GM  produces  excess 
ash  flow  of  more  than  $4  billion  a  yeai'. 
\pail  fi'om  GMAC,  GM  owns  Electronic 
3ata  Systems  and  Hughes  Electronics. 
CDS  and  gm  Hughes  trade  separately 
)n  the  New  York  Stock  Exchange:  gm's 
Illass  E  stock  represents  eds,  and  Class 
rl  is  GM  Hughes. 

Some  obsei-vers  put  the  takeover  val- 
le  of  AmEx,  now  trading  at  44,  at  60  a 
ihare — or  $30  billion  in  total,  gm 
spokesman  Mai"k  Tanner  says  coiporate 
jolicy  is  not  to  comment  on  any  future 
icquisitions.  AmEx  didn't  return  calls. 

FOR  SOMATOGEN, 
IT'S  IN  THE  BLOOD 

If  investment  adviser  Jim  McCamant  is 
right — as  he  was  about  Amgen  and 
Uliiron  a  decade  ago — Somatogen  (smtg) 
s  the  next  biotech  to  catch.  He  discov- 
ired  Chii-on  in  1984,  when  it  was  at  4%. 
it's  now  at  112.  He  found  Amgen  in 
1985,  when  it  was  at  about  50e  (adjust- 
id  for  splits).  Amgen  is  now  at  69. 


McCamant,  editor  of  the  Medical 
Technology  Stock  Letter  in  Berkeley, 
Calif.,  sees  Somatogen  as  "the  next 
Amgen-Chiron."  The  leader  in  develop- 
ing a  genetically  engineered  red-blood- 
cell  substitute,  "Somatogen  in  five  yeai-s 
will  have  the  lai'gest-selling  product  in 
that  potentially  huge  market,"  says 
McCamant.  He  thinks  the  stock,  now 
at  19,  will  hit  50  in  a  year. 

Somatogen  hasn't  been  a  wallflower: 
It  went  public  in  January,  1991,  at  19 — 
and  zoomed  to  50  by  January,  1992. 
When  the  biotech  bloom  faded,  so  did 
Somatogen,  slumping  to  8  by  March, 
1993.  The  stock  revived  when  the  com- 
pany took  its  cMef  blood-substitut«  prod- 
uct, Optro,  to  clinical  trials. 

In  1994,  Eli  Lilly  signed  a  pact  with 
Somatogen,  investing  about  $30  million 

SHOT  IN  THE  ARM  NEEDED 


EARNINGS 
PER  SHARE* 
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1 

i 

1997  Est, 

-$1.00 

i 

1996  Est, 

-$1.00 

1 

1995 

-940 

1994 

-$3.64 

1993 

-$2.37 
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SO  far  and  taking  a  5%  stake,  to  develop 
Optro.  Lilly  will  produce  Optro  and  has 
exclusive  world  rights,  except  for  North 
America  and  Scandinavia. 

This  year,  Lilly  and  Somatogen  plan 
to  start  an  expanded  trial  of  Optro  for 
blood  loss  during  surgery.  McCamant 
thinks  Optro  will 
be  commercially 
launched  by  1998. 
One  advantage  of 
substitute  blood 
cells  is  that  blood 
typing  isn't  neces- 
sary. And  there  is 
no  danger  of  get- 
ting blood-borne 
diseases.  Also,  do- 
nated blood  keeps 
for  only  35  to  42 
days  and  must  be 
refiigerated. 

Analysts  note 
that  more  than  12 

million  units  of  red-blood  cells  are  ti-ans- 
fused  in  the  U.  S.  eveiy  yeai-.  At  $200  a 
unit,  that's  a  $2.5  billion  market. 

Analysts  figure  Lilly  can  make 
800,000  units  a  year.  Other  companies, 


McCAMANT:  Ace 

picks  in  biotech 


such  as  Baxter  Laboratories,  are  also 
developing  blood  substitutes.  But  Soma- 
togen, says  McCamant,  seems  to  have  a 
cost  advantage  and,  thi'ough  its  part- 
nership with  Lilly,  the  resources  to  meet 
heavy  demand. 

HORIZON'S  VIEW 
MAY  BE  TOO  ROSY 

One  quick  route  to  gi-owth  is  acquisi- 
tions, and  Wall  Street  loves  Hori- 
zon/CMS  Healthcare  (hhc)  for  it.  The 
company  has  been  on  a  fast  track  with 
its  recent  deals.  As  a  result,  Horizon's 
shares  ai"e  buoyant,  rising  to  26  from  18 
in  late  October.  But  not  everyone  is 
pleased:  Howai'd  Schilit  and  Debbie  Me- 
ritz  of  the  Center  foi-  Financial  Reseai'ch 
&  Analysis  in  Rockville,  Md.,  contend 
that  HoiTzon,  which  operates  long-term- 
care  facilities  in  18  states,  "overetated  its 
operating  income  and  engaged  in  ag- 
gi'essive  accounting"  when  it  acquired 
Greeneiy  Rehabilitation  Group  in  Feb- 
ruary, 1994,  and  Continental  Medical 
Systems  in  July,  1995. 

Meritz  believes  Continental  Medical's 
"I'evenue  may  have  been  overstated"  in 
periods  prior  to  being  acquired.  In  the 
thi'ee  years  before  the  deal,  says  Meritz, 
Continental  recorded  special  chai'ges  to 
write  off  costs  and  assets  that  could 
have  been  expensed  in  future  periods. 
The  charges  indicated  to  Schilit  and  Me- 
ritz that  Continental  used  aggi'essive 
accounting  by  capitalizing  costs  on  its 
balance  sheet. 

Horizon  itself,  notes  Meritz,  took 
large  special  charges:  In  the  first  quar- 
ter of  fiscal  1996,  Hoiizon  {xjsted  a  $6:3.5 
million  charge,  enabling  the  company  to 
avoid  futiu'e  expenses  wMle  setting  the 
stage  for  impressive  earnings  gi-owth 
later.  Included  in  the  wiite-offs,  notes 
Meritz,  are  futm'e  bonus  rights  to  Hori- 
zon's vice-chairman  and  pre-opening 
costs  that  could  be  expensed  soon. 

The  effect  of  writing  off  costs  as  a 
special  chai'ge  is  to  exclude  noi-mal  oper- 
ating costs  from  operating  income  and 
to  shift  futui'e  costs  to  the  cuiTent  peri- 
od. So  earnings  get  a  boost  in  the  peri- 
ods in  which  these  costs  were  written 
off.  She  says  reported  earnings  of  $1.03 
for  the  year  ended  May  31  would  have 
been  lower  had  they  not  taken  those 
charges.  Horizon's  CFO  Michael  Seeliger 
rejected  the  claim  that  the  company  en- 
gaged in  aggressive  accounting.  "We  fol- 
low accoimting  principles  and  oiu-  audi- 
tors reviewed  om*  financials  and  gave 
comfort  on  eveiything  that  we  did." 
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NI    COLE  VAL^ENZA 


for  her 
four  tilmes  on  ^ 


Valentin 


'°  For  just  $100,  you  can  buy  the  lmportari^,women  in 

°         your  life  a  beautiful  Nicole  Valenza  hc^iery  gift 
subscription.  We'll  deliver  four  pair  |if  elegant 

designer  hosiery  four  times  to  her  home  or  office, . 

i 

starting  with  a  free  pair  of  sexy,  sensational, 
z         seductive  thigh   highs.   Polished  presentation 


includes  your  personal  message  and  silk  red  rose. 
You'll  always  stay  on  her  mind  because  your  name 
is  mentioned  with  each  delivery.  And  she'll  appre- 
ciate the  convenience  of  not  having  to\rush  to  the 
store,  hp  need  to  know  size  or  colors... we  handle 
it  for  ^ou  on  the  phone.  And  she  can  always 
^  change  it  sr^ply  by  calling  us.  For  today's  wo^han, 


call  today.  And  get  ready  to  get  appreciated. 


Im^  B^^^^  0  4.  63  93 


Mutual  Fund  Scoreboard 


SOND  FUNDS  CAME  BACK. 
WILL  INVESTORS? 

quities  are  getting  all  the  attention,  but  bonds  hold  plenty  of  potential  for  gains 


Suppose  the  bond  market  staged 
a  rally  and  nobody  came.  That's 
what  happened  dming  1995.  Bond 
mutual  funds  scored  solid  double- 
git  total  returns  of  16.4%,  including 
vidends  and  capital-gains  distributions, 
ore  than  reversing  1994's  losses.  That 
asn't  enough  to  keep  investors  in  the 
Id,  as  $4  billion  more  flowed  out  of 
e  funds  than  went  in,  a  striking  con- 
ast  to  the  $129  billion  that  piled  into 
(uity  funds.  This  year,  about  $2.6  bil- 
in  has  come  back  to  bond  funds,  but 
vestors  are  deploying  it  very  selec- 
/ely,  according  to  amg  Data  Services, 
hich  tracks  flows  to  funds.  Most  of 
e  new  money  is  going  to  corporate 
ind  funds.  Municipal  bond  funds  are 
it,  and  money  is  still  exiting  the  gov- 
nment  bond  funds. 
Perhaps  some  prospective  investors 
ere  scai'ed  off  by  the  1994  beai"  mai'ket 


and  didn't  believe — along  with  most  of 
the  pros — that  bonds  would  come  roaiing 
back.  And  others  no  doubt  found  the 
liu'e  of  a  rising  Dow  irresistible  and  ran 
to  equity  funds  instead.  Now,  having 
missed  the  tremendous  capital  gains, 
there's  not  much  incentive  to  move  back 
to  bond  funds.  While  long-term  rates 
dropped  two  percentage  points,  short- 
terai  rates  have  fallen  only  a  half  per- 
centage point.  So  yield-sensitive  investore 
are  sticldng  with  money-market  funds 
rather  than  exposing  themselves  to  the 
volatility  of  longer-term  bond  funds. 
RATING  RISK.  But  in  avoiding  bond 
funds,  investors  are  also  forgoing  the 
opportunity  to  earn  capital  gains  that 
sometimes  dwarf  yields.  It's  total  re- 
turn, not  yield,  that  coimts  in  measiuing 
your  investment  returns.  And  that's 
what  you'll  find  in  the  business  week 
Mutual  Fund  Scoreboard,  which  this 


week  reports  on  652  bond  funds.  In  the 
tables,  prepared  by  mutual-fund  data 
company  Morningstar  Inc.,  we  report 
total  returns  over  the  past  one-,  three- 
and  five-year  periods.  We  also  examine 
yield,  matiuity,  and  a  fund's  perfoiTnance 
relative  to  other  fimds,  and  we  report 
on  the  fees  and  expenses.  The  lower 
the  cost  of  the  fund,  the  more  that's 
left  for  investors — and  that  counts  for  a 
lot  in  a  low-yield  world. 

Even  total  return  does  not  tell  the 
whole  story'.  The  Scoreboai'd  rates  funds 
based  on  their  risk-adjusted  total  re- 
turns over  the  past  five  years  and 
awards  them  anywhere  from  three  up- 
ward-pointing arrows,  meaning  superior 
performance,  to  three  downward-point- 
ing arrows,  for  the  poorest  showings. 
This  year,  39  bond  funds  earned  top 
honors  (table). 

The  list  would  put  a  big  smile  on  the 


The  Top  Performers 

These  39  bond  funds  have  earned  three  upward-pointing  arrov/s  in  the  BUSINESS  WEEK  Mutual  Fund  Scoreboard. 
To  get  this  rating,  they  needed  to  deliver  superior  risl(-adjusted  total  returns  over  the  last  five  years. 


UND                                        AVERAGE  ANNUAL 

INVESTMENT 

FUND                                         AVERAGE  ANNUAL 

INVESTMENT 

TOTAL  RETURN* 

OBJECTIVE 

TOTAL  RETURN* 

OBJECTIVE 

MM  HIGH-YIELD  A 

18.1% 

Corporate-High-yleld 

MAINSTAY  HI-YIELD  CORPORATE  BOND  B 

18.9% 

Corporate-High-yield 

CALVERT  TAX-FKEE  RESERVES  LTD.-TERM  A 

4.7 

Municipal-National 

MERRILL  LYNCH  CORPORATE  HIGH-INCOME  B 

17.0 

Corporate-High-yield 

COLONIAL  HIGH-YIELD  SECURITIES  A 

19.6 

Corporate-High-yield 

MFS  HIGH-INCOME  A 

18.9 

Corporate-High-yield 

DAVIS  TAX-FREE  HIGH  INCOME  B 

7.7 

Municipal-National 

MFS  MUNICIPAL  HIGH-INCOME  A 

8.1 

Municipal-National 

DEAN  WITTER  HIGH-YIELD  SECURITIES 

24.3 

Corporate-High-yield 

NORTHSTAR  ADVANTAGE  HIGH-YIELD  T 

19.8 

Corporate-High-yield 

DEUWARE  TAX-FREE  USA  A 

8.7 

Municipal-National 

NUVEEN  MUNICIPAL  BOND  R 

8.1 

Municipal-National 

DREYFUS  SHORT-IKTERMEDUTE  MUNICIFAL  BOND 

5.6 

Municipal-National 

T.  ROWE  PRICE  TAX-FREE  HIGH-YIELD 

9.0 

Municipal-National 

FEDERATED  HIGH-YIELD 

18.9 

Corporate-High-yield 

T.  ROWE  PRICE  TAX-FREE  SHORT-INTERM. 

5.7 

Municipal-National 

FIDELITY  ADVISOR  HIGH-YIELD  A 

18.5 

Corporate-High-yield 

PUTNAM  HIGH  YIELD  ADVANTAGE  A 

18.7 

Corporate-High-yield 

FIDELITY  CAPITALS  INCOME 

18.3 

Corporate-High-yield 

PUTNAM  NY  TAX  EXEMPT  OPPORTUNITIES  A 

8.3 

Municipal-New  York 

FIDELITY  SPARTAN  HIGH-INCOME 

19.2 

Corporate-High-yield 

SELIGMAN  HIGH-YIELD  BOND  A 

17.9 

Corporate-High-yield 

FIDELITY  SPARTAN  SHORT-INTERMEDIATE  MUNI 

6.1 

Municipal-National 

SIT  TAX-FREE  INCOME 

7.8 

Municipal-National 

FIRST  INVESTORS  FUND  FOR  INCOME  A 

18.6 

Corporate-High-yield 

SMITH  BARNEY  MUNICIPAL  LIMITED-TERM  A 

7.2 

Municipal-National 

FLAGSHIP  LIMITED-TERM  TAX-EXEMPT  A 

7.1 

Municipal-National 

THORNBURG  LIMITED-TERM  MUNI.  NATIONAL  A 

6.6 

Municipal-National 

FRANKLIN  AGE  HIGH  INCOME  1 

18.9 

Corporate-High-yield 

UNITED  MUNICIPAL  HIGH-INCOME  A 

9.6 

Municipal-National 

FRANKLIN  HIGH  YIELD  TAX-FREE  INCOME  1 

9.5 

Municipal-National 

USAA  TAX-EXEMPT  SHORT-TERM 

5.6 

Municipal-National 

FRANKLIN  PA  TAX-FREE  INCOME  1 

9.0 

Municipal-Single-state 

VAN  KAMPEN  AMERICAN  CAP.  HIGH-YIELD  MUNI  A 

8.7 

Municipal-National 

KEMPER  DIVERSIFIED  INCOME  A 

20.0 

Multi-sector  bond 

VANGUARD  MUNICIPAL  BOND  LIMIHD-nRM 

6.1 

Municipal-National 

KEMPER  HIGH- YIELD  A 

19.0 

Corporate-High-yield 

VANGUARD  MUNICIPAL  BOND  SHORT-TERM 

4.7 

Municipal-National 

LIBERTY  HIGH-INCOME  BOND  A 

20.9 

Corporate-High-yield 

*Pretax  return,  appreciation  plus  reinvestment  of  dividends  and  capital  gams,  1991-95 

DATA:  MORNINGSTAR  INC. 
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High-yield  corporate  and  high-yield  muni  bond  funds 
dominate  the  Scoreboard's  list  of  top  performers 


face  of  Michael  R.  Milken,  the  onetime 
junk-bond  king  of  Wall  Street.  Seven- 
teen of  the  funds  are  high-yield  corpo- 
rate bond  funds,  which  invest  in  bonds 
rated  below  investment  gi'ade — the  sort 
of  securities  he  populaiized  in  the  1980s. 
The  theory  behind  junk  bonds  is  that 
while  there's  greater  risk  of  default, 
higher  yields  more  than  make  up  for 
occasional  bad  bonds. 

Many  of  the  top-rated  tax-free  funds 
are  also  high  yielders.  But  with  munici- 
pal bond  funds,  it's  more  unrated  debt 
than  low-rated  debt  that  provides  the 
extra  juice.  In  the  dif- 
fuse and  inefficient 
muni  market,  funds 
with  the  ability  to  per- 
form their  own  re- 
search often  find  credit- 
worthy investments 
among  smaller  issuers 
who  find  it  cheaper  to 
pay  a  somewhat  higher 
interest  rate  on  their 
bonds  than  to  pay  for  a 
debt  rating  from  a  rat- 
ings agency. 

What's  also  notewor- 
thy about  the  top  per- 
formers list  is  what's 
not  on  it:  a  government 
bond  fund.  That's  got 
nothing  to  do  with  the 
fioinous  budget  battle  or 
the  feai-  of  a  default.  In 
fact,  no  government 
bond  fimds  even  mer- 
ited two  up  arrows,  the 
second-highest  rating, 
and  only  a  handful 
come  up  with  better- 
than-average  marks. 
One  reason  for  this  poor  showing  was 
that  the  devastating  1994  bond  market 
hit  government  debt  the  hardest,  low- 
ering returns  and  raising  risk  ratings. 

But  even  without  1994,  government 
bond  funds  are  not  compelling.  In  the 
corporate  or  muni  markets,  smart  cred- 
it research  and  good  portfolio  manage- 
ment can  pay  off.  But  in  the  govern- 
ment market,  the  most  efficient 
securities  market  in  the  world,  there 
are  few  inefficiencies  to  uncover  and 
little  value  added  by  fund  managers, 
especially  after  taking  into  account  sales 
charges  and  ongoing  fund  expenses. 

Before  you  inish  to  high-yield  funds, 
remember  that  you're  viewing  them  un- 


der near  ideal  conditions.  Over  the  past 
five  years,  the  period  for  the  1996  rat- 
ings, junk  bonds  have  had  the  wind  at 
their  backs.  Interest  rates  fell,  allow- 
ing many  issuers  to  refinance;  corpo- 
rate cash  flows  swelled,  improving  is- 
suers' abiUty  to  service  their  debt;  and 
the  economy,  though  slow  at  times, 
grew  and  stayed  clear  of  recession. 
DEFENSE.  Keep  in  mind,  too,  that  junk 
funds  earned  high  marks  because  their 
1989-90  bear  market  is  no  longer  in  the 
the  ratings  period.  The  best  example 
of  a  fund  that  benefits  from  the  turn 


The  Bond-Fund  Rebound 

Interest  rates  fell,  so  most  bond  funds  earned  double-digit 

returns  in  1995.  The  damage  from  a  disastrous  1994  is 
evident  in  the  three-year  returns,  which  are  weaker  than 
the  one-  or  five-year  numbers. 
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FUND 

AVERAGE  ANNUAL  TOTAL  RETURN* 

BEST  PERFORMER 

OBJECTIVE 

1995 

1993-95 

1991-95 

IN  1995 

CONVERTIBLE 

22.6% 

11.8% 

16.4% 

Bond  Fund  for  Growth  A 

60VT.-TREASURY 

22,2 

9.0 

10.2 

Benham  Target  Maturities  2020 

CORP.-GENERU. 

18.3 

8.4 

10.3 

Smith  Barney  Inv.  Grade  Bond  B 

MUNI.-CALIFORNIA 

17.8 

7.3 

8.3 

Alhance  Muni.  Inc.  Ins.  OA  A 

MULTI-SECTOR  BOND 

17.8 

8.8 

12.3 

AIM  Income  A 

CORP.-HIGH-YIELD 

16.9 

10.5 

16.9 

IDS  Extra  Income  A 

WORLD  BOND 

16.8 

8.3 

8.1 

Alliance  N.  Amer.  Govt.  B 

MUNI.-NEW  YORK 

16.6 

6.8 

8.6 

Lebenthal  NY  Municipal  Bond 

MUNI.-SINBLE-ST«n 

16.2 

7.1 

8.4 

Voyageur  FL  Insured  Tax-Free  A 

G0VT.-II0RTGA6E 

15.9 

6.5 

8.0 

Princor  Govt.  Sees.  Income  A 

C0RP.-4IIGH-QUALITY 

15.9 

7.2 

8.8 

Vanguard  F/l  1/T  Corp.  Bond 

MUNI.-NATIONAL 

15.5 

7.0 

8.2 

Alliance  Muni.  Inc.  Ins.  Natl.  A 

GOVT.-fiENERAL 

15.4 

6.3 

7.8 

Fidelity  Spartan  L-T  Govt. 

S-T  WORLD-INCOME 

9.0 

3.4 

3.3 

TCW/DW  N.  Amer.  Govt.  Inc. 

GOVT.-ADJ.  RAn  MT6E. 

8.2 

4.0 

4.9 

Franklin  Adj.  U.S.  Gov.  Sees. 

AU  BOND  FUNDS 

16.4 

7.4 

9.3 

*Pretax  return,  includes  reinvestment 

TAXABLE  FUNDS 

16.6 

7.8 

10.4 

of  dividends  and  capital  gams 

TAX-FREE  FUNDS 

16.3 

7.1 

8.5 

DATA:  MORNINGSTAR  INC 

issuers  and  has  moved  away  from  sulf 
ordinated  to  more  senior  debt. 

But  Mark  E.  Durbiano,  who  ru 
both  Federated  High- Yield  Fund  a; 
Liberty  High-Income  Bond  A  Funi 
takes  a  different  view.  He  does  n 
think  the  economy  will  slow  enough 
derail  the  high-yield  market.  In  addi 
tion,  he  says  the  spread  between  jun| 
bond  yields  and  Treasury  yields  is  moi 
than  4  percentage  points,  the  wideff''^^ 
gap  since  November,  1993.  That  yie 
advantage  should  lure  new  money  in 
the  market.  Says  Durbiano:  "The  hig. 

yield  outlook  for  194e'c, 
is  pretty  bright." 

With    munis,  tl 
main  worry  is  not  i;  ?tiiiiii! 
terest  rates  or  cred 
quality  but  the  pro 
pects  for  replacing  tlf'^^^^ 
graduated  income  U 
with  a  one-rate  "fl; 
tax."   Under  a  pi 
whose  chief  proponen 
include  House  Majoi 
ty  Leader  Richard 
Armey  (R-Tex.)  ar 
Republican  Presidenti 
hopeful  Malcolm 
Forbes  Jr.,  the  t; 


preference  for  mun|^ 
would  end  as  all 
vestment  income 
came  tax  free. 
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of  the  calendar  is  Dean  Witter  High- 
Yield  Securities,  with  24.3%  average  an- 
nual total  retuiTi.  In  1990,  the  fund  had 
a  hoiTendous  -40.1%  retiu-n.  Its  standout 
five-year  record  was  launched  in  1991, 
when  the  market  rebounded  and  the 
fimd  amassed  a  67.2%.  return.  The  fund 
also  beat  the  competition  in  1992  and 
1993,  but  has  been  a  laggard  since. 

Managers  of  the  top-rated  high-yield 
funds  acknowledge  that  things  have 
gone  well  since  1991  and  are  mindful 
that  things  might  not  always  be  so 
bright.  "We've  turned  defensive,"  says 
Robert  J.  Manning,  who  rams  mfs  High- 
Income  A  fund.  Manning  has  upgraded 
the  portfoUo  to  larger,  more  established 


case,  mum  pnces  wou  jj 
fall  until  their  yieli 
approximated  those 
government  and  corptsoN"?, 
rate  bonds.  JNSTtit 
Indeed,  muni  bom  ^"'^i 
are  already  cheap  r( 
ative  to  taxables.  If  t 
flat-tax  threat  subsides,  munis  and  mij  ^j^^JJ' 
bond  funds  should  rally.  Sheila  Amoros  iioniai 
who  runs  the  top-rated  Franklin  Hij 
Yield  Tax-Free  Income  I,  says  the  fl 
tax  has  no  fizz  because  it  would  scr 


popular  deductions  for-  interest  on  hor 


mortgages  and  state  and  local  tax(  tUNivm 
"It's  like  health-care  reform,"  she  saj  l^fj^  - 
"It  sounds  great  on  the  surface,  b  tcovfm 
start  scratching  away  at  the  details  ai  'f«sci 
it  will  become  extremely  unpopular." 

Thinking  about  investing  in  mu  -'^"^'! 
funds?  Or  any  other  bond  funds  for  th  J'''  'S' 
matter?  Your  bond-fund  search  stai  in 
with  the  Scoreboard  on  page  77. 

By  Jeffrey  M.  Laderrm 
in  New  Yo 
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ow  to  Use  the  Tables 

ISINESS  WEEK  RATING 

tings  measure  risk-adjusted 
rformance.  This  sliows  how 
II  a  fund  performed  relative  to 
ler  funds  and  relative  to  the 
el  of  risk  it  took.  Risk-adjusted 
rformance  is  determined  by 
otracting  a  fund's  risk-of-loss 
:tor  (see  below)  from  its  his- 
ic  total  return.  Performance 
culations  are  based  on  the 
;-year  time  period  between 
1.  1,  1991,  and  Dec.  31, 
95.  For  rating  purposes,  funds 
:  divided  into  two  groups: 
inicipal  bond  funds  and  all 
ler  funds.  Ratings  are  based 
a  normal  statistical  distribu- 
1  within  each  group  and 
arded  as  follows: 

♦  *  SUPERIOR 
■#        VERY  GOOD 

GOOD 
3  AVERAGE 

BELOW  AVERAGE 

♦  POOR 

♦  ♦  VERY  POOR 


RISK 

The  risk-of-loss  factor  is  the 
potential  for  losing  money  m  a 
fund,  calculated  as  follows:  The 
monthly  Treasury  bil!  return  is 
subtracted  from  the  fund's  total 
return  for  each  of  the  60  months 
in  the  rating  period.  When  a  fund 
has  not  performed  as  well  as  Trea- 
sury bills,  the  result  is  negative. 
The  sum  of  these  negative  num- 
bers IS  then  divided  by  the  num- 
ber of  months  in  the  period.  The 
result  is  a  negative  number,  and 
the  greater  its  magnitude,  the 
higher  a  shareholder's  risk  of  loss. 
PERFORMANCE  COMPARISON 
The  tables  provide  performance 
data  over  three  time  periods. 
Here  are  equivalent  total  returns 
for  the  Lehman  Brothers  bond 
indexes  during  those  periods: 

G0VT7C0RP.  MUNI. 
1995  19.2%  17.5% 

3-year  average  (1993-95)     8.5%  7.8% 
5-year  average  (1991-95)     9.8%  8.8% 
FUND  CATEGORIES 
Corporate,  Government,  Municipal, 


International,  and  Convertible. 
SALES  CHARGE 

The  cost  of  buying  a  fund,  com- 
monly called  the  "load."  Many 
funds  take  loads  out  of  initial 
investments,  and  for  ratings  pur- 
poses, performance  is  reduced  by 
these  charges.  Loads  on  with- 
drawals can  take  two  forms. 
Deferred  charges  decrease  over 
time.  Redemption  fees  are 
imposed  whenever  investors  sell 
shares.  Funds  with  none  of  these 
charges  are  called  "no-load." 
EXPENSE  RATIO 
Fund  expenses  for  1995  as  a 
percentage  of  average  net  assets. 
The  measures  show  how  much 
shareholders  pay  for  fund  man- 
agement. Footnotes  indicate 
12(b)-l  plans,  which  allocate 
shareholder  money  for  marketing 
costs.  The  average  expense  ratio 
IS  1.01%  for  taxable  funds, 
0.84%  for  tax-free  funds. 
TOTAL  RETURN 
A  fund's  net  gam  to  investors. 


including  reinvestment  of  divi- 
dends and  capital  gains  at 
month-end  prices. 
YIELD 

Income  distnbutions  during  1995 
expressed  as  a  percent  of  net  asset 
value,  adjusted  for  capital  gams. 
MATURITY 

The  average  maturity  of  the  secu- 
rities in  a  fund's  portfolio, 
weighted  by  market  value. 
TREND 

A  fund's  relative  performance 
during  the  five  12-month  periods 
from  Jan.  1,  1991,  to  Dec.  31, 
1995.  The  boxes  read  from  left 
to  right,  and  the  level  of  green  in 
each  box  tells  how  the  fund  per- 
formed relative  to  other  funds 
during  the  period:  for  the  top 
quartile;  for  the  second  quartile; 
for  the  third  quartile;  and  for  the 
bottom  quartile.  An  empty  box 
indicates  that  a  fund  is  not  rated 
for  that  time  period. 
TELEPHONE  NUMBERS 
See  index  on  page  87. 


RATING 

SIZE 

FEES 

PERFORMANCE 

PORTFOLIO 

TREND 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

TOTAL  RETURN  (% 

YIELD 

MATURITY 

5-YEAR 

$MIL 

1994-95 

CHARGE  (%) 

RATIO  (%) 

1  YR. 

3YR. 

SYR. 

(%) 

(YEARS) 

ANALYSIS 

CORPORATE 

ARP  HIGH-QUALITY  BOND 

♦ 

544.8 

3 

No  load 

0.95 

17.3 

7.5 

8.8 

5.7 

11.5 

DVANCE  CAPITAL  1  RETIREMENT  INCOME 

139.3 

64 

No  load 

0.88t 

23.0 

9.9 

7.2 

17.4 

IM  HIGH-YIELD  A 

880.7 

53 

4.75 

l.OOt 

16.9 

10.8 

18.1 

10.1 

8.1 

IM  INCOME  A 

♦ 

249.7 

25 

4.75 

0.98t 

22.8 

9.4 

10.6 

7.5 

14.6 

LLIANCE  BOND  CORPORATE  BOND  B 

299.4 

44 

3.00" 

1.99t 

27.2 

7.6 

15.4 

1  II  Ul 

MERICAN  HIGH-INCOME 

-*"*- 

1210.7 

52 

4.75 

0.89t 

20.7 

10.3 

15.2 

8.6 

6.0 

ABSON  BOND  L 

AVG 

161.5 

16 

No  load 

0.97 

15.9 

7.6 

9.1 

6.8 

12.5 

ERNSTEIN  INTERMEDIATE  DURATION 

AVG 

1260.8 

50 

No  load 

0.65 

17.6 

8.0 

9.5 

5.8 

11.2 

ERNSTEIN  SHORT  DURATION  PLUS 

535.2 

6 

No  load 

0.65 

9.9 

5.3 

6.8 

5.5 

4.2 

U  1  ■  1 

ILTMORE  FIXED-INCOME 

175.2 

21 

4.50 

0.71 

17.9 

5.8 

6.4 

11  1 

LANCHARD  FLEXIBLE  INCOME 

229.9 

-16 

No  load 

1.58t 

15.4 

7.5 

6.1 

7.9 

OND  FUND  OF  AMERICA 

-* 

6290.2 

27 

4.75 

0.69t 

18.2 

8.6 

11.6 

7.5 

11.3 

OLONIAL  HIGH-YIELD  SECURITIES  A 

467.3 

20 

4.75 

1.23t 

17.6 

12.0 

19.6 

9.1 

8.0 

OLONIAL  INCOME  A 

AVG 

143.8 

11 

4.75 

l.llt 

20.3 

8.9 

10.8 

7.2 

13.4 

OLONIAL  STRATEGIC  INCOME  A 

715.0 

12 

4.75 

1.21t 

20.2 

10.2 

13.5 

8.1 

OLUMBIA  FIXED-INCOME  SECURITIES 

AVG 

316.3 

25 

No  load 

0.66 

18.9 

8.3 

9.9 

6.5 

5.9 

EAN  WITTER  DIVERSIFIED  INCOME 

574.6 

39 

5.00** 

1.51t 

12.7 

6.8 

7.4 

LLiJU 

EAN  WITTER  HIGH-INCOME  SEC. 

397.3 

248 

4.00** 

1.55t 

13.0 

10.2 

7.6 

1  II  1  U 

EAN  WITTER  HIGH-YIELD  SEC. 

-*-*-*- 

447.1 

3 

5.50 

0.79 

17.1 

12.7 

24.3 

11.5 

EAN  WITTER  INTERMEDIATE  INCOME 

AVG 

231.9 

3 

5.00** 

1.63t 

13.7 

6.2 

8.2 

6.0 

■  1  W  1 

ELAWARE  DELCHESTER  A 

-*"* 

1021.8 

8 

4.75 

1.09t 

14.0 

8.2 

16.3 

10.2 

6.8 

G  GOVERNMENT  INCOME 

184.7 

4 

2.00 

0.68t 

16.7 

7.3 

5.8 

7.8 

ODGE  &  COX  INCOME 

AVG 

303.3 

55 

No  load 

0.54 

20.2 

9.1 

10.6 

6.7 

10.7 

REYFUS  A  BONDS  PLUS 

AVG 

610.7 

26 

No  load 

0.99 

20.3 

9.1 

10.8 

6.3 

11.7 

REYFUS  SHORT-TERM  INCOME 

199.1 

-11 

No  load 

0.61 

11.2 

6.7 

6.6 

2.7 

LUJLl 

REYFUS  STRATEGIC  INCOME 

AVG 

321.7 

4 

No  load 

0.94 

20.8 

9.2 

11.1 

6.3 

10.9 

/  MARATHON  HIGH-INCOME 

488.8 

18 

5.00** 

1.78t 

13.9 

9.3 

16.3 

9.5 

7.2 

iDERATED  BOND  FORT,  (a) 

216.6 

52 

1.00 

1.03 

20.2 

10.5 

17.8 

7.6 

13.5 

iOERATED  HIGH-YIELD 

621.9 

78 

No  load 

0.85 

18.4 

10.7 

18.9 

9.2 

6.6 

DELITY  ADVISOR  HIGH-YIELD  A 

1267.6 

86 

3.50 

1.15t 

19.3 

12.1 

18.5 

8.4 

7.1 

ncludes  redemption  fee.  *"  Includes  deferred  sales  ctiarge,  t  12(b)-l  plan  in  effect,  t  Not  currently  accepting  new  accounts.  NA  =  Not  available   NM  =  Not  meaningful 

I  Formerly  Fortress  Bond.  DATA.  MORNINGSTAR,  INC  ,  CHICAGO,  IL 
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RATING 


SIZE 


FEES 


ASSETS 
SMIL. 


%  CHG. 
1994-95 


SALES  EXPENSE 
CHARGE  (%)  RATIO  (%) 


PERFORMANCE 

TOTAL  RETURN  (%) 


1  YR. 


3YR. 


5YR. 


PORTFOLIO 

YIELD  MATURITY 
(%)  (YEARS) 


TREND 

5-YEAR 
ANALYSIS 


FIDELITY  ADVISOR  INTERIM.  BOND  A  (b) 

233.5 

59 

2.75 

1.02t 

12.2 

6.9 

6.0 

4.8     1  !  U"  1 

FIDELITY  ADVISOR  SHORT  FIXED-INC.  A 

540.8 

-22 

1.50 

0.89t 

9.8 

5.1 

7.2 

5.9 

2.3  MJJtU 

FIDELITY  CAPITAL  &  INCOME 

2322.4 

14 

1.50* 

0.96 

16.7 

11.6 

18.3 

9.6 

6.2  WKBB 

FIDELITY  INTERMEDIATE  BOND 

* 

2821.4 

33 

No  load 

0.68 

12.8 

7.4 

8.5 

6.2 

5.2  li_ULJ 

FIDELITY  INVESTMENT  GRADE  BOND 

-* 

1245.7 

25 

No  load 

0.75 

15.5 

8.3 

10.4 

6.3 

7.6  ^AiU 

FIDELITY  SHORT-TERM  BOND 
FIDELITY  SPARTAN  HIGH-INCOME 
FIDELITY  SPARTAN  INVMT.  GRADE  BOND 
FIDELITY  SPARTAN  SHORT-TERM  INCOME 
FIRST  INVESTORS  FUND  FOR  INC.  A 


1196.6 
1080.6 
161.1 
479.6 
425.7 


-21 
75 
37 

-21 
7 


No  load 
1.00* 
No  load 
No  load 
6.25 


0.69 
0.80 
0.65 
0.65 
1.22t 


9.8 
18.5 
18.6 

9.9 
19.5 


4.8 
13.8 
9.2 
4.6 
12.1 


7.1 
19.2 


18^6 
17.3 


6.1 
9.5 
6.3 
6.3 
9.4 


2.1 
4.7 
7.9 
2.2 
5.7 


FIRST  INVESTORS  HIGH-YIELD  A 
FIRST  PRIORITY  FIXED-INCOME  INVMT. 
FPA  NEW  INCOME 
FRANKLIN  AGE  HIGH  INCOME  I 
HANCOCK  HIGH-YIELD  BOND  B 


186.8 
156.3 
233.6 
2075.9 
188.3 


10 
MM 
80 
21 
23 


6.25 
2.00 
4.50 
4.25 
5.00* 


1.61t 

l.lOt 

0.68 

0.66t 

1.89t 


19.4 
16.0 
14.4 
18.7 
14.4 


11.6 
6.0 
8.5 

11.2 
9.3 


11.0 
18.9 
14.6 


10.0 
5.2 
6.0 
9.4 
9.0 


6.6 
8.0 
7.1 
8.4 
6.7 


HANCOCK  SOVEREIGN  BOND  A 
HANCOCK  STRATEGIC  INCOME  A 
HARBOR  BOND 

HOTCHKIS  &  WILEY  LOW  DURATION 
IDS  BOND  A 


1535.4 
354.2 
233.4 
157.5 

2560.7 


16 
11 
40 
123 
20 


4.50 
4.50 
No  load 
No  load 
5.00 


1.26t 

1.09t 

0.70 

0.58 

0.78 


19.5 
18.7 
19.2 
12.7 
22.0 


8.9 
9.4 
8.8 

10.5 


10.2 
13.5 
11.0 

12.5 


7.2 
9.0 
6.9 
7.3 
6.9 


14.3 
9.0 

11.6 
2.9 

15.8 


IDS  EXTRA  INCOME  A 
IDS  SELECTIVE  A 

INTERMEDIATE  BOND  FUND  AMERICA 
INVESCO  HIGH-YIELD 
INVESCO  SELECT  INCOME 


AVG 


1932.5 
1516.4 
1544.2 
343.5 
261.7 


27 
9 
7 
63 
92 


5.00 
5.00 
4.75 
No  load 
No  load 


0.79 

0.72 

0.78t 

l.OOt 

l.OOt 


21.8 
21.2 
13.9 
17.9 
20.6 


10.5 
9.4 
6.4 
9.0 
9.9 


17.4 
10.8 
7.9 
12.9 
11.7 


8.9 
6.2 
6.6 
9.5 
6.9 


7.8 
14.4 
4.8 
7.9 
10.2 


JANUS  FLEXIBLE  INCOME 

KEMPER  DIVERSIFIED  INCOME  A 

KEMPER  HIGH-YIELD  A 

KEMPER  INCOME  &  CAPITAL  PRES.  A 

KEYSTONE  DIVERSIFIED  BOND  (B-2)  (c) 


AVG 
* 

AVG 


620.5 
505.2 
2565.2 
552.4 
727.8 


75 
10 
14 
13 
-1 


No  load 
4.50 
4.50 
4.50 
4.00* 


0.93 
1.12 
0.90 
0.90 
1.81t 


21.1 
19.7 
17.5 
21.4 
14.7 


10.8 
11.7 
11.6 
9.4 
6.7 


13.9 
20.0 
19.0 
10.7 
9.6 


7.3 
9.5 
10.3 
7.0 
7.5 


13.5 
11.8 
7.5 
12.2 
11.3 


KEYSTONE  HIGH-INCOME  (B-4)  (d) 
KEYSTONE  QUALITY  BOND  (B-1)  (e) 
KEYSTONE  STRATEGIC  INCOME  B  (f) 
LIBERTY  HIGH-INCOME  BOND  A 
LIMITED  TERM  A 


675.7 
309.2 
145.2 
519.0 
136.1 


1 

-5 
-5 
23 
-20 


4.00* 

4.00* 

5.00* 

4.50 

1.00 


2.03t 

1.86t 

2.06t 

1.21 

l.lOt 


9.8 
16.5 
10.2 
19.2 
11.7 


6.8 
6.4 

11.2 
5.8 


15.3 
7.5 

20.9 


10.6 
6.0 
8.2 
9.2 
5.6 


7.0 
8.7 
6.8 
6.5 
3.0 


LOOMIS  SAYLES  BOND 
LORD  ABBETT  BOND-DEBENTURE 
LORD  ABBETT  BOND-DEBENTURE  TR. 
MAINSTAY  HIGH-YIELD  CORP.  BOND  B 
MARSHALL  INTERMEDIATE  BOND 


252.4 
1339.5 

147.6 
1601.2 

357.6 


206 
36 

134 
43 
10 


No  load 
4.75 
1.00* 
5.00* 

No  load 


0.84 

0.88t 

1.23t 

1.60t 

0.71 


32.0 
17.5 
15.9 
19.7 
15.5 


15.7 
9.4 

13.9 
6.0 


16.0 
18.9 


6.7 
9.4 
7.7 
10.2 
6.2 


19.3 
8.8 
9.5 
5.5 
4.3 


MERRILL  LYNCH  CORP.  HIGH-INCOME  B 
MERRILL  LYNCH  CORP.  INTERM.-TERM  B 
MERRILL  LYNCH  CORP.  INVMT.  GRADE  B 
MERRILL  LYNCH  WORLD  INCOME  B 
MFS  BOND  A 


AVG 


3474.0 
228.4 
688.7 

1241.9 
534.6 


54 
73 
46 
-17 
23 


4.00* 
1.00* 
4.00* 
4.00* 
4.75 


1.32t 
l.llt 
1.35t 
1.54t 
l.OOt 


17.4 
17.7 
18.9 
14.6 
21.5 


9.8 
8.1 
7.7 
7.3 
9.7 


17.0 
9.2 
10.7 


9.0 
6.3 
6.0 
7.5 
7.0 


6.7 
5.8 

10.6 
7.0 

11.0 


MFS  HIGH-INCOME  A 

MFS  INTERMEDIATE  INCOME  B 

NATIONWIDE  BOND 

NEUBERGER  &  BERMAN  LIMITED  MAT. 
NEW  ENGLAND  BOND  INCOME  A 


AVG 


598.3 
230.0 
138.6 
303.8 
200.2 


19 
-19 
14 
3 
29 


4.75 
4.00* 
4.50 
No  load 
4.50 


0.99t 

2.22t 

0.71 

0.70 

1.08t 


17.2 
15.1 
24.2 
10.6 
20.8 


10.9 
5.6 
8.2 
5.6 
9.0 


18.9 
6.1 
9.8 
6.7 

10.5 


8.5 
5.1 
6.4 
6.1 
6.5 


7.8 

12.4 

2.6 
9.0 


NICHOLAS  INCOME 
NORTHEAST  INVESTORS 
NORTHSTAR  ADV.  HIGH-YIELD  T  (g) 
OPPENHEIMER  BOND  A  (h) 
OPPENHEIMER  CHAMPION  INCOME  A  (1) 


162.1 
805.2 
139.9 
168.5 
279.4 


15 
45 
3 
75 
60 


No  load 
No  load 

4.00**t 

4.75 

4.75 


0.59 

1.02 

1.34t 

1.06t 

1.18t 


16.2 
17.3 
13.7 
16.9 
14.7 


9.4 
14.0 
9.8 
7.4 
11.6 


12.2 
17.1 
19.8 
9.4 
16.2 


8.6 
9.7 
9.7 
6.2 
8.5 


6.4 
7.1 
9.1 

7.5 


OPPENHEIMER  HIGH-YIELD  A 
OPPENHEIMER  STRATEGIC  INCOME  A 
PAINEWEBBER  HIGH-INCOME  A 
PAINEWEBBER  INVMT.  GRADE  INCOME  A 
PARAGON  INTERMEDIATE-TERM  BOND  A 


AVG 


1107.4 
3277.9 
235.0 
260.6 
314.4 


16 
10 

-8 
-2 
7 


4.75 
4.75 
4.00 
4.00 
4.50 


1.03t 
0.95t 
0.91t 
0.97t 
0.76 


15.1 
15.4 
11.0 
19.6 
17.3 


10.6 
9.6 
6.3 
8.6 
6.9 


14.7 
11.3 
17.0 
10.5 
8.5 


9.5 
9.0 
11.4 
7.0 
6.2 


7.3 
16.3 


PARAGON  SHORT-TERM  GOVERNMENT  A 

PHOENIX  HIGH-YIELD  A 

PHOENIX  MULTI-SECTOR  FIXED-INC.  A 

PIMCO  ADV.  HIGH-INCOME  C 

T.  ROWE  PRICE  HIGH-YIELD 


AVG 


128.3 
505.7 
168.4 
167.8 
1226.6 


-8 
0 
4 
13 
18 


4.50 

4.75 

4.75 

1.00* 

1.00* 


0.77 

1.19t 

1.13t 

1.90t 

0.88 


9.9 
17.7 
19.8 
20.0 
15.8 


5.1 
9.6 
8.9 
6.1 
9.1 


6.4 
13.9 
13.2 

7.5 
14.3 


5.2 
9.5 
7.4 
7.5 
9.1 


9.1 
9.9 
5.6 
8.3 


NIB 


T.  ROWE  PRICE  NEW  INCOME 
T.  ROWE  PRICE  SHORT-TERM  BOND 
PRUDENTIAL  HIGH-YIELD  B 
PUTNAM  DIVERSIFIED  INCOME  B 
PUTNAM  HIGH  YIELD  A 


AVG 
AVG 


1668.1 
464.4 
2718.9 
1927.6 
3060.8 


22 
-2 
-18 
23 
13 


No  load 
No  load 
5.00* 
5.00* 
4.75 


0.78 

0.79 

1.38t 

1.76t 

0.95t 


18.4 
9.7 
17.2 
17.9 
18.1 


8.1 
4.3 
10.0 


8.9 
5.8 
15.5 


10.1  17.3 


6.5 
6.3 
9.3 
7.1 
10.1 


10.6 
2.8 


10.0 
5.9 


*  Includes  redemption  fee  "  Includes  deferred  sales  charge  t  12(b)-l  plan  in  effect  t  Not  currently  accepting  new  accounts  or  deposits,  NA  =  Not  available.  NM  =  Not  meaningful, 
(b)  Formerly  Fidelity  Advisor  Limited-Term  Bond  A  (c)  Formerly  Keystone  Custodian  B-2  (d)  Formerly  Keystone  Custodian  B-4  (e)  Formerly  Keystone  Custodian  B-1.  (f)  Formerly  Keystone 
America  Strategic  Income  B.  (g)  Formerly  Advantage  Higti-Yield  Bond  (h)  Formerly  Oppenheimer  Investment  Grade  Bond  A.  (i)  Formerly  Oppentieimer  Champion  High-Yield  A. 
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Bond  Funds 


RATING        SIZE  FEES  PERFORMANCE  PORTFOLIO  TREND 


ASSETS       %CHG.         SALES      EXPENSE  TOTAL  RETURN  (%)  YIELD      MATURITY  5-YEAR 

SMIL        1994-95     CHARGE  (%)  RATIO  (%)        1 YR.         3  YR.        SYR.         (%)        (YEARS)  ANALYSIS 


•UTNAM  HIGH  YIELD  ADVANTAGE  A  « 

890.1 

34 

4.75 

1.03t 

18.8 

10.9 

18.7 

10.3 

'UTNAM  INCOME  A 

967.2 

27 

4.75 

1.05t 

19.8 

9.1 

1 1.0 

6.6 

11.1 

iCUDDER  INCOME 

AVG 

579.4 

25 

No  lo3d 

0.97 

18.5 

8.4 

9.8 

6.3 

11.2 

iCUDDER  SHORT-TERM  BOND 

AVG 

1818.2 

-15 

No  lodd 

0.73 

10.7 

5.1 

6.9 

6.2 

3.0 

W  i  ■  1 

;FLICMAN  HIGH-YIELD  BOND  A  -4 

182.1 

209 

4.75 

1.13t 

20.7 

13.2 

17.9 

9.4 

7.2 

;even  seas  yield  plus 

1380.6 

14 

No  load 

0.38t 

6.6 

4.7 

5.8 

0.5 

1  1  1  ■  1 

784  INCOME 

211.8 

24 

No  load 

0.55t 

18.0 

6.1 

9.9 

1  1  1  1  ■ 

ilPBRA  CORPORATE  INCOMIf  A 

357.1 

_1 

4.50 

0.90t 

27.1 

9.9 

11.9 

7.1 

20.7 

iMITH  BARNEY  DIVR  STRAT.  INCOME  B 

AVG 

2401.8 

7 

4.50** 

1.56t 

15.1 

7.8 

9.6 

7.9 

6.7 

iMITH  BARNEY  HIGH-INCOME  B 

521.0 

30 

4.50** 

1.511 

17.5 

9.9 

16.5 

9.3 

.MiTH  BARNEY  INVMT.  GRADE  BOND  B 

289.1 

34 

4.50** 

1.57t 

34.9 

13.0 

13.9 

6.2 

29.1 

.TATE  ST  RESEARCH  HIGH-INCOME  A  (j) 

623.7 

5 

4.50 

1.23t 

12.4 

10.5 

17.3 

10. 1 

5.8 

'TEINROE  INCOME 

207.1 

35 

No  load 

0.82 

19.7 

9.3 

10.8 

6.9 

6.9 

TEINROE  INTERMEDIATE  BOND 

AVG 

312.8 

11 

No  load 

0.70 

16.8 

7.5 

9.0 

6.4 

6.1 

TRONG  ADVANTAGE 

989.7 

9 

No  load 

0.80 

7.5 

6.4 

7.6 

6.6 

1.0 

1  y  ■  1 

TRONG  CORPORATE  BOND  (k) 

* 

259.3 

110 

No  load 

1.10 

25.4 

13.1 

12.7 

7.0 

10.5 

TRONG  SHORT-TERM  BOND 

1 105.0 

6 

No  load 

0.90 

12.0 

6.3 

8.0 

6.9 

2.6 

U  !  ■  ! 

WENTIETH  CENTURY  LONG-TERM  BOND 

AVG 

152.5 

27 

No  load 

0.78 

20.3 

8.2 

9.4 

6.1 

10.2 

iNITED  BOND  A 

563.5 

g 

5.75 

0.72t 

20.5 

8.7 

10.4 

6.3 

15.0 

'NITED  HIGH-INCOME  A 

980.9 

8 

5.75 

0.84t 

17.8 

10.1 

16.4 

8.8 

8.3 

NITED  HIGH-INCOME  II  A 

368.7 

7 

5.75 

0.88t 

16.9 

9.6 

14.9 

8.6 

7.6 

■■BB 

AN  KAMPEN  AMER.  CAP.  CORP.  BOND  A  (1) 

AVG 

174.7 

8 

4.75 

1.09t 

21.2 

9.0 

10.4 

6.7 

■iS 

AN  KAMPEN  AMER,  CAP.  HI-INC.  CORP.  A  (m) 

416.7 

15 

4.75 

l.lOt 

17.4 

10.5 

17.5 

9.5 

7.8 

AN  KAMPEN  AMER.  CAP.  HIGH-YIELD  A  (n) 

■^■^ 

268.5 

12 

4.75 

1.32t 

17.5 

10.1 

16.1 

8.1 

6.9 

ANGUARD  BOND  IDX.  INTRM.-TERM  BOND 

345.6 

384 

No  load 

0.18 

21.0 

6.3 

7.6 

1  1  M  ■ 

ANGUARD  BOND  IDX.  SHORT-TERM  BOND 

207.6 

170 

No  load 

0.18 

12.9 

6.2 

2.7 

1  [  1  1  U 

ANGUARD  BOND  IDX.  TOTAL  BOND 

AVG 

2405.0 

39 

No  load 

0.18 

18.2 

8.1 

9.3 

6.4 

8.8 

ANGUARD  FIXED-INC.  HIGH-YLO.  CORP. 

-** 

2900.0 

37 

1.00* 

0.34 

19.2 

11.5 

15.3 

8.6 

7.9 

ANGUARD  FIXED-INC.  I/T  CORP.  BOND 

361.4 

139 

No  load 

0.28 

21.4 

6.5 

7.3 

ANGUARD  FIXED-INC.  L/T  CORP.  BOND 

AVG 

3356.1 

31 

No  load 

0.32 

26.4 

11.1 

12.7 

6.6 

20.0 

ANGUARD  FIXED-INC.  S/T  CORPORATE 

3743.3 

29 

No  load 

0.28 

12.7 

6.4 

7.9 

6.1 

2.4 

ICTORY  INTERMEDIATE  INCOME 

171.3 

48 

4.75 

0.79 

14.1 

6.0 

4.2 

□nnc 

ICTORY  INVESTMENT  QUALITY  BOND 

127.7 

36 

4.75 

0.79 

16.7 

6.0 

1  1  1  Bii 

ICTORY  LIMITED-TERM  INCOME 

AVG 

171.3 

124 

2.00 

0.79 

11.1 

5.2 

6.4 

5.6 

U  1  ■  1 

fILLIAM  BLAIR  INCOME  SHARES 

-* 

147.3 

2 

No  load 

0.68 

14.4 

7.0 

8.8 

6.2 

4.7 

iOVERNMENT 

ARP  GNMA  &  U.S.  TREASURY 

AVG 

5257.3 

0 

No  load 

0.67 

12.8 

5.5 

7.5 

6.6 

6.9 

u. 

..■i 

IM  INTERMEDIATE  GOVERNMENT  A  (o) 

175.5 

11 

4.75 

1.04t 

16.3 

6.3 

7.6 

7.3 

8.1 

IM  LTD.  MATURITY  TREASURY  RET. 

312.5 

17 

1.00 

O.Slt 

9.4 

4.8 

6.1 

5.8 

1.5 

1 1 

m  1 

LLIANCE  BOND  U.S.  GOVERNMENT  B 

754.4 

7 

3.00** 

1.72t 

15.5 

6.2 

6.8 

7.2 

LiJd 

LLIANCE  MORTGAGE  SEC.  INCOME  B 

738.7 

-20 

3.00** 

2.00t 

14.5 

5.3 

6.0 

SSET  MANAGEMENT  ADJ.  RATE  MORTGAGE 

898.2 

4 

No  load 

0.47t 

9.1 

5.2 

6.1 

0.7 

rujtJ 

SSET  MANAGEMENT  INTERM  MORT.  SEC. 

-* 

178.9 

-15 

No  load 

0.39t 

13.9 

6.2 

8.5 

6.3 

3.7 

lJU 

SSET  MANAGEMENT  SHORT  U.  S.  GOVT. 

-* 

168.9 

2 

No  load 

0.47t 

11.4 

5.7 

7.1 

6.2 

2.2 

Mb 

uu 

TLAS  U.  S.  GOVT.  &  MORTGAGE  SEC.  A 

AVG 

255.6 

4 

3.00 

0.80t 

15.5 

6.3 

8.4 

6.7 

WU 

ENHAM  ADJUSTABLE  RATE  GOVT.  SEC. 

313.4 

-29 

No  load 

0.57 

8.8 

3.7 

5.8 

0.6 

lL 

m~t 

ENHAM  GNMA  INCOME 

* 

1111.4 

17 

No  load 

0.58 

15.8 

6.7 

8.6 

6.9 

6.3 

ENHAM  TARGET  MATURITIES  2000 

299.7 

18 

No  load 

0.59 

20.7 

8.6 

10.7 

0.0 

5.0 

ENHAM  TARGET  MATURITIES  200S 

228.5 

125 

No  load 

0.64 

32.6 

11.8 

13.1 

0.0 

9.9 

ENHAM  TARGET  MATURITIES  2010 

120.7 

117 

No  load 

0.68 

42.1 

15.6 

15.2 

0.0 

14.7 

ENHAM  TARGET  MATURITIES  2015 

140.7 

15 

No  load 

0.58 

52.7 

16.2 

15.6 

0.0 

19.8 

ENHAM  TARGET  MATURITIES  2020 

726.1 

498 

No  load 

0.70 

61.3 

20.4 

16.3 

0.0 

24.6 

ENHAM  TREASURY  NOTE 

AVG 

307.4 

4 

No  load 

0.53 

13.7 

6.2 

7.7 

5.6 

3.7 

w. 

JLi 

ERNSTEIN  GOVT.  SHORT  DURATION 

* 

146.6 

2 

No  load 

0.69 

9.9 

4.9 

6.3 

5.3 

2.5 

1  i 

■  1 

ARDINAL  GOVERNMENT  OBLIGATIONS 

* 

150.0 

-5 

4.50 

0.76 

14.0 

5.7 

7.2 

7.7 

13.4 

u, 

■  1 

OLONIAL  FEDERAL  SECURITIES  A 

♦ 

1240.4 

0 

4.75 

1.18t 

20.4 

8.3 

9.2 

6.5 

6.7 

OLONIAL  U.S.  GOVERNMENT  A 

AVG 

1129.8 

72 

4.75 

l.llt 

14.9 

6.1 

6.8 

6.2 

15.0 

LU 

-Md 

OMMON  SENSE  GOVERNMENT 

331.7 

2 

6.75 

0.89 

16.9 

6.3 

8.2 

6.5 

7.2 

Mm 

OMPOSITE  U.  S.  GOVERNMENT  SEC.  A 

177.3 

-6 

4.00 

0.97t 

19.4 

7.1 

8.4 

5.8 

9.9 

UJ 

-.Ji 

EAN  WITTER  FEDERAL  SECURITIES 

♦ 

844.9 

4 

5.00** 

1.52t 

18.8 

7.2 

8.4 

6.0 

12.5 

WJ 

-Ui 

EAN  WITTER  SHORT-TERM  U.  S.  TREAS. 

290.7 

-12 

No  load 

0.84t 

9.8 

4.4 

5.2 

2.0 

LU 

_■_ 

EAN  WITTER  U.S.  GOVT.  SECURITIES 

AVG 

7938.7 

-3 

5.00** 

1.22t 

16.7 

6.5 

7.3 

6.2 

7.4 

UJ 

JhU 

ELAWARE  LIMITED-TERM  GOVT.  A  (p) 

AVG 

651.7 

-17 

3.00 

0.91t 

8.7 

4.0 

6.0 

7.7 

3.3 

u 

JiJ 

ELAWARE  U.  S.  GOVERNMENT  A 

♦ 

194.7 

-6 

4.75 

1.23t 

13.7 

4.9 

7.2 

8.0 

5.8 

UJ 

-UJ 

REYFUS  100%  U.  S.  TREASURY  INTERM. 

AVG 

196.2 

6 

No  load 

0.89 

15.8 

7.3 

8.8 

6.8 

6.5 

.uu 

REYFUS  100%  U.S.  TREASURY  UT 

145.5 

17 

No  load 

0.98 

24.9 

9.8 

11.0 

6.2 

13.9 

REYFUS  100%  U.S.  TREASURY  S/T 

* 

187.8 

9 

No  load 

0.35 

11.4 

5.9 

7.5 

6.8 

2.6 

laJ  1  1 

REYFUS  GNMA 

AVG 

1445.1 

1 

No  load 

0.97t 

15.1 

6.2 

7.9 

6.6 

9.9 

WJ 

-■J 

REYFUS  SHORT-INTERM.  GOVERNMENT 

574.3 

22 

No  load 

0.47 

12.6 

6.3 

7.8 

6.5 

2.6 

UJ 

Includes  redemption  lee  *'  Includes  deferred  sales  charge  t  12(b)-l  plan  in  effect,  t  Not  currently  accepting  new  accounts  or  deposits,  NA  =  Not  available   NM  =  Not  meaningful. 
Formerly  MetLife-State  St,  Research  High-Inc,  A,  (k)  Formerly  Strong  Income  (I)  Formerly  Amencan  Capital  Corporate  Bond  A,  (m)  Formerly  American  Capital  High-Yield  Investments  A  (n) 
irmerly  Van  Kampen  Merrill  High-Yield  A,  (o)  Formerly  AIM  Government  Securities  A  (p)  Formerly  Delavi/are  Treasury  Resrv,  Interm  A, 
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Bond  Fund 


RATING 


SIZE 


FEES 


ASSETS 
SMIL 


%  CHG^ 
1994-95 


SALES  EXPENSE 
CHARGE  (%)  RATIO  (%) 


PERFORMANCE 

TOTAL  RrrURN  (%) 


PORTFOLIO 


1  YR. 


3YR, 


5YR. 


YIELD 

(%) 


MATURITY 
(YEARS) 


TREND 

5-YEAR 
ANALYSIS 


FIDELITY  MORTGAGE  SECURITIES 
FIDELITY  SHORT-INTERMEDIATE  GOVT. 
FIDELITY  SPARTAN  GINNIE  MAE 
FIDELITY  SPARTAN  GOVT.  INCOME 
FIDELITY  SPARTAN  LTD.  MAT.  GOVT. 


AVG 
AVG 


486.5 
133.2 
445.0 
249.0 
829.5 


39 
-12 

28 
7 
0 


No  load 
No  load 
No  load 
No  load 
No  load 


0.77 
0.82 
0.65 
0.65 
0.65 


17.0 
11.9 
16.7 
18.2 
13.9 


8.4 
5.2 
6.9 
6.9 
6.3 


8.7 

8.1 
8.5 
7.3 


6.8 
6.4 
6.6 
6.2 
6.2 


5.3 
2.6 
5.6 
9.3 
5.4 


[TEHS 


EV  TRADITIONAL  GOVT.  OBLIGATIONS  AVG  359.9  -7  3.75  1.73t  14.0  6.9  8.0  7.4  4.6 

EVERGREEN  U.  S.  GOVERNMENT  B  (q)  187.2  -A  5.00**  1.79t  15.9  6.0  8.1 

FIDELITY  ADVISOR  GOVT.  INVMT.  A  ♦  221.2  79  3.50  0.89t  17.7  7.5  8.4  5.9  8.7 

FIDELITY  GINNIE  MAE  AVG  805.6  14  No  load  0.75  16.6  6.7  8.1  6.6  6.1 

FIDELITY  GOVERNMENT  SECURITIES  ♦  994.1  63  No  load  0.71  18.1  7.9  9.5  6.0  9.0 


FIDELITY  SPARTAN  LONG-TERM  GOVT. 
FIRST  INVESTORS  GOVERNMENT  A 
FORTIS  U.S.  GOVERNMENT  SEC.  E 
FORTRESS  ADJUST  RATE  U.  S.  GOVT. 
FRANKLIN  ADJUSTABLE  U.S.  GOVT.  SEC. 


116.6 
216.3 
457.3 
321.5 
491.9 


63 

-1 
-7 
-26 
-28 


No  load 
6.25 
4.501 
1.00** 
2.25 


0.65 

1.42t 

0.77 

1.02t 

0.40t 


30.4 
15.6 
15.2 
8.3 
9.2 


10.1 
5.0 
5.6 
3.8 
2.8 


11.1 
7.1 
7.2 

4.2 


5.7 
6.9 
6.3 
5.7 
5.9 


23.7 
7.6 
5.4 
4.5 
0.8 


I  i  I  ■  I 

rrn 


FRANKLIN  SHORT-INTRM.  U.S.  GOVT.  I 
FRANKLIN  TAX-ADVANT.  U.  S.  GOVT. 
FRANKLIN  U.  S.  GOVERNMENT  SEC.  I 
FUND  FOR  U.S.  GOVERNMENT  SEC.  A 
GALAXY  II  U.  S.  TREASURY  INDEX  RET. 


AVG 
AVG 


211.6 
403.6 
11105.9 
1375.9 
128.1 


-A 
-12 
1 
1 

22 


2.25 
4.25 
4.25 
4.50 
No  load 


0.65t 
0.61t 
0.61t 
0.95t 
0.40 


11.1 
18.3 
16.7 
14.4 
18.1 


5.4 
7.1 
6.7 
5.6 
7.8 


7.0 
8.6 
8.2 
7.0 


5.3 
6.5 
7.0 
7.1 
6.1 


2.2 
7.8 
7.0 
6.5 
8.3 


GOVERNMENT  INCOME  SECURITIES  AVG      2355.8  -8  2.00**  0.97  14.8  5.6  7.2  7.0  6.0 

GRADISON-McDONALD  GOVT.  INCOME  ^        185.4  1  2.00  0.90t  17.2  6.7  8.0  6.3  5.3 

HANCOCK  GOVERNMENT  INCOME  A  468.7  NM  4.50  0.12t  18.4  7.4  20.0 

HANCOCK  LIMITED-TERM  GOVT.  A  AVG        198.7  -8  3.00  1.41t  11.3  5.6  6.7  5.7  6.1 

HANCOCK  SOVEREIGN  U.  S.  GOVT.  A  375.4  21  4.50  1.23t  18.5  7.5  6.4  21.3 


IDS  FEDERAL  INCOME  A 
INVESTORS  TRUST  GOVERNMENT  B 
ISI  TOTAL  RETURN  U.S.  TREASURY 
KEMPER  ADJ.  RATE  U.  S.  GOVT.  A 
KEMPER  SHORT-INTERMEDIATE  GOVT.  B 


AVG 


AVG 


1083.3 
1073.1 
209.5 
125.7 
200.0 


7 
-11 

7 
-21 
-12 


5.00 

5.00** 

4.45 

3.50 

4.00** 


0.79 

1.76t 

0.77t 

0.93 

1.87t 


14.0 
13.5 
21.7 
8.5 
10.4 


6.4 
3.6 
9.9 
4.3 
4.3 


7.3 
6.0 
10.1 
6.4 
5.8 


6.4 
6.9 
6.1 
5.8 
5.8 


12.9 
7.8 

12.4 
4.8 
2.9 


Willi  n 


KEMPER  U.S.  GOVERNMENT  SEC.  A 
KEMPER  U.  S.  MORTGAGE  A 
KIEWIT  SHORT-TERM  GOVERNMENT 
LEGG  MASON  U.  S.  GOVT.  INT.-TM.  PRIM. 
LEXINGTON  GNMA  INCOME 


AVG 
AVG 


4652.8 
2086.1 
156.4 
231.3 
130.7 


-2 
13 
15 
-2 
-1 


4.50 
4.50 
No  load 
No  load 
No  load 


0.75 

0.89 

0.37 

0.90t 

0.98 


18.4 
18.1 
9.0 
14.1 
15.9 


6.8 
6.4 

6.1 
7.0 


8.4 


7.7 
8.4 


7.2 
7.2 
5.6 
5.4 
7.1 


11.2 
11.1 
2.0 
6.0 


LORD  ABBETT  U.  S.  GOVT. 

3313.3 

3 

4.75 

0.90t 

16.2 

6.5 

8.8 

8.9 

7.6  WdJ^ 

LORD  ABBETT  U.  S.  GOVT.  SEC.  TR. 

327.7 

1 

1.00** 

1.64t 

15.4 

8.0 

6.9     1  i  1 

MAINSTAY  GOVERNMENT  B 

♦ 

990.6 

-3 

5.00** 

1.70t 

15.7 

6.0 

7.0 

6.4 

8.7  HXK 

MARQUIS  GOVERNMENT  SECURITIES  A 

143.7 

29 

3.50 

0.70 

14.1 

5.4 

4.6  Ll-U_ 

MARSHALL  GOVERNMENT  INCOME 

114.7 

46 

No  load 

0.86 

17.0 

6.4 

6.3 

9.1  LiUli 

MERRILL  LYNCH  FEDERAL  SECURITIES  B 

1216.1 

-6 

4.00** 

1.33t 

14.5 

5.5 

6.1 

5.1 

cms 

MFS  GOVERNMENT  LTD.  MATURITY  A 

AVG 

248.2 

-3 

2.50 

0.89t 

10.4 

5.4 

6.2 

6.6 

4.0 

MFS  GOVERNMENT  MORTGAGE  B 

703.5 

-34 

4.00** 

1.96t 

15.6 

5.1 

MFS  GOVERNMENT  SECURITIES  A 

338.7 

8 

4.75 

0.79t 

19.5 

8.2 

9.2 

6.1 

11.3 

NEW  ENGLAND  ADJ.  RATE  U.  S.  GOVT.  A 

329.7 

-33 

1.00 

0.60t 

8.6 

4.4 

6.0 

0.9 

NEW  ENGLAND  GOVERNMENT  SEC.  A  147.6  0  4.50  1.29t  20.0  7.3  8.7  6.2 

NEW  ENGLAND  LTD.-TERM  U.  S.  GOVT.  A  ♦        362.1  -12  3.00  1.18t  12.9  5.5  7.2  7.0 

NORTHERN  U.  S.  GOVERNMENT  143.6  30  No  load  0.90  12.6  5.0 

NORTHSTAR  ADV.  GOVERNMENT  SEC.  T  (r)  150.6  -1  4.00**t  1.29t  22.9  9.5  10.6  6.0 

OPPENHEIMER  LIMITED-TERM  GOVT.  A  AVG        373.7  51  3.50  0.99t  10.4  6.2  7.6  7.5 


10.0 
5.0 


OPPENHEIMER  U.S.  GOVERNMENT  A 
OVERLAND  EXP.  VARIABLE  RATE  GOVT.  A 
PAINEWEBBER  LOW  DUR.  U.S.  GOVT.  INC.  C  (s) 
PAINEWEBBER  U.S.  GOVT.  INCOME  A 
PERMANENT  PORTFOLIO  TREASURY  BILL 


AVG 


522.8 
653.9 
173.4 
428.2 
115.5 


75 
-A6 
-34 
3 

-5 


4.75 
3.00 

No  load 
4.00 

No  load 


1.09t 
0.79t 
1.36t 
0.95t 
0.82 


14.9 
7.7 
10.1 
17.0 
4.9 


7.0 
2.8 


3.7 
3.5 


8.2 
4.2 

6.4 
3.7 


7.0 
5.7 
5.2 
6.3 
2.7 


1.7 
1.1 
14.5 
0.2 


PHOENIX  U.S.  GOVERNMENT  SECURITIES  A  ♦  239.8  -6  4.75  0.98t  17.2  6.9  8.5  5.5  6.7 

PIMCO  ADVISORS  U.S.  GOVERNMENT  C  286.8  -8  1.00**  1.80t  17.3  6.0  7.2  5.3  10.8 

PIONEER  AMERICA  INCOME  A  ♦  162.0  0  4.50  l.OOt  16.1  6.7  7.8  6.6  7.5 

PREMIER  GNMA  A  AVG  134.4  -5  4.50  0.94  15.4  6.6  8.3  6.2  11.4 

T.  ROWE  PRICE  GNMA  -*  896.5  19  No  load  0.76  17.8  7.1  8.5  6.9  8.1 


7,     7,  JN5TEH 


™11 


T.  ROWE  PRICE  U.  S.  INTERMEDIATE 

AVG 

183.4 

12 

No  load 

0.69 

15.9 

6.9 

8.3 

6.0 

5.0 

PRINCOR  GOVERNMENT  SEC.  INCOME  A 

267.5 

8 

4.75 

0.87t 

19.2 

7.4 

8.9 

6.2 

9.6 

PRUDENTIAL  GOVERNMENT  INCOME  A 

938.0 

2019 

4.00 

0.98t 

19.7 

7.4 

8.8 

6.4 

8.0 

PRUDENTIAL  GOVT.  SHORT-INTERM.  TERM  (t) 

AVG 

210.9 

-6 

No  load 

0.84t 

12.9 

5.7 

7.2 

5.5 

3.3 

PRUDENTIAL  MORTGAGE  INCOME  B  (u) 

♦ 

125.5 

-49 

5.00** 

1.73t 

14.8 

5.2 

6.7 

5.9 

6.0 

PUTNAM  AMERICAN  GOVERNMENT  INCOME  A    «  2183.0  -3  4.75  0.83t  18.4  6.8  7.1  6.8  12.8 

PUTNAM  FEDERAL  INCOME  A                           ♦  428.4  0  4.75  1.06t  19.0  6.5  8.1  5.7  10.8 

PUTNAM  U.  S.  GOVERNMENT  INCOME  A          AVG  2903.1  -3  4.75  0.85t  16.2  6.2  7.4  6.9  10.5 

SCHWAB  SHORT/INTERMEO.  GOVT.  BOND  156.3  -2  No  load  0.58  10.9  5.1  6.1  2.7 

SCUDDER  GNMA                                           AVG  436.8  5  No  load  0.95  16.6  6.2  8.1  6.3  9.6 


I  M  ■ 


'  Includes  redemption  fee.  * '  Includes  deferred  sales  charge,  t  12(b)-l  plan  in  effect,  t  Not  currently  accepting 
(q)  Formerly  First  Union  U  S  Government  C  Invmt.  (r)  Formerly  Advantage  Government  Securities,  (s)  Formerly 
Inlerm  -Term  (u)  Formerly  Prudential  GNMA  B. 


;  new  accounts  or  deposits.  NA  =  Not  available.  NM  =  Not  meanii 
PaineWebber  Sfiort-Term  US  Govt.  Inc.  D.  (t)  Formerly  Prudential 


ngful. 

Government 
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lUTUAL  FUND  SCOREBOARD 


Bond  Funds 


RATING 

SIZE 

FEES 

PERFORMANCE 

PORTFOLIO 

TREND 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

TOTAL  RETURN  (%) 

YIELD 

MATURITY 

5-YEAR 

SMIL. 

1994-95 

CHARGE  (%) 

RATIO  (%) 

1  YR. 

3YR. 

5YR, 

(%) 

(YEARS) 

ANALYSIS 

784  U.S.  GOVT.  MEDIUM-TERM  INCOME 

157.8 

44 

No  load 

0.80t 

15.9 

6.1 

5.9 

1 1 1  iiy 

lERRA  U.S.  GOVERNMENT  A 

438.1 

-5 

4.50 

0.95t 

16.5 

5.4 

7.4 

7.0 

U_LU 

MITH  BARNEY  ADJUST.  RATE  GOVT.  A 

171.2 

-9 

No  load 

2.47t 

7.8 

4.4 

5.9 

LLLMJ 

MITH  BARNEY  GOVERNMENT  SEC.  A 

448.1 

-7 

4.50 

l.OOt 

14.8 

7.3 

7.1 

7.4 

Mill 

MITH  BARNEY  MANAGED  GOVT.  A 

♦ 

515.5 

-6 

4.50 

1.07t 

13.8 

6.8 

8.5 

6.0 

■J-U 

MITH  BARNEY  U.  S.  GOVT.  SEC.  A 

AVG 

383.4 

6 

4.50 

0.56t 

16.5 

6.9 

8.6 

6.8 

m  1  fci 

MITH  BREEDEN  SH.  DUR.  U.S.  GOVT.  SER. 

235.6 

21 

No  load 

0.11 

6.1 

4.9 

6.8 

0.5 

[IIMJ 

TAGECOACH  GINNIE  MAE  A 

166.2 

-3 

4.50 

0.73t 

17.5 

6.8 

6.8 

iUMi 

TAGECOACH  U.  S.  GOVT.  ALLOCATION  A 

135.6 

-3 

4.50 

l.Olt 

14.9 

7.9 

9.4 

5.2 

6.4 

■JLy 

TATE  ST.  RESEARCH  GOVT.  INCOME  A 

AVG 

655.8 

8 

4.50 

1.07t 

17.6 

7.9 

9.2 

6.3 

8.9 

TRONG  GOVERNMENT  SECURITIES 

504.9 

82 

No  load 

0.90 

19.9 

9.3 

10.7 

6.1 

6.9 

JNAMERiCA  U.  S.  GOVT.  SEC.  B 

-* 

499.6 

-21 

4.00** 

2.15t 

14.9 

5.6 

6.4 

5.4 

8.5 

1 1 1  Kii 

■lORNBURG  LTD.-TERM  U.  S.  GOVT.  A 

AVG 

142.8 

-20 

2.50 

0.95t 

13.0 

5.5 

7.3 

6.0 

3.6 

yiil  1  1 

/VENTIETH  CENTURY  U.  S.  GOVT.  SH.-TERM 

AVG 

391.5 

2 

No  load 

0.70 

10.5 

4.7 

6.0 

5.4 

2.4 

U  1  ■  1 

S.  GOVERNMENT  SECURITIES 

♦ 

1361.9 

6 

4.75 

0.79t 

15.5 

6.7 

8.4 

7.4 

7.6 

taydMd 

<liTED  GOVERNMENT  SECURITIES  A 

155.2 

2 

4.25 

0.82t 

19.3 

8.1 

9.6 

6.1 

>AA  GNMA 

297.7 

22 

No  load 

0.32 

16.8 

7.7 

6.9 

8.2 

LJJJM 

(LUE  LINE  U.  S.  GOVERNMENT 

248.5 

-14 

No  load 

0.66 

14.4 

3.9 

6.8 

6.5 

5.2 

■JJ  u 

IN  KAMPEN  AMER.  CAP.  GOVT.  SEC.  A  (v) 

2554.5 

-1 

4.75 

1.02t 

16.8 

6.5 

8.4 

6.5 

■_L.Mi 

\H  KAMPEN  AMER.  CAP.  U.S.  GOVT.  A  (w) 

♦ 

2955.0 

1 

4.75 

l.OOt 

17.6 

6.4 

8.2 

7.3 

8.0 

1  1  liiM 

kN  KAMPEN  AMER.  CAP.  U.S.  GOVT.  INC.  B  (x) 

191.2 

-8 

4.00** 

1.82t 

14.6 

4.9 

6.7 

1 1  m 

INGUARD  FIXED-INC.  GNMA 

* 

6907.7 

20 

No  load 

0.30 

17.0 

7.1 

8.9 

7.0 

6.7 

INGUARD  FIXED-INC.  I/T  U.  S.  TREAS. 

1195.3 

42 

No  load 

0.28 

20.4 

8.7 

6.1 

7.5 

'  M  IliB 

INGUARD  FIXED-INC.  L/T  U.  S.  TREAS. 

917.4 

42 

No  load 

0.28 

30.1 

12.2 

12.2 

6.1 

21.2 

M  J  m 

INGUARD  FIXED-INC.  S/T  FEDERAL 

* 

1403.7 

-7 

No  load 

0.28 

12.3 

6.0 

7.2 

5.8 

2.3 

y^LLJ 

INGUARD  FIXED-INC.  S/T  U.  S.  TREAS. 

869.4 

23 

No  load 

0.28 

12.1 

5.9 

6.0 

2.4 

LUJU 

CTORY  GOVERNMENT  MORTGAGE 

♦ 

134.7 

-13 

4.75 

0.76 

15.2 

6.9 

8.3 

6.4 

14.3 

RTUS  U.  S.  GOVT.  SEC.  INVMT.  (y) 

AVG 

120.9 

17 

2.00** 

0.99t 

13.8 

5.8 

7.6 

6.3 

6.3 

y  [  M  1 

PG  GOVERNMENT  SECURITIES 

171.4 

-21 

No  load 

0.80 

13.3 

4.1 

6.7 

6.2 

5.2 

iiy  1  1  1 

RIGHT  U.  S.  TREASURY  NEAR  TERM  (z) 

AVG 

143.0 

-33 

No  load 

0.70t 

11.9 

5.4 

7.1 

6.0 

2.8 

M  1  M  1 

lUNICIPAL 


iRP  INSURED  T/F  GENERAL  BOND  1839.2  5  No  load  0.69  16.1  7.1  8.4  4.8  15.2 

M  MUNICIPAL  BOND  A  AVG        284.4  10  4.75  0.89t  13.0  6.7  8.5  5.6  15.9 

.LIANCE  MUNI  INCOME  CA  A  ^AVG  490^9  12  4.25  0.64t  23.9  7.9  8.8  5.4  25.5 

.LIANCE  MUNI  INCOME  NATIONAL  A  346.4  9  4.25  0.62t  22.3  7"8  9^1  5.4  25.0 

.LIANCE  MUNI  INCOME  NY  A  ♦        186.7  9  4.25  0.66t  21.2  7.1  8.8  5.5  26.0 

.LIANCE  MUNI  INSURED  CA  A  107.7  16  4.25  0.82t  24.1  7.7  8.6  5.0  25.3 

I  .LIANCE  MUNI  INSURED  NATIONAL  A  167.6  12  4.25  0.66t  22.5  7.9  9.0  5.1  23.4 

I  (lERICAN  HIGH-INCOME  MUNI  BOND  195.9  105  4.75  0.62t  19.0  5.8  11.7  Q 


7.1 

8.4 

6.7 

8.5 

7.9 

8.8 

7.8 

9.1 

7.1 

8.8 

7.7 

8.6 

7.9 

9.0 

7.1 

8.3 

8.2 

8.9 

8.1 

8.9 

6.5 

7.4 

8.4 

9.0 

4.5 

6.0 

6.8 

6.1 

7.0 

6.1 

7.1 

LAS  CA  MUNICIPAL  BOND  A  ♦        184.3  7  3.00  0.57t  14.8  7.1  8.3  4.8  18.9 

I  :NHAM  CA  MUNICIPAL  HIGH-YIELD  130.7  36  No  load  0.51  18.3  8.2  8.9  5.9  22.7 

I  :nHAM  CA  TAX-FREE  INSURED  ♦        190.7  18  No  load  0.50  19.0  8.1  8.9  5.1  18.5 

I  :NHAM  CA  TAX-FREE  INTERM.-TERM  ♦        426.9  8  No  load  0.48  13.5  6.5  7.4  4.8  7.5 

'  !*!'*'!''_^*  J*?i™5?>5''_'*?:™J''!  '^yp'_  29^5  ?  no  load  0.49  19.8  8.4  9.0  5.4  20.3 

I  :NHAM  CA  TAX-FREE  SHORT-TERM  100.9  -5  No  load  0.51  8.3  4^5  4.1  2.8 

RNSTEIN  CA  MUNICIPAL  224.2  39  No  load  0.70  13.6  6.0  6.8  4.4  7.8 

RNSTEIN  DIVERSIFIED  MUNICIPAL  709.3  41  No  load  0.67  12.8  6.1  7.0  4.6  6  9 

RNSTEIN  NY  MUNICIPAL  487.1  29  No  load  0.67  12.8  6.1  7.1  4.6  7.3   

RNSTEIN  SHORT  DUR.  DIVERS.  MUNI  102.5  16  No  load  0.72  6.2  4.2  1.9     I  I  I  I  U 


>LIFORNIA  INVMT.  TAX-FREE  INCOME 

207.9 

12 

No  load 

0.62 

20.6 

8.1 

9.1 

.LVERT  TAX-FREE  RES.  LTD.-TERM  A 

457.9 

-16 

2.00 

0.66 

5.6 

4.0 

4.7 

lURCHILL  TAX-FREE  OF  KY 

230.2 

-1 

4.00 

0.72t 

13.7 

7.1 

7.9 

ILONIAL  CA  TAX-EXEMPT  A 

307.1 

4 

4.75 

0.77t 

19.5 

7.0 

8.0 

ILONIAL  HIGH-YIELD  MUNICIPAL  B 

139.2 

21 

5.00** 

1.90t 

16.0 

6.8 

ILONIAL  MA  TAX-EXEMPT  A 

AVG 

209.7 

12 

4.75 

0.72t 

18.4 

7.7 

9.1 

ILONIAL  TAX-EXEMPT  A 

♦ 

3122.7 

10 

4.75 

l.Olt 

17.6 

6.9 

8.1 

ILONIAL  TAX-EXEMPT  INSURED  A 

241.8 

18 

4.75 

1.05t 

17.4 

6.9 

8.0 

iLUMBIA  MUNICIPAL  BOND 

* 

383.8 

13 

No  load 

0.57 

14.1 

6.4 

7.5 

iMMON  SENSE  MUNICIPAL  BOND 

-* 

122.1 

13 

4.75 

0.99 

16.6 

7.3 

8.3 

iMPOSITE  TAX-EXEMPT  BOND  A 

230.1 

7 

4.00 

0.79t 

18.3 

7.6 

8.6 

VIS  TAX-FREE  HIGH  INCOME  B  (aa) 

*-*  * 

123.9 

-13 

4.00** 

2.14t 

7.8 

6.1 

7.7 

AN  WITTER  CA  TAX-FREE  INCOME 

AVG 

1048.2 

4 

5.00** 

1.32t 

15.0 

6.3 

7.3 

AN  WITTER  MULTI-STATE  MUNI  CA 

119.4 

7 

4.00 

0.58 

19.2 

7.5 

AN  WITTER  NY  TAX-FREE  INCOME 

#■ 

215.2 

4 

5.00** 

1.40t 

16.6 

6.3 

8.1 

AN  WITTER  TAX-EXEMPT  SEC. 

AVG 

1314.1 

2 

4.00t 

0.47 

17.4 

7.2 

8.7 

LAWARE  TAX-FREE  PA  A 

1012.9 

7 

4.75 

0.90t 

14.7 

6.9 

8.5 

LAWARE  TAX-FREE  USA  A 

772.3 

8 

4.75 

0.92t 

13.7 

7.2 

8.7 

£YFUS  CA  INTERMEDIATE  MUNI 

235.4 

-1 

No  load 

0.32 

13.4 

7.0 

lEYFUS  CA  TAX-EXEMPT  BOND 

1521.2 

6 

No  load 

0.71 

14.1 

5.8 

6.9 

4.7  16.5 
4.2  0.9 
5.6  14.1 
5.2  24.2 

5.8  24.5 


5.3  21.6 

5.5  22.7 

4.9  22.2 

5.1  13.7 

5.2  19.8 


4.8  12.9 

5.2  16.3 

4.7  20.6 

5.2  21.4 

4.5  18.0 


5.5  20.4 

5.6  21.7 
5.9  22.3 

4.7  8.9 
5.4  19.8 


eludes  redemption  fee.  "  Includes  deferred  sales  charge,  t  12(b)-l  plan  in  effect  t  Not  currently  accepting  new  accounts  or  deposits  NA  =  Not  available   NM  =  Not  meaningful 
-ormerly  American  Capital  Government  SEC  A  (w)  Formerly  Van  Kampen  Merritt  U.S.  Government  A.  (x)  Formerly  American  Capital  U.S.  Govt.  Income  B  (y)  Formerly  Medalist  U  S  Govern- 
it  SEC.  Invmt  (z)  Formerly  Wright  Near  Term  Bond,  (aa)  Formerly  Venture  Mum  (-i-)  Plus  B. 
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MUTUAL  FUND  SCOREBOARD 


Bond  FundPl 


RATING 


SIZE 


FEES 


ASSETS 
SMIL 


%  CHG. 
1994-95 


SALES 
CHARGE  (%) 


EXPENSE 
RATIO  (%) 


PERFORMANCE 

TOTAL  RUUm  (%) 


1  YR. 


3YR. 


5YR. 


PORTFOLIO  TREND 

YIELD 

(%) 


MATURITY  5-YEAR 
(YEARS)  ANALYSIS 


DREYFUS  CT  INTERMEDIATE  MUNI 
DREYFUS  FL  INTERMEDIATE  MUNI 
DREYFUS  INSURED  MUNICIPAL  BOND 
DREYFUS  INTERMEDIATE  MUNI  BOND 
DREYFUS  MA  TAX-EXEMPT  BOND 


134.1 
425.4 
241.7 
1550.3 
158.3 


8 
4 

12 
7 
8 


No  load 
No  load 
No  load 
No  load 
No  load 


0.34 

0.48 

0.94t 

0.73 

0.80 


14.3 
14.0 
15.6 
14.2 
15.5 


7.1 
6.9 
5.9 
6.7 
6.9 


7.4 
8.0 
8.1 


4.5 
4.6 
5.1 
5.1 
5.4 


7.9 
8.1 

24.6 
9.4 

21.3 


DREYFUS  NY  TAX-EXEMPT  INTERM.  BOND 
DREYFUS  SHORT-INTERM.  MUNI  BOND 
DUPREE  KY  TAX-FREE  INCOME 
EMPIRE  BUILDER  TAX-FREE  BOND 
EV  MARATHON  AL  MUNICIPALS  (bb) 


371.6 
336.4 
293.8 
116.6 
111.4 


10 
-21 
19 
12 
12 


No  load 
No  load 
No  load 
No  load 
5.00** 


0.96t 

0.70t 

0.63 

0.95 

1.43t 


14.0 
7.1 
14.2 
14.6 
17.2 


6.5 
4.4 
7.7 
7.1 
6.6 


8.0 
5.6 
8.6 
8.2 


4.6 
4.5 
5.3 
4.8 
4.4 


8.9 
1.9 

17.6 
7.5 

22.4 


DREYFUS  MUNICIPAL  BOND  AVG  3938.0  9  No  load  0.70  15.7  6.7  8.1  5.5  21.8  HlM-y 

DREYFUS  NJ  INTERMEDIATE  MUNI  230.3  8  No  load  0.45  14.1  6.8  4.5  7.6  I  I  >^  I 

DREYFUS  NJ  MUNICIPAL  BOND  ^  651.5  13  No  load  0.77  15.3  7.0  8.3  5.5  19.2  HBB 

DREYFUS  NY  INSURED  TAX-EXEMPT  BOND  *  157.3  4  No  load  0.98t  15.4  6.2  8.0  5.0  24.6  i>i^-yl 

DREYFUS  NY  TAX-EXEMPT  BOND  AVG  1879.8  11  No  load  0.72  16.2  6.8  8.3  5.2  19.2  Qfi£Sl 


EV  MARATHON  AZ  MUNICIPALS  (cc) 

EV  MARATHON  CA  MUNICIPALS 

EV  MARATHON  CT  MUNICIPALS  (dd) 

EV  MARATHON  FL  LTD.  MAT.  MUNIS  (ee) 

EV  MARATHON  FL  MUNICIPALS  (ff) 


143.0 
405.9 
194.3 
126.3 
713.2 


4 
2 
10 
-17 
0 


5.00* 
5.00* 
5.00* 
3.00* 
5.00* 


1.53t 
1.65t 
1.55t 
1.50t 
1.54t 


19.6 
18.5 
17.9 
10.7 
18.4 


7.5 
6.3 
5.9 
5.3 
6.7 


6.9 


8.3 


4.5 
4.9 
4.7 
3.7 
4.7 


21.1 
22.5 
21.7 
6.8 
24.2 


EV  MARATHON  GA  MUNICIPALS  (gg) 
EV  MARATHON  KY  MUNICIPALS  (hh) 
EV  MARATHON  MA  MUNICIPALS  (il) 
EV  MARATHON  MD  MUNICIPALS  (jj) 
EV  MARATHON  Ml  MUNICIPALS  (kk) 


121.4 
144.3 
297.2 
117.5 
189.1 


5.00** 
5.00** 
5.00** 
5.00** 
5.00** 


1.41t 
1.44t 
1.58t 
1.43t 
l.Slt 


16.4 
18.0 
17.3 
18.9 
18.0 


5.7 
6.4 
6.1 

6.6 
6.5 


4.5 
4.5 
4.8 
4.5 
4.5 


21.8 
21.9 
23.7 
23.5 
21.3 


EV  MARATHON  NATL.  LTD.  MAT.  MUNIS  (II) 

EV  MARATHON  NATL.  MUNICIPALS 

EV  MARATHON  NC  MUNICIPALS  (mm) 

EV  MARATHON  NJ  MUNICIPALS  (nn) 

EV  MARATHON  NY  LTD.  MAT.  MUNIS  (oo) 


121.6 
2279.9 
192.4 
407.2 
145.1 


-16 
11 
8 
4 

-13 


3.00** 
5.00** 
5.00** 
5.00** 
3.00** 


1.57t 
1.53t 
1.42t 
1.53t 
1.51t 


9.8 
19.8 
16.7 
15.9 
11.0 


5.0 
8.1 
5.7 
6.2 
5.1 


9.2 


4.0 
5.6 
4.5 
4.8 
3.8 


5.6 
24.8 
20.3 
25.0 

5.7 


EV  MARATHON  NY  MUNICIPALS  (pp) 
EV  MARATHON  OH  MUNICIPALS  (qq) 
EV  MARATHON  OR  MUNICIPALS  (rr) 
EV  MARATHON  PA  MUNICIPALS  (ss) 
EV  MARATHON  VA  MUNICIPALS  (tt) 


654.4 
318.9 
146.6 
489.0 
194.5 


5.00**  1.55t 

5.00**  1.59t 

5.00**  1.43t 

5.00**  1.51t 

5.00**  1.44t 


17.9 
17.9 
18.0 
17.2 
18.0 


6.7 
6.6 
6.6 
6.0 
6.3 


8.7 


4.8 
4.6 
4.3 
4.7 
4.5 


20.9 
19.0 
21.0 
21.6 
22.1 


EVERGREEN  FL  MUNICIPAL  BOND  A  (uu)  128.9  NM  4.75  0.82t  19.6  5.1  18.9 

EXCELSIOR  INTRM.-TERM  TAX-EXEMPT  (w)  ■»        250.3  10  4.50  0.61  15.0  6.9  7.9  4.4  8.2 

FIDELITY  ADVISOR  HIGH-INC.  MUNI  A  AVG        572.0  13  3.50  0.91t  16.7  6.9  8.8  5.7  18.4 

FIDELITY  AGGRESSIVE  TAX-FREE  907.7  14  1.00*  0.63  14.9  7.2  8.5  6.1  17.5 

FIDELITY  CA  TAX-FREE  HIGH-YIELD  AVG        507.7  14  No  load  0.56  19.2  7.2  8.1  5.3  16.2 


FIDELITY  CA  TAX-FREE  INSURED 
FIDELITY  HIGH-YIELD  TAX-FREE 
FIDELITY  INSURED  TAX-FREE 
FIDELITY  LIMITED-TERM  MUNICIPALS 
FIDELITY  MA  TAX-FREE  HIGH-YIELD 


AVG 


226.1 
1794.4 
356.3 
941.1 
1179.3 


15 
7 

12 
7 

19 


No  load 
No  load 
No  load 
No  load 
No  load 


0.59 
0.56 
0.58 
0.56 
0.54 


19.5 
16.2 
18.7 
14.8 
18.1 


6.9 
6.8 
7.7 
7.1 
7.6 


8.2 
7.8 
8.5 
8.1 
8.7 


5.0 
5.4 
5.0 
5.1 
5.6 


17.3 
14.6 
14.1 
7.9 
17.1 


FIDELITY  Ml  TAX-FREE  HIGH-YIELD 
FIDELITY  MN  TAX-FREE 
FIDELITY  MUNICIPAL  BOND 
FIDELITY  NY  TAX-FREE  HIGH-YIELD 
FIDELITY  NY  TAX-FREE  INSURED 


AVG 
AVG 


AVG 


491.2 
314.2 
1078.9 
434.2 
335.8 


13  No  load 

13  No  load 
7  No  load 

14  No  load 
12  No  load 


0.57 
0.59 
0.53 
0.58 
0.58 


15.4 
16.0 
18.2 
19.6 
18.5 


6.7 
6.8 
6.8 
7.5 
7.2 


8.3 

7.3 
8.3 
9.0 
8.5 


5.3 
5.5 
4.9 
5.1 
4.8 


16.0 
16.0 
12.6 
15.2 
13.5 


FIDELITY  OH  TAX-FREE  HIGH-YIELD 
FIDELITY  SPARTAN  CA  MUNI  HIGH-YIELD 
FIDELITY  SPARTAN  CT  MUNI  INCOME  (ww) 
FIDELITY  SPARTAN  FL  MUNI  INCOME 
FIDELITY  SPARTAN  INTERM.  MUNI 


AVG 


403.1 
406.6 
357.6 
403.0 
223.0 


15 
9 
14 
19 
8 


No  load 
0.50* 
0.50* 
0.50* 

No  load 


0.57 
0.55 
0.55 
0.54 
0.42 


16.4 
19.0 
17.1 
18.6 
14.4 


7.4 
7.3 
7.2 

8.4 


8.4 
8.4 

8.1 


5.3 
5.4 
5.4 
5.1 
4.7 


14.2 
17.3 
16.7 
15.5 
8.2 


FIDELITY  SPARTAN  MUNI  INCOME 
FIDELITY  SPARTAN  NJ  MUNI  HiGH-YIELD 
FIDELITY  SPARTAN  NY  MUNI  HIGH-YIELD 
FIDELITY  SPARTAN  PA  MUNI  HIGH-YIELD 
FIDELITY  SPARTAN  SH.-INTERM.  MUNI 


AVG 


AVG 


579.9 
366.4 
325.9 
287.5 
904.9 


8 
12 
14 
19 

-1 


0.50* 
0.50* 
0.50* 
0.50* 
No  load 


0.55 
0.55 
0.55 
0.55 
0.55 


18.6 
15.4 
19.1 
17.4 
8.5 


7.6 
7.2 
7.4 
8.1 
5.2 


8.8 
8.5 
9.2 
9.2 
6.1 


5.4 
5.4 
5.2 
5.5 
4.2 


14.6 
16.1 
15.1 
15.0 
3.3 


FIRST  INVESTORS  INSURED  TAX-EXEMPT  A 
FIRST  INVESTORS  NY  INSURED  T/F  A 
FLAGSHIP  ALL-AMERICAN  TAX-EXEMPT  A 
FLAGSHIP  CT  DOUBLE  TAX-EXEMPT  A 
FLAGSHIP  FL  DOUBLE  TAX-EXEMPT  A 


AVG 


1368.6 
213.9 
205.7 
209.1 
343.1 


5 
11 
22 
11 

5 


6.25 
6.25 
4.20 
4.20 
4.20 


1.18t 
l,31t 
0.76t 
0.73t 
0.73t 


16.6 
16.0 
17.5 
16.6 
16.4 


6.4 
6.4 
8.1 
7.1 
7.6 


7.5 
7.8 
9.9 
8.3 
8.9 


5.5 
5.4 
5.6 
5.5 
5.3 


19.0 
21.0 
21.8 
19.3 
20.0 


FLAGSHIP  GA  DOUBLE  TAX-EXEMPT  A  114.6  7  4.20  0.83t  17.0  7.0  8.1  5.4  20.4 

FLAGSHIP  KS  TRIPLE  TAX-EXEMPT  A  103.0  37  4.20  0.54t  17.7  7.2  5.3  19.8 

FLAGSHIP  KY  TRIPLE  TAX-EXEMPT  A            AVG  415.1  17  4.20  0.68t  17.3  7.6  8.9  5.5  20.2 

FLAGSHIP  LIMITED-TERM  TAX-EXEMPT  A  508.4  -12  2.50  0.74t  10.3  5.7  7.1  4.7  4.8 

FLAGSHIP  Ml  TRIPLE  TAX-EXEMPT  A  AVG  257.1  13  4.20  0.80t  16.3  7.3  8.6  5.4  18.3 

'Includes  redemption  !ee  "Includes  defeired  sales  charge  tl2(b)-l  plan  in  effect  ;Not  currently  accepting  new  accounts  or  deposits  NA=Not  available  Nf\/l=Not  meaningful  (bb)  Formerly  EV  f\/laratfion  AL  T/F- (<| 
Formerly  EV  Marattion  AZ  T/F  (dd)  Formerly  EV  t^arathon  CT  T/F  (ee)  Formerly  EV  Marattion  FL  Ltd  Mat.  T/F  (ff)  Formerly  EV  f^arattion  FL  T/F  (gg)  Formerly  EV  Marathon  GA  T/F.  (hh)  Formerly  EV  lyiarathon  I 
(ii)  Formerly  EV  Marathon  MA  T/F  (||)  Formerly  EV  Marathon  MD  T/F  (kk)  Formerly  EV  Marathon  Ml  T/F,  (II)  Formerly  EV  Marathon  Natl,  Ltd,  Mat  T/F,  (mm)  Formerly  EV  Marathon  NC  T/F  (nn)  Formerly  EV  Maratho| 
NJ  T/F,  (00)  Formerly  EV  Marathon  NY  Ltd  Mat  T/F  (pp)  Formerly  EV  Marathon  NY  T/F,  (qq)  Formerly  EV  Marathon  OH  T/F  (rr)  Formerly  EV  Marathon  OR  T/F  (ss)  Formerly  EV  IVIaralhon  PA  T/F,  (tt)  Formerly  EV 
Marathon  '/A  T/F  (uu)  Formerly  First  Union  FL  Mum  Bond  B  Invmt,  (w)  Formerly  UST  Master  Interm-Term  T/E  (ww)  Formerly  Fidelity  Spartan  CT  Mum  High-Yield  DATA  MORNINGSTAR.  INC.  CHICAGO| 
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UTUAL  FUND  SCOREBOARD 


Bond  Funds 


RATING 

SIZE 

FEES 

PERFORMANCE 

PORTFOLIO 

TREND 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

TOTAL  RETURN  (%) 

YIELD 

MATURITY 

5-YEAR 

SMIL. 

1994-95 

CHARGE (%) 

RATIO  (%) 

1  YR. 

3  YR- 

5YR. 

(%) 

(YEARS) 

ANALYSIS 

.AGSHIP  MO  DOUBLE  TAX-EXEMPT  A 

AVC 

221.2 

21 

4.20 

0.67t 

16.3 

7.4 

8.7 

5.4 

19.4 

JKGSHIP  NC  DOUBLE  TAX-EXEMPT  A  (xx) 

AVG 

194.4 

9 

4.20 

0.91t 

15.4 

6.6 

8.1 

5.3 

18.3 

.AGSHIP  OH  DOUBLE  TAX-EXEMPT  A 

461.1 

11 

4.20 

0.95t 

15.5 

7.1 

8.3 

5.4 

17.7 

.AGSHIP  TN  DOUBLE  TAX-EXEMPT  A 

AVG 

252.4 

15 

4.20 

0.89t 

15.7 

6.9 

8.3 

5.3 

18.6 

.AGSHIP  VA  DOUBLE  TAX-EXCMPT  A 

AVG 

119.7 

17 

4.20 

0.79t 

7  o 
/  .J 

8.7 

IRTRESS  MUNICIPAL  INCOME 

AVG 

429.1 

4 

2.00* 

1.08t 

15.9 

6.6 

7.8 

5.8 

23.9 

lANKLIN  AL  TAX-FREE  INCOME  1 

185.2 

15 

4.25 

0.72t 

15.3 

7.3 

8.6 

5.5 

20.3 

lANKLIN  AZ  TAX-FREE  INCOME  1 

750.7 

8 

4.25 

0.60t 

14.6 

6.9 

8.6 

5.6 

17.4 

UUU 

lANKLIN  CA  INSURED  TAX-FREE  INC.  1 

1572.6 

15 

4.25 

0.59t 

16.3 

7.6 

8.4 

5.4 

18.9 

lANHLIN  CA  TAX-FREE  INCOME  1 

13555.9 

9 

4.25 

0.55t 

IRA 

/  .u 

8.2 

A  n 

u.U 

1 Q  "a 

17. .3 

iANKLIN  CO  TAX-FREE  INCOME  1 

214.2 

17 

4.25 

0.70t 

16.1 

7.4 

8.8 

5.5 

20.7 

[ANKLIN  CT  TAX-FREE  INCOME  1 

167.1 

13 

4.25 

0.71t 

14.3 

6.7 

7.8 

5.6 

20.2 

lANKLIN  FEDERAL  TAX-FREE  INC.  1 

7210.6 

10 

4.25 

0.59t 

15.1 

7.2 

8.9 

6.2 

18.8 

;ANKLIN  FL  TAX-FREE  INCOME  1 

1366.3 

10 

4.25 

0.59t 

14.7 

7.5 

8.7 

5.8 

17.9 

lANKLIN  GA  TAX-FREE  INCOME  1 

127.7 

15 

4.25 

0.76t 

14.  1 

/.I 

8.4 

1 Q  ■a 

LANKLIN  HIGH  YIELD  TAX-FREE  INC.  1 

3694.1 

18 

4.25 

0.60t 

16.3 

8.7 

9.5 

6.5 

19.7 

lANKLIN  INSURED  TAX-FREE  INC.  1 

1722.7 

6 

4.25 

0.59t 

13.6 

7.0 

8.3 

5.7 

17.1 

ANKLIN  LA  TAX-FREE  INCOME  1 

107.8 

7 

4.25 

0.75t 

14.6 

6.6 

8.2 

5.7 

18.9 

ANKLIN  MA  INSURED  TAX-FREE  INC.  1 

298.9 

9 

4.25 

0.67t 

14.1 

7.1 

8.3 

5.6 

16.2 

lANKLIN  mu  TAX-r  REE  INCOME  1 

172.8 

19 

4.25 

0.73t 

1  7  "a 
1  /.o 

I.I 

8.8 

lo.O 

ANKLIN  Ml  INSURED  TAX-FREE  INC.  1 

1111.5 

12 

4.25 

0.61t 

13.9 

7.0 

8.3 

5.6 

15.9 

ANKLIN  MN  INSURED  TAX-FREE  INC.  1 

490.1 

8 

4.25 

0.66t 

13.3 

6.7 

7.8 

5.5 

15.8 

'  ■-'  ^  1 

ANKLIN  MO  TAX-FREE  INCOME  1 

245.5 

14 

4.25 

0.70t 

15.7 

7.6 

8.7 

5.3 

18.4 

ANKLIN  NC  TAX-FREE  INCOME  1 

243.4 

19 

4.25 

0.701 

16.1 

6.9 

8.2 

5.5 

18.5 

ANKLIN  NJ  TAX-FREE  INCOME  1 

■A- 

568.7 

12 

4.25 

0.63t 

13. b 

b.  / 

8.3 

C  A 
D.4 

ANKLIN  NY  INSURED  TAX-FREE  INC.  1 

256.2 

14 

4.25 

0.56t 

18.5 

7.5 

5.2 

22.8 

oaLM 

ANKLIN  NY  TAX-FREE  INCOME  1 

4861.4 

10 

4.25 

0.57t 

13.6 

7.0 

9.1 

6.2 

21.1 

ANKLIN  OH  INS.  TAX-FREE  INCOME  1 

684.1 

9 

4.25 

0.63t 

14.4 

7.1 

8.2 

5.5 

17.2 

UiMdJ 

ANKLIN  OR  TAX-FREE  INCOME  1 

372.9 

12 

4.25 

0.65t 

15.1 

6.7 

8.2 

5.3 

18.3 

ANKLIN  r/K  IAA-rKt.k.  INCUMt  1 

637.5 

13 

4.25 

0.63t 

14.4 

/.a 

9.0 

ion 

ANKLIN  PR  TAX-FREE  INCOME  1 

191.2 

13 

4.25 

0.73t 

14.5 

6.8 

8.3 

5.7 

19.4 

ANKLIN  TX  TAX-FREE  INCOME  1 

131.4 

3 

4.25 

0.73t 

13.3 

7.1 

8.4 

5.7 

17.2 

ANKLIN  VA  TAX-FREE  INCOME  1 

271.1 

11 

4.25 

0.69t 

15.5 

7.4 

8.7 

5.5 

18.8 

NERAL  CA  MUNICIPAL  BOND 

AVG 

333.5 

12 

No  load 

0.76t 

18.0 

7.6 

8.5 

5.2 

21.5 

gup-Hi 

UrDAI     MIIAJI/^IDAI  D/\Am 

NEKAL  MUNICIPAL  BOND 

AVG 

966.5 

17 

No  load 

0.87 

17.3 

7.2 

9.2 

5.4 

21.0 

NERAL  NY  MUNICIPAL  BOND 

AVG 

335.3 

14 

No  load 

0.76 

16.7 

7.3 

9.2 

5.2 

21.5 

BHCS 

iNCOCK  CA  TAX-FREE  INCOME  A 

♦ 

309.3 

28 

4.50 

0.69t 

21.9 

7.9 

9.0 

5.4 

23.8 

>NCOCK  HIGH-YIELD  TAX-FREE  B 

159.8 

7 

5.00** 

1.85t 

18.9 

7.7 

8.7 

5.4 

24.0 

.NCOCK  MANAGED  TAX-EXEMPT  B 

178.1 

-14 

5.00** 

1.62t 

15.7 

6.8 

8.3 

4.6 

22.7 

iNCUCIV  1  AA-LAc.lVlf  1  INCUInc.  A 

495.8 

6 

4.50 

l.llt 

16.6 

/.  1 

8.3 

5.2 

22.8 

.NCOCK  TAX-FREE  BOND  A 

118.8 

4 

4.50 

0.85t 

20.2 

7.9 

9.8 

5.3 

25.7 

.WAIIAN  TAX-FREE 

-* 

676.0 

10 

4.00 

0.75t 

15.4 

6.6 

7.6 

5.3 

15.3 

ARTLAND  Wl  TAX-FREE 

118.5 

16 

No  load 

0.85 

17.8 

6.9 

5.0 

19.3 

ITfiiiiW 

S  CA  TAX-EXEMPT  A 

AVG 

247.6 

7 

5.00 

0.65 

15.1 

6.9 

8.0 

5.3 

22.3 

□ss 

9  nil«n-TIC.LU  lAA-tALMrl  A 

6363.4 

14 

5.00 

0.59 

17.4 

6.9 

8.3 

5.9 

21.0 

5  INSURED  TAX-EXEMPT  A 

527.9 

8 

5.00 

0.66 

16.9 

7.6 

8.7 

5.1 

23.0 

5  MN  TAX-EXEMPT  A 

AVG 

415.7 

11 

5.00 

0.67 

15.0 

7.0 

8.1 

5.5 

21.2 

5  NY  TAX-EXEMPT  A 

124.0 

9 

5.00 

0.70 

13.4 

6.3 

8.2 

5.5 

22.6 

5  TAX-EXEMPT  BOND  A 

1172.6 

8 

5.00 

0.61 

18.8 

7.6 

7.9 

5.0 

20.3 

AVG 

261.2 

3 

No  load 

0.92t 

ICC 

Ib.b 

/.U 

8.4 

4.9 

21.0 

^NSAS  MUNICIPAL 

135.8 

13 

4.25 

0.82t 

15.7 

6.8 

7.9 

5.1 

19.6 

MPER  MUNICIPAL  BOND  A 

3554.0 

4 

4.50 

0.60 

18.3 

8.2 

9.2 

5.1 

19.0 

MPER  STATE  TAX-FREE  INC.  CA  A 

AVG 

1103.2 

4 

4.50 

0.74 

19.5 

8.4 

9.0 

5.1 

20.0 

MPER  STATE  TAX-FREE  INC.  FL  A 

122.4 

2 

4.50 

0.80 

18.4 

8.9 

4.9 

18.8 

□SB 

mKbn  9  1  AIL  lAA-rKLL  INC  NY  A 

321.2 

5 

4.50 

0.81 

18.0 

8.2 

9.5 

5.0 

19.0 

YSTONE  TAX-EXEMPT 

♦ 

686.8 

1 

4.00** 

1.65t 

16.6 

6.1 

7.3 

5.1 

18.0 

YSTONE  TAX-FREE 

♦ 

1204.5 

1 

4.00**t 

1.55t 

16.6 

6.3 

7.4 

5.0 

19.9 

iWIT  TAX-EXEMPT 

141.9 

-30 

No  load 

0.39 

10.1 

4.1 

5.7 

n-TV"D 

BENTHAL  NY  MUNICIPAL  BOND 

107.9 

41 

4.50 

0.64 

21.4 

8.0 

5.3 

11.1 

OBOI 

lata  MAaUN  IVIIJ  lAA-rKLL  INCOME 

149.6 

12 

2.75 

0.54t 

14.8 

7.5 

4.9 

15.4 

{ERTY  MUNICIPAL  SECURITIES  A 

AVG 

714.5 

6 

4.50 

0.92 

13.0 

6.2 

7.9 

6.0 

24.4 

rtlTED  TERM  NY  MUNICIPAL  A 

567.7 

15 

2.00 

0.89t 

10.6 

6.6 

5.5 

10.9 

LUJ 

lllTED  TERM  TAX-EXMPT  BOND  AMER. 

209.5 

15 

4.75 

0.64t 

12.4 

4.7 

5.3 

1  M  BJ 

RD  ABBETT  CA  TAX-FREE  INC. 

301.7 

4 

4.75 

0.76t 

17.8 

6.3 

8.2 

5.7 

18.3 

RD  ABBETT  TAX-FREE  INCOME  CT 

115.9 

15 

4.75 

0.41t 

17.7 

7.4 

5.9 

18.3 

ujLy 

RD  ABBETT  TAX-FREE  INCOME  FL 

176.7 

3 

4.75 

0.32t 

17.2 

6.8 

5.7 

21.4 

□KB 

RD  ABBETT  TAX-FREE  INCOME  MO 

136.6 

17 

4.75 

0.74t 

17.6 

7.0 

5.7 

18.2 

RD  ABBETT  TAX-FREE  INCOME  NATL. 

668.0 

9 

4.75 

0.82t 

18.1 

7.1 

8.5 

5.8 

21.0 

RD  ABBETT  TAX-FREE  INCOME  NJ 

AVG 

195.0 

11 

4.75 

0.72t 

17.7 

7.9 

9.3 

5.7 

23.7 

RD  ABBETT  TAX-FREE  INCOME  NY 

335.1 

6 

4.75 

0.82t 

16.3 

6.0 

8.1 

5.8 

14.7 

icludes  redemption  fee.  Includes  deferred  sales  ctiarge.  t  12(b)-l  plan  in  effect  t  Not  currently  accepting  new  accounts  or  deposits  NA  =  Not  available.  NM  =  Not  meaningful 
Formerly  Flagship  NC  Triple  Tax-Exempt  A 


DATA:  MORNINGSTAR,  INC..  CHICAGO.  IL. 
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MUTUAL  FUND  SCOREBOARD 


Bond  Fund 


RATING 


SIZE 


FEES 


ASSETS 
$MIL, 


%  CHG. 
1994-95 


SALES  EXPENSE 
CHARGE  (%)  RATIO  (%) 


PERFORMANCE 

TOTAL  RETURN  (%) 


1  YR. 


3YR, 


SYR. 


PORTFOLIO 

YIELD  MATURITY 
(%)  (YEARS) 


TREND 


5-YEAR 
ANALYSIS 


MERRILL  LYNCH  MUNI  INTERM.-TERM  B 
MERRILL  LYNCH  MUNI  NATIONAL  B 
MERRILL  LYNCH  NJ  MUNI  BOND  B 
MERRILL  LYNCH  NY  MUNI  BOND  B 
MERRILL  LYNCH  PA  MUNI  BOND  B 


AVG 


AVG 


184.2 
419.9 
164.4 
536.9 
128.8 


44 

5 
4 
-8 
10 


1.00** 
4.00** 
4.00** 
4.00** 
4.00** 


1.04t 
1.32t 
1.25t 
1.18t 
1.28t 


11.8 
17.1 
14.7 
15.7 
16.6 


5.9 
6.6 
6.1 
5.4 
7.4 


7.2 
7.9 
7.4 
7.7 
8.6 


4.8 
5.0 
4.7 
4.8 
4.9 


10.8 
23.2 
21.1 
20.7 
19.9 


MFS  AR  MUNICIPAL  BOND  A 
MFS  CA  MUNICIPAL  BOND  A 
MFS  MA  MUNICIPAL  BOND  A 
MFS  MD  MUNICIPAL  BOND  A 
MFS  MUNICIPAL  BOND  A 


AVG 


184.2 
272.3 
261.7 
144.7 
2002.6 


4.75 
4.75 
4.75 
4.75 
4.75 


0.75t 
0.69t 
1.17t 
1.21t 
0.61 


15.0 
18.0 
16.0 
15.1 
17.4 


6.7 
7.0 
6.8 
6.1 
7.7 


8.5 
8.2 
7.2 
9.0 


5.1 
5.4 
5.5 
5.1 
5.2 


18.4 
16.0 
17.6 
17.9 
17.2 


LORD  ABBETT  TAX-FREE  INCOME  TX  102.9  8  4.75  0.62t  18.4  7.7  9.0  5.7  18.4 

MAINSTAY  TAX-FREE  BOND  B  ♦        543.3  6  5.00**  1.20t  14.9  6.0  7.5  5.1  22.0 

MERRILL  LYNCH  CA  MUNI  BOND  B  573.3  -8  4.00**  1.16t  17.1  6.7  7.7  4.9  20.7 

MERRILL  LYNCH  FL  MUNI  BOND  B  218.7  9  4.00**  1.21t  15.9  6.0  4.7  23.0 

MERRILL  LYNCH  MUNI  INSURED  B  ♦'^^        787.7  5  4.00**  1.19t  16.6  6.5  7.8  4.8  20.0 


MFS  MUNICIPAL  HIGH-INCOME  A 
MFS  MUNICIPAL  INCOME  B 
MFS  NC  MUNICIPAL  BOND  A 
MFS  NY  MUNICIPAL  BOND  A 
MFS  SC  MUNICIPAL  BOND  A 


AVG 
AVG 


1003.9 
335.8 
425.3 
142.3 
174.7 


12 

-20 
3 
-1 
9 


4.75t 

4.00** 

4.75 

4.75 

4.75 


1.04 

2.16t 

1.16t 

1.07t 

1.19t 


16.2 
13.8 
16.3 
16.8 
15.9 


7.4 
6.1 
6.4 
7.5 
6.9 


8.1 
7.5 
7.5 
9.2 
7.9 


7.0 
4.8 
4.9 
5.0 
5.0 


23.8 
18.5 
18.9 
19.0 
18.3 


MFS  TN  MUNICIPAL  BOND  A 

AVG 

114.5 

2 

4.75 

1.22t 

14.8 

6.9 

7.8 

5.2 

18.3  L^if 

MFS  VA  MUNICIPAL  BOND  A 

440.6 

8 

4.75 

1.16t 

16.7 

6.5 

7.6 

5.2 

17.2  LUJf 

MFS  WV  MUNICIPAL  BOND  A 

AVG 

134.2 

11 

4.75 

1.19t 

15.0 

6.8 

7.8 

5.2 

18.0  L^Mf 

NATIONWIDE  TAX-FREE  INCOME 

267.2 

13 

5.00** 

0.99t 

17.5 

6.4 

7.9 

5.0 

19.6  UBUA 

NEW  ENGLAND  MA  TAX-FREE  INCOME  A 

♦ 

120.2 

12 

4.25 

0.85t 

17.8 

7.0 

8.3 

5.3 

10.5     1  IM  W 

NEW  ENGLAND  MUNICIPAL  INCOME  A  (yy) 
NEW  YORK  MUNI 

NORTHERN  INTERMEDIATE  TAX-EXEMPT 
NORTHERN  TAX-EXEMPT 
NUVEEN  MUNICIPAL  BOND  R 


195.4 
226.9 
238.4 
125.4 
2917.5 


6 
6 

10 
5 

13 


4.50 
No  load 
No  load 
No  load 
No  loadt 


0.92t 

3.21t 

0.85 

0.85 

0.59 


17.2 
15.6 
11.9 
17.4 
15.3 


6.7 
1.2 


7.1 


8.1 
6.0 


8.1 


5.4 
3.6 
3.9 
4.4 
5.5 


10.0 
19.6 
6.3 
14.4 
19.8 


OPPENHEIMER  CA  TAX-EXEMPT  A 
OPPENHEIMER  NY  TAX-EXEMPT  A 
OPPENHEIMER  TAX-FREE  BOND  A 
OVERLAND  EXP.  CA  TAX-FREE  BOND  A 
PACIFIC  HORIZON  CA  TAX-EXEMPT  BO. 


285.4 
712.4 
635.1 
268.4 
220.6 


30 
14 
17 
-2 
17 


4.75 
4.75 
4.75 
4.50 
4.50 


0.96t 
0.90t 
0.88t 
0.50t 
0.95 


19.8 
17.7 
18.3 
16.4 
16.5 


7.4 
6.7 
6.8 
8.0 
7.3 


8.4 
8.3 
8.4 
8.9 
8.3 


5.5 
5.5 
5.5 
5.4 
5.0 


23.0 
20.7 
21.0 
17.6 
19.2 


PAINEWEBBER  CA  TAX-FREE  INCOME  A 
PAINEWEBBER  NATIONAL  T/F  INC.  A 
PARAGON  LA  TAX-FREE  A 
PHOENIX  CA  TAX-EXEMPT  BONDS  A 
PHOENIX  TAX-EXEMPT  BOND  A 


AVG 


157.8 
331.9 
205.1 
122.3 
148.6 


-8 
-1 
5 
8 
6 


4.00 
4.00 
4.50 
4.75 
4.75 


0.88t 

0.88t 

0.65 

0.93t 

0.96t 


16.8 
16.0 
11.9 
19.2 
18.3 


6.3 
6.6 
6.1 
7.3 
7.5 


7.5 
7.7 
7.3 
8.0 
8.9 


5.1 
5.0 
4.9 
5.7 
5.3 


21.0 
19.0 
9.5 
13.2 
12.4 


PIONEER  TAX-FREE  INCOME  A 
PIPER  MN  TAX-EXEMPT 
PREMIER  CA  MUNICIPAL  BOND  A 
PREMIER  MUNICIPAL  BOND  A 
PREMIER  NY  MUNICIPAL  BOND  A 


AVG 


AVG 
AVG 


475.2 
138.1 
185.6 
502.2 
145.8 


4.50 
4.00 
4.50 
4.50 
4.50 


0.91t 

0.89t 

0.90 

0.92 

0.89 


16.9 
19.4 
17.4 
17.4 
18.5 


7.3 
8.1 
7.8 
7.9 
8.0 


8.6 
8.7 
8.5 
9.5 
9.7 


5.2 
5.3 
5.0 
5.7 
4.9 


19.3 
19.9 
20.2 
22.7 
20.4 


PREMIER  STATE  MUNI  BOND  CT  A 

♦ 

336.8 

4 

4.50 

0.89 

15.5 

7.1 

8.2 

5.4 

19.5  LMdA 

PREMIER  STATE  MUNI  BOND  FL  A 

AVG 

246.0 

-2 

4.50 

0.90 

16.7 

7.6 

8.9 

5.2 

21.3  LUJtk 

PREMIER  STATE  MUNI  BOND  MD  A 

AVG 

300.1 

2 

4.50 

0.90 

15.9 

7.1 

8.3 

5.1 

21.1 

PREMIER  STATE  MUNI  BOND  Ml  A 

* 

178.1 

5 

4.50 

0.92 

17.5 

8.4 

9.5 

5.1 

20.1  MM 

PREMIER  STATE  MUNI  BOND  MN  A 

AVG 

143.4 

1 

4.50 

0.90 

15.3 

7.4 

8.4 

5.3 

21.0  UiMi 

PREMIER  STATE  MUNI  BOND  OH  A 

271.7 

2 

4.50 

0.92 

15.5 

7.5 

8.8 

5.4 

20.5  yMi 

PREMIER  STATE  MUNI  BOND  PA  A 

AVG 

219.1 

4 

4.50 

0.92 

17.7 

7.9 

9.1 

5.2 

21.1 

T.  ROWE  PRICE  CA  TAX-FREE  BOND 

* 

146.8 

20 

No  load 

0.60 

17.4 

7.6 

8.7 

5.2 

18.3  OSS 

T.  ROWE  PRICE  MD  TAX-FREE  BOND 

-* 

799.9 

18 

No  load 

0.57 

16.5 

7.6 

8.5 

5.4 

16.8  LMU 

T.  ROWE  PRICE  NY  TAX-FREE  BOND 

134.9 

22 

No  load 

0.60 

17.3 

7.7 

9.2 

5.3 

18.7 

T.  ROWE  PRICE  TAX-FREE  HIGH-YIELD 
T.  ROWE  PRICE  TAX-FREE  INCOME 
T.  ROWE  PRICE  TAX-FREE  SHORT-INTRM. 
T.  ROWE  PRICE  VA  TAX-FREE  BOND 
PRINCOR  TAX-EXEMPT  BOND  A 


AVG 


982.8 
1397.3 
450.8 
177.8 
183.2 


23 
11 
0 
24 
14 


No  load 
No  load 
No  load 
No  load 
4.75 


0.79 
0.59 
0.59 
0.65 
0.83t 


16.6 
17.7 
8.1 
16.8 
20.7 


8.0 
7.9 
4.9 
7.7 
7.1 


9.0 
9.0 
5.7 

8.6 


5.9 
5.3 
4.3 
5.1 
5.3 


20.4 
18.3 
3.7 
18.8 
21.9 


□gQ  nti 


PRUDENTIAL  CA  MUNI  CA  B 
PRUDENTIAL  MUNI  BOND  HIGH-YIELD  B 
PRUDENTIAL  MUNI  BOND  INSURED  B 
PRUDENTIAL  MUNICIPAL  FL  A 
PRUDENTIAL  MUNICIPAL  NJ  B 


AVG 


AVG 


102.1 
898.7 
516.8 
118.0 
236.0 


-37 
-8 

-16 
-3 

-16 


5.00* 

5.00* 

5.00* 

3.00 

5.00* 


1.13t 
1.09t 
1.14t 
0.20t 
0.98t 


17.5 
16.3 
16.3 
19.1 
16.1 


7.2 
7.6 
6.9 
7.8 
6.8 


8.1 
8.6 
8.1 
9.1 
8.2 


5.2 
5.6 
4.3 
5.6 
4.9 


16.8 
19.9 
18.0 
21.4 
18.2 


PRUDENTIAL  MUNICIPAL  NY  A  *■  174.2  NM  3.00  0.69t  17.8  7.6  9.2  5.3  17.8 

PRUDENTIAL  MUNICIPAL  PA  B  AVG  200.7  -15  5.00**  1.15t  16.5  6.9  8.4  5.1  17.9 

PRUDENTIAL  NATIONAL  MUNICIPALS  A  ♦  541.3  NM  3.00  0.77t  17.1  7.4  8.7  5.2  18.7 

PUTNAM  AZ  TAX  EXEMPT  INCOME  A  137.6  6  4.75  0.70t  17.1  7.0  5.1  21.9 

PUTNAM  CA  TAX  EXEMPT  INCOME  A  AVG  3286.7  9  4.75  0.74t  19.1  7.9  8.7  5.4  22.0 


'  Includes  redemption  fee.  "  Includes  deferred  sales  charge  t  12(b)-l  plan  in  effect  t  Not  currently  accepting  new  accounts  or  deposits.  NA  =  Not  available.  NM  =  Not  meaningful, 
(yy)  Formerly  New  England  Tax-Exempt  Income  A. 

DATA:  MORNINGSTAR,  INC.,  CHICAGO, 
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UTUAL  FUND  SCOREBOARD  Bond  Funds 


RATING 

SIZE 

FEES 

PERFORMANCE 

PORTFOLIO 

TREND 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

TOTAL  RETURN  (%) 

YIELD 

MATURITY 

5-YEAR 

SMIL 

1994-95 

CHARGE  (%) 

RATIO  (%) 

1  YR. 

3  YR. 

5YR. 

(%) 

(YtAKi) 

ANALYSIS 

UTNAM  FL  TAX  EXEMPT  INCOME  A 

♦ 

270.5 

3 

4.75 

0.83t 

17.3 

7.0 

8.5 

5.1 

22.6 

UTNAM  MA  TAX  EXEMPT  INCOME  A  (zz) 

265.6 

17 

4.75 

0.89t 

18.2 

7.6 

9.4 

5.7 

22.5 

UTNAM  Ml  TAX  EXEMPT  INCOME  A  (aaa) 

AVG 

143.2 

17 

4.75 

0.95t 

16.4 

7.1 

8.5 

5.5 

21.4 

UTNAM  MUNICIPAL  INCOME  A 

* 

850.5 

8 

4.75 

0.95t 

18.7 

7.6 

9.3 

5.6 

21.0 

IITklAM  Ml  TAV  rVCMDT  IM^nur  A 
UlnAfVI  NJ   iMA  E.AE.nni'l   InCUIVIt  A 

243.6 

9 

4.75 

0.95t 

1  U.J 

7.0 

8.2 

JTNAM  NY  TAX  EXEMPT  INCOME  A 

2016.6 

5 

4.75 

0.75t 

15.5 

6.6 

8.9 

5.4 

20.9 

UTNAM  NY  TAX  EXEMPT  OPPORT  A 

180.5 

9 

4.75 

l.Olt 

16.4 

7.3 

8.3 

5.5 

23.2 

UTNAM  OH  TAX  EXEMPT  INCOME  A  (bbb) 

•* 

196.5 

8 

4.75 

0.93t 

15.7 

7.0 

8.3 

5.4 

20.4 

UTNAM  PA  TAX  EXEMPT  INCOME  A 

-* 

187.2 

16 

4.75 

0.92t 

16.8 

7.7 

9.1 

5.4 

20.8 

U 1  nAM  lAA  tAtiVlr'l  ini^vmli;  A 

2347.4 

11 

4.75 

0.78t 

1  7 

7  1 

8.8 

c  c 

UTNAM  TAX  FREE  HIGH  YIELD  B 

** 

1486.1 

8 

5.00** 

1.51t 

16.0 

7.1 

8.7 

5.5 

21.9 

JTNAM  TAX-FREE  INSURED  B 

389.2 

1 

5.00** 

1.54t 

17.0 

6.8 

7.7 

4.5 

22.0 

OCHESTER  FUND  MUNICIPALS 

2144.7 

20 

4.00 

0.84t 

19.3 

7.8 

9.5 

6.0 

22.4 

BBQi 

IVFECO  MUNICIPAL  BOND 

520.3 

20 

No  load 

0.56 

21.5 

7.9 

9.2 

5.3 

22.0 

**|*^— ^ 

kfUULitn  \^f\  1  HA  r  nut 

AVA 

307.3 

12 

No  load 

0.80 

1  ft  Q 

7  Q 

9.1 

A  7 

1  ^  A 

:UDDER  HIGH-YIELD  TAX-FREE 

AVG 

302.8 

17 

No  load 

0.80 

18.8 

7.4 

9.3 

5.5 

11.3 

Bn 

CUDDER  LIMITED-TERM  TAX-FREE 

119.2 

24 

No  load 

0.00 

9.4 

4.6 

3.8 

1  M  1  u 

:UDDER  MA  TAX-FREE 

323.0 

16 

No  load 

0.47 

17.9 

8.1 

9.5 

5.1 

11.0 

:UDDER  MANAGED  MUNICIPAL  BONDS 

773.5 

9 

No  load 

0.63 

16.8 

7.5 

8.7 

5.1 

11.0 

"^lEnmrD  MmillM.TrDIUI  TAV.rDrc 
■rUUiJttf  mti/iunn*  1  tif m  iaa  rtitt 

710.0 

1 

No  load 

0.63 

7  n 

8.4 

4  ft 

7  O 

:UDDER  NY  TAX-FREE 

197.0 

8 

No  load 

0.82 

17.9 

7.3 

9.3 

4.8 

13.1 

^LIGMAN  TAX-EXEMPT  MA  A 

118.1 

5 

4.75 

0.85t 

15.2 

7.1 

8.6 

5.1 

18.8 

aiGMAN  TAX-EXEMPT  Ml  A 

AVG 

155.2 

8 

4.75 

0.84t 

15.8 

7.1 

8.5 

5.1 

19.2 

£LIGMAN  TAX-EXEMPT  MN  A 

AVG 

132.9 

2 

4.75 

0.85t 

11.4 

7.2 

7.1 

5.7 

14.6 

UJMJ 

107.9 

0 

4.75 

0.85t 

7  "3 
/  .J 

8.2 

:LIGMAN  tax-exempt  OH  A 

AVG 

173.7 

6 

4.75 

0.84t 

15.2 

6.9 

8.1 

5.3 

17.3 

tLIGMAN  TAX-EXEMPT  SC  A 

116.2 

9 

4.75 

0.83t 

17.7 

7.0 

8.2 

5.0 

17.5 

-:NTiNEL  TAX-FREE  INCOME 

♦ 

111.7 

13 

5.00 

0.75t 

15.2 

7.2 

8.5 

4.9 

18.6 

'84  TAX-EXEMPT  MED.-TERM  INCOME 

192.3 

112 

No  load 

0.80t 

14.3 

4.8 

7.7 

'  1  1  M  1 

FDDA  /^A  MIIMI^IDAI  A 

tnlfH  \«A  murnvrifAL  A 

401.4 

1 

4.50 

0.85t 

1  n  1 

7  ft 

8.0 

D.D 

O  1  ft 

ERRA  NATIONAL  MUNICIPAL  A 

257.3 

-6 

4.50 

0.83t 

15.6 

7.3 

9.4 

5.5 

20.0 

BT1 

T  TAX-FREE  INCOME 

281.9 

16 

No  load 

0.79 

12.9 

7.4 

7.8 

5.5 

15.1 

HITH  BARNEY  CA  MUNICIPALS  A 

589.9 

63 

4.00 

0.80t 

22.0 

8.7 

9.1 

5.4 

19.9 

MITH  BARNEY  MANAGED  MUNIS  A 

* 

1872.2 

-9 

4.00 

0.71t 

20.3 

10.0 

10.7 

5.8 

22.4 

ueiTH  RARMFV  MIINI  n  A 

123.0 

19 

4.00 

0.61t 

17  4 
1  /  .*f 

o.u 

^  1  .o 

MITH  BARNEY  MUNI  LTD.  TERM  A 

229.9 

-6 

2.00 

0.61t 

11.4 

6.3 

7.2 

5.4 

6.9 

'  ■  •  ■  ' 

HITH  BARNEY  MUNI  NATIONAL  A 

-* 

397.1 

3 

4.00 

0.60t 

18.9 

8.3 

9.4 

5.7 

22.4 

lllTH  BARNEY  NJ  MUNICIPALS  A 

■•• 

163.2 

54 

4.00 

0.89t 

17.1 

7.1 

8.6 

5.4 

21.7 

niTH  BARNEY  NY  MUNICIPALS  A 

AVG 

490.8 

6 

4.00 

0.63t 

17.2 

6.6 

8.4 

5.8 

23.0 

MITH  BARNEY  TAX-EXEMPT  INCOME  B 

AVG 

728.2 

0 

4.50** 

1.35t 

15.7 

6.5 

7.9 

5.3 

22.0 

TAGECOACH  CA  TAX-FREE  BOND  A 

296.4 

-3 

4.50 

0.65t 

18.2 

7.7 

5.0 

15.9 

TATE  ST.  RESEARCH  TAX-EXEMPT  A  (ccc) 

252.8 

6 

4.50 

1.20t 

16.6 

6.8 

8.3 

4.9 

19.0 

TEINROE  HIGH-YIELD  MUNICIPALS 

AVG 

282.8 

6 

No  load 

0.86 

17.7 

7.6 

7.6 

5.5 

19.3 

TEINROE  INTERMEDIATE  MUNICIPALS 

217.8 

1 

No  load 

0.74 

12.9 

6.6 

7.6 

4.6 

8.6 

'  1  '  ^  ' 

TEINROE  MANAGED  MUNICIPALS 

AVG 

637.4 

5 

No  load 

0.65 

16.6 

7.0 

8.6 

5.2 

17.3 

TRONG  HIGH-YIELD  MUNI  BOND 

267.0 

148 

No  load 

0.00 

14.6 

7.0 

18.7 

TRONG  MUNICIPAL  BOND 

246.7 

-12 

No  load 

0.80 

11.4 

5.9 

8.6 

5.2 

20.0 

TRONG  SHORT-TERM  MUNICIPAL  BOND 

132.7 

-18 

No  load 

0.70 

5.4 

3.5 

4.8 

2.6 

LU-HJ 

JNAMERICA  TAX-EXEMPT  INSURED  A 

130.7 

-6 

4.75 

1.20t 

15.7 

6.2 

6.8 

4.6 

16.2 

1  1  1  y  1 

iX-EXEMPT  BOND  FUND  OF  AMERICA 

* 

1501.6 

20 

4.75 

0.66t 

17.3 

7.6 

8.6 

5.5 

11.3 

IX-EXEMPT  FUND  OF  CA 

-* 

250.9 

21 

4.75 

0.73t 

17.6 

8.0 

8.5 

5.3 

12.0 

IX-FREE  FUND  OF  CO 

219.2 

10 

4.00 

0.57t 

13.3 

6.6 

7.9 

5.1 

10.1 

IX-FREE  TRUST  OF  AZ 

395.2 

10 

4.00 

0.74t 

15.3 

6.6 

8.2 

5.2 

15.0 

'  ■  '  '  ' 

kX-FREE  TRUST  OF  OR 

•* 

313.3 

5 

4.00 

0.71t 

13.9 

6.5 

7.6 

5.1 

15.3 

'  iii^iiiM  ' 

lORNBURG  INTERMEDIATE  MUNI  A 

222.1 

6 

3.50 

l.OOt 

13.2 

7.4 

5.1 

8.1 

iORNBURG  LTD.-TERM  MUNI  NATL.  A  « 

-** 

917.4 

-10 

2.50 

0.97t 

10.0 

5.6 

6.6 

4.7 

3.9 

1  U  ■  1 

lORNBURG  NM  INTERMEDIATE  MUNI  A 

135.2 

-7 

3.50 

0.90t 

11.2 

6.4 

4.6 

6.9 

IITED  MUNICIPAL  BOND  A 

1022.0 

14 

4.25 

0.65t 

20.2 

8.5 

9.7 

5.1 

18.3 

IITED  MUNICIPAL  HIGH-INCOME  A  * 

392.4 

16 

4.25 

0.76t 

16.7 

8.6 

9.6 

6.4 

21.4 

iAA  CA  BOND 

414.8 

24 

No  load 

0.44 

21.9 

7.6 

8.4 

5.6 

24.8 

Li^Ji 

>AA  TAX-EXEMPT  INTERM.-TERM 

1673.1 

18 

No  load 

0.40 

15.1 

7.2 

8.2 

5.4 

9.8 

>AA  TAX-EXEMPT  LONG-TERM 

AVG 

1910.1 

15 

No  load 

0.38 

18.6 

7.1 

8.4 

5.9 

25.7 

>AA  TAX-EXEMPT  SHORT-TERM  -* 

-»« 

776.6 

-4 

No  load 

0.42 

8.1 

4.8 

5.6 

4.7 

2.8 

M  1  ■  1 

•AA  VA  BOND 

AVG 

263.5 

22 

No  load 

0.50 

17.1 

7.3 

8.4 

5.7 

21.9 

^^^^^ 

kLUE  LINE  TAX-EXEMPT  HIGH-YIELD 

232.8 

3 

No  load 

0.61 

16.7 

6.6 

7.9 

5.0 

13.5 

M  KAMPEN  AMER.  CAP.  CA  INS.  T/F  A  (ddd) 

146.9 

13 

3.25 

0.78t 

18.2 

7.3 

8.4 

5.0 

17.4 

M  KAMPEN  AMER.  CAP.  HhYLD.  MUNI  A  (eee)« 

515.9 

23 

4.75t 

1.02t 

13.9 

7.9 

8.7 

6.6 

20.2 

1  M  ■  i 

M  KAMPEN  AMER.  CAP.  INS.  T/F  A  (fff)  « 

1361.6 

23 

4.75 

0.88t 

17.5 

7.3 

8.4 

5.3 

19.0 

M  KAMPEN  AMER.  CAP.  MUNI  INC.  A  (ggg) 

823.8 

66 

4.75 

0.99t 

15.6 

6.7 

8.7 

5.7 

19.4 

M  KAMPEN  AMER.  CAP.  PA  T/F  INC.  A  (hhh)  ^ 

226.1 

11 

4.65 

0.82t 

16.6 

7.6 

8.9 

5.4 

20.0 

icludes  redemption  fee  * "  Includes  deferred  sales  charge,  t  12(b)-l  plan  in  effect.  }  Not  currently  accepting  new  accounts  or  deposits  NA  =  Not  available.  NM  =  Not  meaningful. 
)  Formerly  Putnam  MA  Tax  Exempt  Income  II  A.  (aaa)  Formerly  Putnam  Ml  Tax  Exempt  Income  II  A.  (bbb)  Formerly  Putnam  OH  Tax  Exempt  Income  II  A.  (ccc)  Formerly  MetLife-State  St 
search  Tax-Exmpt  A.  (ddd)  Formerly  Van  Kampen  Merritt  CA  Insured  T/F  A.  (eee)  Formerly  American  Capital  Tax-Exempt  H/Y  MuniA.  (fff)  Formerly  Van  Kampen  Merntt  Insured  T/F  Inc  A. 
g)  Formerly  Van  Kampen  Merritt  Municipal  Income  A.  (hhh)  Formerly  Van  Kampen  Merritt  PA  Tax-Free  Inc  A.  DATA  MORNINGSTAR  INC  CHICAGO  IL 
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MUTUAL  FUND  SCOREBOARD 


Bond  Fund 


RATING 


SIZE 


FEES 


ASSETS 
SMIL, 


%  CHG. 
1994-95 


SALES  EXPENSE 
CHARGE  (%)  RATIO  (%) 


PERFORMANCE 

TOTAL  RETURN  (%) 


PORTFOLIO 


TREND 


1  YR. 


3YR. 


5YR. 


YIELD 
(%) 


MATURITY  5-YEAR 
(YEARS)  ANALYSIS 


VAN  KAMPEN  AMER.  CAP.  T/F  HI-INC.  A  (Mi)  664.1  10  4.75  0.87t  15.6  8.4  6.7 

VANGUARD  CA  TAX-FREE  INS.  INTERM.  213.9  93  No  load  0.19  13.1 

VANGUARD  CA  TAX-FREE  INS.  LONG-TERM  ^        985.5  19  No  load  0.19  18.6  8.1  8.9 

VANGUARD  FL  INSURED  TAX-FREE  483.5  47  No  load  0.22  17.7  8.4 

VANGUARD  MUNI  BOND  HIGH-YIELD  AVG      1988.1  26  No  load  0.21  18.1  8.1  9.8 


VANGUARD  MUNI  BOND  INSURED  L/T 
VANGUARD  MUNI  BOND  INTERM.-TERM 
VANGUARD  MUNI  BOND  LIMITED-TERM 
VANGUARD  MUNI  BOND  LONG-TERM 
VANGUARD  MUNI  BOND  SHORT-TERM 


2017.3 
5770.1 
1683.1 
1114.4 
1410.0 


16 
26 
3 
21 
-4 


No  load 
No  load 
No  load 
No  load 
No  load 


0.21 
0.21 
0.21 
0.21 
0.21 


18.6 
13.6 

8.6 
18.7 

6.0 


8.2 
7.5 
4.9 
8.3 
3.8 


9.2 
8.7 
6.1 
9.5 
4.7 


VANGUARD  NJ  TAX-FREE  INSURED  L/T 
VANGUARD  NY  INSURED  TAX-FREE 
VANGUARD  OH  TAX-FREE  INSURED  L/T 
VANGUARD  PA  TAX-FREE  INSURED  L/T 
VOYAGEUR  AZ  INSURED  TAX-FREE  A 


AVG 
AVG 


803.1 
870.3 
198.6 
1582.8 
238.1 


23 
25 
35 
22 
3 


No  load 
No  load 
No  load 
No  load 
4.75 


0.21 
0.22 
0.23 
0.20 
0.72t 


17.3 
17.7 
16.9 
16.5 
19.1 


8.0 
7.9 
7.7 
7.8 
7.5 


8.9 
9.2 
8.9 
9.2 


VOYAGEUR  CO  TAX-FREE  A 
VOYAGEUR  FL  INSURED  TAX-FREE  A 
VOYAGEUR  MN  INSURED  A 
VOYAGEUR  MN  TAX-FREE  A 
WILLIAM  PENN  PA  TAX-FREE  INCOME 


AVG 


396.7 
242.4 
307.7 
455.2 
123.5 


12 
1 
8 
12 
35 


3.75 
4.75 
4.75 
4.75 
4.75 


0.66t 
0.20t 
0.61t 
0.90t 
0.79t 


20.5 
21.2 
17.5 
17.5 
16.7 


7.6 
7.7 
7.2 
7.3 
7.2 


8.8 

8.3 
8.2 
8.2 


I  I  y  ■  BBiCf 

itaF 


INTERNATIONAL 


ALLIANCE  NORTH  AMER.  GOVT.  INC.  B  1199.4  4  3.00**     2.41t       29.6  1.8 

ALLIANCE  SHORT-TERM  MULTI-MKT.  B  490.6       -38  3.00**     1.85t         4.5  0.4 

BENHAM  EUROPEAN  GOVERNMENT  BOND  252.3         30       No  load        0.86         24.4  13.2 


1.9 


BLANCHARD  SHORT-TERM  GLOBAL  INC.  181.8  ^1  No  load  1.51t  7.0  3.5 

CAPITAL  WORLD  BOND  698.4  24  4.75  1.12t  21.4  11.8  10.2 

DEAN  WITTER  WORLD  WIDE  INCOME  134.5  -18  5.00**  1.91t  18.2  7.5  5.3 

EV  MARATHON  STRATEGIC  INCOME  (jjj)  144.7  -31  3.00**  2.001  14.4  6.3  5.3 

FEDERATED  INTERNATIONAL  INCOME  A  (kkk)  170.1  -14  4.50  1.30t  17.5  12.5 


I  i  I  M  i  Mftiie 


FIDELITY  GLOBAL  BOND 
FIDELITY  NEW  MARKETS  INCOME 
FIDELITY  SHORT-TERM  WORLD  INCOME 
FRANKLIN  GLOBAL  GOVT.  INCOME  I 
FRANKLIN  TEMPLETON  HARD  CURRENCY 


196.2 
173.5 
122.0 
158.0 
127.3 


-49 
-3 
-54 
-11 
116 


No  load 
No  load 
No  load 
4.25 
3.00 


1.14 

1.28 

1.01 

0.89t 

1.17t 


6.7 
8.0 
7.8 
18.1 
6.6 


2.9 

4.5 
8.9 
8.5 


4.9 


8.0 
7.2 


G.T.  GLOBAL  GOVERNMENT  INC.  A 
G.T.  GLOBAL  HIGH-INCOME  B 
G.T.  GLOBAL  STRATEGIC  INCOME  B 
GOLDMAN  SACHS  GLOBAL  INCOME  A 
IDS  GLOBAL  BOND  A 


356.1 
223.0 
362.9 
237.1 
583.6 


-22 
6 

-10 
-32 
30 


4.75 

5.00* 

5.00* 

4.50 

5.00 


1.33t 
2.44t 
2.15t 
1.28t 
1.26 


15.6 
19.3 
16.3 
17.8 
19.4 


7.7 
13.0 
9.4 
7.9 
10.2 


7.7 


10.8 


cm 

QltE 


11.1 


LEGG  MASON  GLOBAL  GOVERNMENT  146.4  1  No  load  1.30t  21.1 

LORD  ABBETT  GLOBAL  INCOME  ^-m-        238.3  -4  4.75  1.021  18.4 

MERRILL  LYNCH  GLOBAL  BOND  B  540.9  -23  4.00**  1.61t  12.5 

MERRILL  LYNCH  SHORT-TERM  GLOBAL  INC.  B  371.2  -42  4.00**  1.52t  6.3 

MFS  WORLD  GOVERNMENTS  A  338.1  -6  4.75  1.54t  15.5 


i  I  I  ■ 


8.2 

8.9 

5.8 

7.7 

2.9 

2.4 

8.5 

8.0 

7.5 

12.3 

11.3 

3.3 

3.6 

9.9 

8.1 

5.8 

7.4 

4.4 

4.7 

8.6 

9.7 

1.9 

7.9 

8.3 

6.1 

6.7 

PAINEWEBBER  GLOBAL  INCOME  A 
T.  ROWE  PRICE  INTL.  BOND 
PRUDENTIAL  GLOBAL  LIMITED  MAT.  B  (III) 
PRUDENTIAL  INTERM.  GLOBAL  INC.  A 
PUTNAM  GLOBAL  GOVERNMENTAL  INC.  A 


625.8 
1015.8 
111.8 
182.3 
368.9 


8 
38 
-32 
-12 
-14 


4.00 
No  load 
3.00* 
3.00 
4.75 


1.17t 

0.98 

1.97t 

1.46t 

1.27t 


13.2 
20.3 
8.3 
23.2 
15.9 


SCUDDER  EMERGING  MARKETS  INCOME 
SCUDDER  GLOBAL  BOND  (mmm) 
SCUDDER  INTERi^ATiONAL  BOND 
SMITH  BARNEY  GLOBAL  GOVT.  BOND  A 
STANDISH  GLOBAL  FIXED-INCOME 


188.8 
335.0 
736.4 
120.6 
134.5 


111 

-33 
-32 
68 
-1 


No  load 
No  load 
No  load 
4.50 
No  load 


1.50 

1.00 

1.30 

1.32t 

0.65 


19.5 
7.7 
8.5 
15.4 
18.1 


10.0 


TCW/DW  NORTH  AMERICAN  GOVT.  INC.  613.1  -30  No  load  1.52t  16.0 

TEMPLETON  INCOME  I  194.9  -2  4.25  1.18t  18.2 

VAN  ECK  GLOBAL  INCOME  A  111.6  -19  4.75  1.39t  17.3 

VAN  KAMPEN  AMER.  CAP.  GLOBAL  GOVT.  B  (nnn)  109.6  -14  4.00**  2.18t  13.2 

WESTERN  ASSET  INTERNATIONAL  SEC.  218.1  29  No  load  0.30  13.9 


6.5 


CONVERTIBLE 


BOND  FUND  FOR  GROWTH  A 

238.0 

92 

3.25 

1.66t 

26.0 

14.7 

20.6 

5.9 

7.8 

DEAN  WITTER  CONVERTIBLE 

201.7 

15 

5.00** 

1.96t 

20.6 

10.7 

12.9 

4.9 

FIDELITY  CONVERTIBLE  SECURITIES 

* 

1045.7 

17 

No  load 

0.85 

19.4 

11.4 

18.5 

4.3 

MAINSTAY  CONVERTIBLE  B 

-*-* 

426.0 

136 

5.00** 

1.90t 

22.6 

14.6 

20.4 

3.4 

8.1 

PACIFIC  HORIZON  CAPITAL  INCOME 

-* 

233.9 

17 

4.50 

0.97 

24.1 

12.8 

19.2 

4.4 

8.5 

PHOENIX  CONVERTIBLE  A 

♦ 

227.0 

7 

4.75 

1.14t 

21.6 

8.7 

10.4 

5.2 

PUTNAM  CONVERTIBLE  INCOME  GRTH.  A 

* 

789.5 

18 

5.75 

1.16t 

23.8 

12.4 

17.4 

4.9 

9.5 

VAN  KAMPEN  AMER.  CAP.  HARBOR  A  (ooo) 

393.8 

6 

5.75 

1.04t 

22.5 

9.2 

11.9 

4.5 

■  Includes  redemption  fee.  "  Includes  deferred  sales  cfiarge,  t  12(b)-l  plan  in  effect,  t  Not  currently  accepting  new  accounts  or  deposits.  NA  =  Not  available.  NM  =  Not  meaningful, 
(ill)  Formerly  Van  Kampen  Merritt  Tax-Fr  Higfi-Inc  A  (jj)  Formerly  EV  Maratfion  Stiort-Term  Strat  Income  (kkk)  Formerly  International  Income  A.  (Ill)  Formerly  Prudential  Short-Term  Global 
Income  B.  (mmm)  Formerly  Scudder  Short-Term  Global  Income,  (nnn)  Formerly  American  Capital  Global  Govt  Sees  B  (ooo)  Formerly  American  Capital  Harbor  A. 
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Information  Processing 


THE  INTERNET 


WHAT  HATH 
YAHOO  WROUGHT? 

The  Web  is  red  hot,  but  guides  to  it  are  even  hotter 


It's  a  jungle  out  there  on  the  World 
Wide  Web — a  wild,  exploding  tan- 
gle of  home  pages,  hotlinks,  and  way 
cool  sites.  And  it's  a  wonder  that 
cyberspace  explorers  don't  all  get  lost. 
As  of  Jan.  1,  the  Web  included  some 
200,000  sites,  or  Web  senders,  that  of- 
fered close  to  20  million  pages  of  infor- 
mation for  pubhc  consumption.  Dozens 
of  times  a  second,  all  across  the  globe, 
the  Web  sprouts  yet  another  new  page 
of  text,  graphics,  sound,  or  video,  and 
the  online  trove  expands  by  who  knows 
how  many  more  megabytes. 

No  wonder  some  of  the  most  suc- 
cessful companies  on  the  Internet  are 
those  that  are  helping  masses  of  people 
find  their  way  in  this  teeming  over- 
gi'owth  of  infonnation.  Their  so-called 
Web-search  engines,  which  maintain 
free,  public  directories  of  the  Net's 
sprawling  contents,  are  among  the 
biggest  attractions  on  the  Web  and  as  a 
result,  the  most  densely  packed  with 
paid  advertising  from  companies  such 
as  Honda,  Satum,  and  at&t. 

A  handful  of  companies — including 
InfoSeek,  Lycos,  Yahoo,  and  Architext — 
are  leading  the  way.  Their  software  ro- 
bots, known  as  spiders  or  crawlers 
(box),  work  overtime  to  scan  the  Web, 
find  evei-y  page  there,  and  update  their 
master  indexes.  Then,  they  can  search 
those  indexes  in  a  flash,  locating  in  mere 
seconds  a  page  that  might  otherwise 
take  hours  to  find  on  one's  own. 
PINPOINT  PITCHES.  How  popular  are 
these  index  senices?  Measuring  audi- 
ence attention  on  the  Net  is  difficult. 
But  market  pioneer  Yahoo!  Corp.  fig- 
ures that  every  day,  about  1  million 
people  take  7  million  peeks  at  Web  pag- 
es from  its  directory.  And  over  the 
coui-se  of  a  month,  3.5  million  indi\'iduals 
browse.  InfoSeek  Coip.'s  search  engine 
is  responding  to  about  7  million  inquii-ies 
a  day,  says  Robin  Johnson,  president 
and  C  EO.  And  Digital  Equipment  Coi-p.'s 
new  Alta  Msta  engine,  switched  on  Dec. 
15  to  show  off  the  speed  of  dec's  Alpha 
8400  computers,  ab-eady  gets  3  million 
"hits"  a  day. 


Even  though  one  person  may  gener- 
ate a  half-{lozen  of  those  daily  hits,  num- 
bers hke  these  are  making  advertisers' 
eyes  bulge.  And  selling  shvers  of  ad 
space  on  theii-  directoiy  pages — for  fees 
of  about  2c  per  audience  impression — is 
exactly  how  the  Web-inde.xing  compa- 
nies plan  to  make  their  money.  Only 
Yahoo  says  it's  profitable,  but  the  others 
are  likely  to  follow  it  into  the  black 
quickly.  Webwide  advertising  revenues 
will  gi'ow  from  about  S37  million  last 
yeai"  to  as  much  as  $700  million  in  1998, 
according  to  mai'ket  reseai'cher  Fon-est- 
er  Research  Inc. 

One  major  driver  of  that  growth:  On 
the  Web,  advertisers  can  pinpoint  mar- 
keting messages  to  individual  viewers 
instead  of  using  the  mass  media's  shot- 
gun approach.  Using  software  from 
FocaLink,  Broadvision,  or  Net  Grav- 
ity, a  Web  server  can  match  the  types 
of  ads  it  shows  each  visitor  to  his  or 
her  specific  interests  or  consumer  pro- 
file. It  might  show  a  frequent  travel- 


ler a  series  of  airline  ads,  lur  m.-tan 

Web-search  engines,  of  course, 
the  ideal  place  to  learn  about  a  W 
suifer's  particulai"  interests.  Every  ti  it 
you  visit  an  index  site,  you  leave  a  ti 
of  ke.\^\ords  and  categories  you  sel 
from  hsts  of  subjects.  The  advertii 
may  not  leara  your  name  but  it  can  Mmi 


TEACHING  ROBOTS'  A 
OF  NETIQUEHE 


BIT 


A  robot  may  not  injure  a  human  being. 
A  robot  must  obey  orders  from  humans. 
A  robot  must  protect  its  oum  existence. 

Isaac  Asimov  wTote  these  "Tkree 
Laws  of  Robotics"  half  a  centuiy  ago. 
Today,  they  are  widely  followed — but 
not  as  the  sci-fi  visionaiy  anticipated. 
Computer  scientists  now  use  the  word 
"robot"  to  describe  computer  search  en- 
gines such  as  Lycos  and  Yahoo,  which 
tirelessly  index  the  World  Wide  Web. 
And  inspired  partly  by  Asimov's  laws, 
folks  who  run  these  search  engines  have 
adopted  voluntaiy  guidehnes  to  keep  I'o- 
bots  fi'om  limning  amok  in  cyberspace. 

It's  a  good  thing.  The  poweiful 
searching  programs  they  use — knowTi 


variously  as  "robots,"  "spiders," 
"crawiers" — must  update  their  c 
bases  by  repeatedly  quening  \^[ 
around  the  world.  But  an  unint(j 
blizzard  of  queries  fi'om  one  ro 
be  enough  to  swamp  a  small  sell 
Martijn  Koster,  a  software  erj 
at  America  Online  Inc.'s  WebcKl 
Project,  spotlighted  this  proble: 
while  working  for  a  British  net' 
sei'vices  company  called  Nexor 
Drawing  on  input  ft-om  the  Intf] 
community,  he  developed  rales 
ware  robots.  They  include  rest: 
on  how  much  time  robots  can  li| 
a  site  and  how  often  they  can 
Koster  also  wTote  standard  me;] 
that  Webmasters  can  post  at  tl 


illlOt 

i'k] 
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Yahoo  remains  the 
company  to  beat.  First 
to  market,  it's  already 
turning  profits  from 
selling  spots  on  its 
pages  to  more  than  50 
advertisers 


E  seful  profile  of  who  you  are.  For 
id  revenue,  the  search  companies 
I  also  collect  masses  of  consumer  data 
1  sell  it,  in  aggregated  form,  to  adver- 
•s  and  others. 

ow,  the  race  is  on  to  build  stronger 
id  names  in  what's  shaping  up  as  a 
J  contested  Web-searching  market. 


CO-FOUNDERS  YANG  AND  FILO  ASKED 
THEIR  WEB  VISITORS  FOR  SUGGESTIONS 

At  the  start,  the  search  companies 
seemed  nearly  identical,  sharing  similar 
origins  and  offering  essentially  the 
same  service  for  the  same  price — free. 
Stanford  University  students  started 
Yahoo  and  Architext  Software  Inc.,  two 
archetypal  garage  Internet  startups 
that  landed  backing  from  blue  chip  Sil- 
icon Valley  venture  capitalists.  Lycos 
is  commercializing  a  search  tech- 
nology developed  by  chief  scientist  Mi- 
chael L.  Mauldin  and  other  co-founders 
who  used  to  work  at  Carnegie-Mellon 
University. 

The  main  challenge  is  differentiating 
one  search  service  fi"om  the  others.  At 
first,  the  contest  was  mainly  over  tech- 
nical bragging  rights — namely,  search 
speed  and  index  size.  InfoSeek,  for  in- 
stance, started  out  last  yeai"  by  ti-umpet- 
ing  an  index  that  covered  not  just  the 
Web  but  also  several  news  wires  and 
the  Internet's  10,000-plus  bulletin 
boards — smut,  flame  wai"s,  and  all.  With 


an  index  covering  19  million  Web  pages, 
Lycos  Inc.  has  claimed  the  world's  larg- 
est and  fastest  Web  directory. 

The  emphasis  now  is  shifting  from 
statistics  on  speed  and  sites  covered  to 
features  that  may  be  more  meaningful 
to  ordinaiy  consumers.  That  means  add- 
ing features  to  "build  a  branded  consum- 
er experience,"  says  Joe  Kraus,  presi- 
dent and  CEO  of  Architext.  InfoSeek, 
for  example,  has  added  programming 
to  its  engine  that  periodically  scans  var- 
ious data  sources  for  information  on  any 
topics  a  customer  chooses  and  automat- 
ically prepares  a  summary  in  the  form 
of  a  customized  Web  page. 

At  the  same  time,  the  search  com- 
panies are  doing  a  lot  more  work  on 
combing  Web  sites  to  preselect  the  most 
appeahng  ones.  Ai'chitext  has  hired  30 
journahsts  who  have  reviewed  51,000 
Web  sites  so  far.  And  the  company  has 
just  acquired  City.Net,  a  startup  that 
creates  Web  sites  for  local  and  regional 
markets.  Lycos  has  bought  Point  Com- 
munications, a  Web-site  rating  service. 
And  the  McKinley  Group  Inc.,  a  publish- 
ing company  founded  by  Isabel  Max- 
well, daughter  of  the  late  British  news- 
paper magnate  Robert  Maxwell,  is  not 
even  offering  a  full-blown  search  en- 
gine. It's  selling  ads  on  a  sei"ver  that  of- 
fers reviews  of  40,000  Web  sites. 

The  company  to  beat  remains  Ya- 
hoo— the  fii'st  to  market  and  backed  by 
roughly  $6  million  in  venture  capital. 
It's  already  turaing  profits  from  selling 
spots  on  its  pages  to  more  than  50  ad- 
vertisers, and  it  boasts  one  of  the 
strongest  brand  names  in  cyberspace. 
It  started  out  in  April,  1994,  after  its 
founders,  Jeny  Yang  and  David  Filo, 


\  which  directories  are  off-hm-     progi-am,  called  Fish,  is  already  avail-       says  Mauldin.  "The  overall  structure  of 
■  search  services  obey  these        able  for  free  on  the  Net.  Built  as  an  en-    the  Internet  couldn't  handle  it." 
the  grass"  signs,  says  Lycos'      hancement  of  the  Mosaic  progi-am  that         Fmther  down  the  road,  there  could 
itist  Michael  Mauldin.  Netscape  Communications  Corp.  adapt-     be  an  explosion  of  intelhgent  "agents" 

this  ad  hoc  fix  has  been  effec-  ed  as  its  Web  browser,  it  appeals  main-  that  not  only  collect  data  for  individuals 
reason:  but  also  analyze  the 

only  a        ^^^V^^^^^^^^l  TO  BE  ACCEPTED  IN  That  will  al- 

;e  robots     ^^^^^^^^^^^1        WEB  SOCIETY,  A  ROBOT  SHOULD:  most  certainly  add 

g  to  index    ^^^^K     \  ^^^^^^^^H  «        ^-a  wj  u  network  conges- 

"Thehuge   H^^;  ^^^BIP^  tion.  Some  experts, 

required  ^^^^^^^^^^kM^^k  ^-  Obey  a  set  of  rules  called  the  Robot  Exclu-      such  as  University 

16  minor      ■  ^Jn«^^PP^^^i^^^^^M  sion  Standard  of  Washington  com- 

says  David  W  J  iW  V/ObVerve  the  ^s"heVoYthe7ite  adm^s^^^^^^^^^    puter-science  profes- 

i,  chairman  &<^F  1  ^^.^^B   sor  Oren  Etzioni, 

iversity  of  ^     fi^^^^H  "uniber  of  queries  addressed  to       predict  that  smarter 

software-    ^^^B  J^^^^l  ^"^8*^^"^^*^  robots  will  conduct 

igpro-  glMH^^^B  s/UmUthefrVqWcyofvi^^^^^^^  more  rational 

^lear  Lake.  ^^^M       a^m^H^^HHI  searches,  reducing 

could  get  hairy  if  Web-search-    ly  to  software  engineers.  But  bundled       the  strain.  Still,  robots  may  soon  find 
>ts  more  deep-pocketed  com-       in  a  user-friendly  package.  Fish  would      themselves  idUng  on  increasingly  busy 

media  giants  and  rising  com-     let  millions  of  PC  users  set  up  their  own    network  arteries  where,  hke  humans 
Tains  collegiality.  More  mini-bots.  "It  would  be  hke  everyone        caught  in  traffic  jams,  they  may  find  it 

>  are  programs  to  let  individu-    deciding  to  get  off  of  the  public  trans-       difficult  to  behave  politely. 

their  own  robots.  One  such       portation  system  and  drive  to  work,"  By  Neil  Gross  in  New  York 
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*1  l^ELDING 

Money  Fund 


For  the  7  days  ended  1-2-96,  the  Strong  Heritage 
Money  Fund  ranked  #1  for  yield  among  the  224 
General  Purpose  money  funds  tracked  by  the  IBC's 
Money  Fund  Report^ a  service  of  IBC/Donoghue,  Inc.  Call 
for  the  Fund's  most  recent  yield  and  fi'ee  prospectus  kit. 

An  investment  in  tim  Fund  is  neither  insured  nor  guaranteed  by 
the  U.S.  government,  and  there  can  be  no  assurance  tlie  Fund  will 
be  able  to  maintain  a  stable  $1.00  share  price 

'  $25,000  Minimum 
*  Fund  Designed  to  Keep  Costs  Low 


7-Day  Yields* 

(Annualized  as  of  I -1^-96) 

5.98% 

Current  Yield 

6.16% 

Effective  Yield 
Yields  vary 


Performance  and  rankings  are  historical  and  do  not  represent  future  results 

The  Fund's  inception  date  was  6-29-95.  *Source:  IBC's  Money  Fund  Reports  Currently  the  Fund's  admor  is  waiving 
management  fees  nf  .47  ami  absorbing  expcmes  of  .W,  Witliciut  titis  waiver,  the  ciiirmt  mid  effective  yields  would 
have  liceii  5.42"n  and  5.6(f'a  For  more  complete  mftrmatum,  including  management  firs  ami  expenses,  call  Strong 
Funds  Distributors,  hw.  for  a  free  prospectus  kit  lleasc  mid  it  care  fully  licfnrc  you  incest  or  send  money  181 7K95M 


STRONG 


^Strong  Funds 
1-800-368-3905 


Buy  recycled.  It  would  mean  tke  world  to  tli 


em. 


Tlianles  to  you,  all  st)rts  of  everyday  products  are  lieing  made  from  materials 
youve  recycled.  But  to  keep  recycling  working,  you  need  to  Luy  tliose  products. 
For  a  free  Lrocliure,  write  Buy  Recycled,  Environmental  Defense  Fund,  257 
Park  Avenue  Soulii,  New  YorL,  NY  10010,  or  call  FSOO-CALL-EDF. 


<>EPA 


ENVIRONMENTAL  I 
DEFENSE 
FUND 


recognized  the  growing  popularity 
their  informal  Hstings  of  Web  sites, 
soliciting  suggestions  ft-om  all  Web  sui 
ers  and  adopting  a  hip  'tude  and  jaa 
gi'aphics,  Yahoo  quickly  grew  into  one 
the  Web's  hottest  spots — and  a  maj 
inspiration  to  the  entrepreneurs  no 
chasing  it. 

Competition  has  forced  Yahoo  to  a 
full- Web  searching,  but  it  still  emphas:  ^\ 
es  the  judgment  that  goes  into  its  din 
tones.  "What's  really  important  to 
audience  is  that  they  get  high-quali 
results  back,  not  how  the  results 


dIPS 


tr^^ 

fa-Si 


generated,"  says  Tim  A.  Koogle,  prei  W 
dent  and  ceo.  With  Ziff-Davis  Publis  '^^'^ 
ing  Co.,  a  leading  publisher  of  comput 
magazines  and  an  investor  in  Yahc  P^^ 
the  company  is  developing  Yahoo  InU  ^'^  ^' 
7iet  Life,  a  print  and  online  magazii  *'')'^ 


BAHLE  OF  THE  SEARCH  ENGINES 

ALTAVISTA.DIGITAL.COM  A  speedy 
index  site  that  shows  off  Digital 
Equipment's  Alpha  computers 


WWW.EXCITE.COM  Emphasizes  stron? 
editorial  content  and  regional  listings 


WWW.INF0SEEK.COM  Indexes  the 
Web,  news  wires,  and  other  electronk 
media 


WWW.LYC0S.COM  Focus  is  on  main 
taining  the  largest  Web  index 


WWW.YAH00.COM  First  to  market, 
strong  branding  strategy 


BO 

ot 

rupee 
mJavi 
lly-no 


t  pas  i 


Yahoo  is  also  working  on  a  Japan( 
language  search  site  with  Softbank, 
Japanese  computer  distributor  and  tr^> 
show  operator  that  owns  Ziff-Davis 
has  a  stake  in  Yahoo.  Yahoo  offici 
won't  comment,  but  Wall  Street  expe 
Yahoo  to  be  the  first  company  in 
category  to  go  public. 

One  thing  Web-search  companies 
count  on  is  increasing  demand.  As  mi 
economic  activity  poui"s  into  cyberspa  Halves, 
from  publishing  to  retailing  and  cor 
rate  purchasing,  people  will  need  h  spti.Si 
finding  their  way  Search  products 
rapidly  proliferating:  Frontier  Technc 
gies  offers  Lycos'  Web  index  on  a 
ROM  disk,  for  off-line  use.  Quarterd(  I 
Inc.  and  Blue  Squirrel  Inc.  offer  p  li; 
sonal  computer  progi'ams  that  bro 
cast  a  single  query  to  multiple  Web 
gines  and  merge  the  results  in 
listing.  And  a  company  called 
quiry.com  in  San  Mateo,  Calif., 
launched  a  Web-search  engine  just 
computer  professionals.  With  more  tl 
30  commercial  and  academic  seai'ch 
gines  already  prowling  the  Web, 
day  we  may  need  a  search  engine  j 
to  find  the  right  search  engine. 

By  John  W.  Verity  iyi  New  York,  n 
bureau  reports 
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evelopments  to  Watch 


FED  BY  OTIS  PORT 


HPS  STEEPED 
JAVA  

^  ALL  THE  HYPE  OVER 

ra — Sun  Microsystems 
!.'s  hot  new  computer 
guage  for  writing  pro- 
ims  that  users  can  run 
ir  networks — there's  a 
problem:  Java  pro- 
ims  are  about  as 
;edy  as  molasses  in 
luary.  That's  because 
software  instructions 
not  compatible  with 
sting  microprocessors 
h  as  those  from  Intel 
rp.  and  Motorola  Inc. 
I  have  to  be  spoon-fed 
special  "translation" 
tines. 

sun's  solution:  dedicat- 
Java  chips.  The  Silicon 
ley  company  was  slat- 
to  announce  on  Feb.  2 
imily  of  three  small 
Toprocessors  designed 
run  Java  software  di- 
tly — no  translation 
'ded.  Sun  promises  the 
3S  will  speed  up  Java 
grams  as  much  as  100 
es.  Costing  from  $5  to 
0,  the  so-called  embed- 
l  chips  could  become 
brains  for  futui'e 
lerations  of  gadgets, 
n  Internet  access  de- 
js  to  cellular  tele- 
mes  that  can  update 
mselves. 

)on't  hold  your  breath, 
ugh.  Sun  vdll  soon  be- 

licensing  the  designs 
ihipmakers,  but  the 
t  models  won't  be 
dy  before  yearend.  In- 
trial-grade  versions 
f  take  until  late  1997. 
reover,  since  the  chips 

do  nothing  but  run 
a  progi-ams,  they'll  be 
less  unless  Java  and 
related  operating  sys- 
1  become  a  success  and 
wn  lots  of  Internet 
grams — and  that's  far 
n  a  sui'e  thing. 


MANUFACTURED  IN  MUNCHKfN-LAND 

IT  COULD  BE  A  FACTORY  SCENE  FROM  rOY  STORY.  BUT  THE 

tiny  factories  being  built  by  scientists  at  Carnegie  Mellon 
University  ai"e  small  only  in  scale.  They're  designed  to  do  big- 
time  work — and  generate  fat  payoffs. 

Roughly  the  size  of  a  table  top,  the  little  factories  will 
have  teams  of  fast-working,  sharp-eyed  minirobots  scurrying 
about.  Their  first  job:  to  assemble  computer  disk  drives.  If  all 
goes  well,  CMU  hopes  annies  of  fistsize  robots  in  tiny,  portable 
factories  wOl  take  on  a  wide  variety  of  precision-assembly  jobs 
cuiTently  performed  by  workers  and  larger  robots. 

The  National  Science 
Foundation-fimded  pro- 
ject also  aims  to  speed 
up  the  design  and  de- 
ployment of  automated 
assembly  systems.  CMU 
researchers  will  build 
the  robots  with  mod- 
ular parts  and  design 
them  with  far-flimg  sup- 
pliers through  the 
Internet.  Researchers 
hope  this  will  let  them 
design,  build,  and  de- 
ploy automated  assem- 
bly systems  in  less  than 
a  week,  dovm  from  four 
weeks  now,  while  in- 
creasing accui'acy.  The 
lessons  learned  with 
these  robots  will 
smooth  the  way  for 
ever'-smaller  machines. 


WILL  A  GENE-ALTERED  MITE  MAKE  RIGHH 


THE  NEXT  LANDMARK  IN 

the  area  of  genetically  al- 
tered species  may  come 
from  the  University  of 
Florida.  UF  entomologist 
Marjorie  Hoy  is  awaiting 
permission  ft'om  the  U.  S. 
Agriculture  Dept.  to  field- 
test  a  tiny,  flightless  mite 
called  Metaseiulus  occiden- 
talis,  into  which  she  has  in- 
serted a  bacterial  gene 
marker  After  the  insertion, 
the  mite  was  bred  for  300 
generations — about  three 
years.  If  the  usda  con- 
sents, it  will  be  the  first 
genetically  altered  arthro- 
pod ever  released  into  the 
environment. 


M.  occidentalis  preys  on 
its  cousin,  the  spider  mite, 
which  ravages  strawbemes 
and  ornamental  plants  in 
Florida. 

Since  the  mite  is  native 
to  the  Western  U.  S.,  Hoy 
wants  to  genetically  alter 
it  for  Florida's  cHmate.  But 
fii'st  she  wants  to  demon- 
strate the  safety  and  vi- 
ability of  the  genetic-alter- 
ation method.  This  fu'st 
bacterial  marker  won't  ac- 
tually change  the  mites'  bi- 
ological traits — just  provide 
a  way  for  them  to  be  iden- 
tified. Therefore,  Hoy  says, 
the  experiment  poses  no 
risk  to  the  environment. 


HOUSTON,  WE 
HAVEAPROBLEM- 
NO  CHIVES'  

SOMEHOW  IT  doesn't  FIT  THE 

image  of  the  Space  Age,  but 
the  latest  in  high-orbit  suste- 
nance and  climate  control  may 
be  the  potato.  Or  the  wheat 
plant.  NASA  researchers  are 
experimenting  with  gi'owing 
both  crops  in  space  to  feed 
crews,  provide  oxygen,  and 
purify  water.  At  the  Kennedy 
Space  Center,  potatoes  gi"own 
in  a  20-foot-long  cyhnder  pro- 
duced four  to  five  times  the 
oxygen  required  for  a  mission, 
as  well  as  over  half  the  food 
required  for  one  crew  mem- 
ber. They  also  provided 
enough  drinking  water  for 
four  astronauts  by  absorbing 
waste-  water  through  their 
roots  and  respiring  clean  wa- 
ter vapor  fi'om  their  leaves. 
The  Johnson  Space  Center 
has  conducted  similar  experi- 
ments with  wheat. 

Lofted  into  orbit  aboard 
the  shuttle  Columbia  last  Oc- 
tober, five  potato  plants  pro- 
duced perfect  spuds  in  spite 
of  the  near-zero  gTavity,  says 
University  of  Wisconsin  bota- 
nist Judith  G.  Croxdale.  The 
potatoes  contained  large  pro- 
tein crystals,  she  says.  To 
keep  the  water  from  flying 
ai'ound,  the  plants'  roots  were 
sealed  in  a  chamber,  with  just 
a  small  hole  for  the  stem. 
Cosmonauts  encountered 
technical  difficulties  last  year 
growing  wheat  aboard  the 
Mir  space  station.  If  the  as- 
tronauts get  bored,  they 
could  always  start  up  a  nice 
little  distillery. 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwfeb@businessweek.com 
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Science  &  Technology 


SEMICONDUCTORS 


THIS  ONLY  HAPPENS 
TWICE  IN  A  LIFETIME 

John  Rollwagen  sees  the  spnlt  of  Cray  in  a  chip  upstart 

Moments  after  John 
A.  Rollwagen  and 
Gregor  A.  Camp- 
bell first  shook 
hands  in  October,  1993, 
both  sensed  something 
special.  "We  just  really 
clicked,"  says  Rollwagen, 
longtime  ceo  of  super- 
computer maker  Cra 
Research  Inc. 

Rollwagen  had  reluc- 
tantly journeyed  2,000 
miles  from  St.  Paul,  Minn., 
to  Chatswoith,  Calif.,  to 
inspect  Campbell's  compa- 
ny. Plasma  &  Materials 
Technologies  Inc.,  and  i3er- 
haps  join  the  board.  Roll- 
wagen wasn't  keen  on 
that  idea.  He  was  still  re- 
covering from  his  foui'- 
month  fling  in  Washing- 
ton. Pi'esident  Clinton  had 
asked  him  to  be  Deputy 
Secretary  of  Commerce, 
which  meant  resigning 
from  Cray.  But  he  left  the 
Administration  after  only 
foui-  months  when  the  Se- 
cmities  &  E.xchange  Com- 
mission  began  looking  into  Cray's  stock 
trading.  So  he  decided  to  work  off  his 
sense  of  ci\nc  duty  by  helping  small  com- 
panies, including  those  affiliated  with  St. 
Paul  Ventiu'e  Capital  Inc.,  a  backer  of 
p.mt's  patented  technology'  for  generat- 
ing a  chai'ged  gas,  or  plas- 
ma, to  process  silicon  wa- 
fers into  chips. 

Campbell  jumped  to 
attention  when  he  heard 
of  Rollwagen's  availabil- 
ity. Campbell  had  gotten 
hooked  on  Cray  super- 
computers in  the  mid- 
1980s  while  he  was  eam- 
ing  a  PhD  in  plasma 
physics  from  the  Univer- 
sity of  CalifoiTiia  at  Los 
Angeles.  "And  because  I 
knew  nothing  about  busi- 


CAMPBELL  AND  ROLLWAGEN:  Tlieir  etchers  could  change  chipmaking 


PLASMA  EXPANDS 


91   '92   '93   '94  '95  '96* 
A  MILLIONS  OF  DOLLARS  -PROJECTED 


DATA:  PUSIM  &  MATERIALS  TECHNOLOGIES  INC. 
SALOMON  BROTHERS  INC, 


ness  when  I  started  pmt,  I  read  vora- 
ciously— especially  a  Hamrrd  Business 
Review  article"  that  analyzed  Cray's 
early  success.  As  a  result,  Cray  became 
a  model  for  launching  pmt.  And  the  top- 
per would  be  getting  Rollwagen  to  join 
the  company.  That  would 
also  give  a  tiny  startup 
like  PMT  more  credibility 
when  the  time  was  ripe 
for  a  stock  offeiing. 

Evidently  Campbell's 
imitation  of  Cray  succeed- 
ed better  than  he  knew 
"PMT  reminded  me  so 
much  of  Cray  in  the 
1970s  that  it  was  spook\'," 
says  Rollwagen.  In  par- 
ticular, he  saw  parallels 
with  pmt's  unique  tech- 
nology   and  ambitious 


gi-owth  strategy'.  "I  was  attracted 
Greg's  aggi-essive.  take-no-prisont 
business  plan — pmt  is  either  going 
be  big-leagues  or  nothing." 

Because  their  first  meeting  went 
well,  Campbell  decided  to  ask  Rollwag 
to  sign  on  as  chainnan,  not  just  as  a 
rector.  RoUwagen  said  yes  on  the  spot 
if  he  could  continue  h\ing  in  St.  P 
and  come  to  CaUfoinia  once  or  t\\ic( 
month.  "It's  Uke  I'm  getting  a  secc 
chance  to  rehve  my  misspent  youti  r  , 
and  help  Greg  avoid  the  same  mistal  ;  -i 
I  made."  Like  what?  "That  was  jus' 
figui'e  of  speech — I  ne 
made  any  mistakes," 
says  WTyly.  "That's 
mentorl"  says  Campb 
who  once  wanted  to 
up  Mother  Nature 
shaping  a  superhot  pi 
ma  into  a  miniatui-e 
even  brighter  than 
sun:  a  Tokamak  fusi 
energy  reactor.  Now, 
just  wants  to  take  on 
Ukes  of  Applied  Mater 
Inc.,  the  world's  top 
plier  of  chipmaking  eqi 
ment,  with  sales  last 
of  $2  billion — 100  time: 
big  as  pmt's. 

The  idea  for  pmt 
spai'ked  in  the  mid-19 
when  Campbell  read  I 
the  chip  industry 
working  on  harness 
plasmas  to  scratch 
the  circuit  Unes  "print 
on  silicon.  Ti'aditiom 
these  lines  are  etc 
with  liquid  acid.  But 
etching  eats  out  V-sha 
gi'ooves,  so  channels 
are  wide  enough  at 
bottom  have  tops  wider  than  necess 
That  means  a  chip's  wispy  circuit 
can't  be  packed  together  as  tightljt^" 
they  should  be  as  line  widths  shrin] 
0.3.5  microns  or  less.  Only  a  handft 
chipmakers  are  now  at  this  point. 
HUNTING  FOR  CAPITAL.  Plasmas  can  < 
el  out  L'-shaped  grooves  with  ne 
vertical  sides.  Negatively  charged 
rain  dowTi  from  the  plasma,  pulled  I 
positive  chai'ge  in  the  wafer  In  indu 
a  decade  ago,  this  was  a  novel  appro 
But  to  ftision  reseai'chei'^,  plasmas  \ 
old-hat.  So  Campbell  and  his  ucla  1  '" 
ad\iser,  Robert  W.  Conn,  cooked 
system  exceeding  the  chip  indust 
wish-list  specifications — and  went  h 
ing  for  venture  capital. 

They  bumped  into  a  wall.  "Th€  ^'^ 
[venture  capital]  guys  said  we'd  n<  *' 
break  into  the  semiconductor  equipr 
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iiness,"  recalls  C'ampbell.  ('hip  compa- 
s  just  wouldn't  risk  buyinji;  such  a 
'  piece  of  e(|uipment  fnjm  an  upstart, 
t  Japan's  suppliers  reacted  positively, 
late  1991  and  early  1992,  Campbell  11- 
ised  the  technology  to  Canon  Inc. 
I  NEC  Corp.,  and  then  "the  vcs  real- 
j  we  had  a  tiger  by  the  tail." 
Respite  its  impressive  jump  to  $21.3 
lion  last  year,  double  its  1994  sales 
art),  PMT  is  still  running  uphill, 
le/ve  got  good  technology,"  says  Cal- 
if. Chang,  an  industry  analyst  at 
rket  researcher  Dataquest  Inc.,  "but 
ir  market  share  is  tiny — less  than  1% 
ast  year's  $2.5  bilhon  etch  market." 
Vhile  PMT  has  sold  systems  for  up 
52.8  million  each  to  such  major  chip- 
<ers  as  Toshiba,  Samsung,  and  lg 
dcon,  most  sales  have  been  one-shot 
Is  for  evaluation.  Rebecca  Gale,  a 
elopment  manager  at  Texas  Instini- 
its  Inc.,  says  she  is  impressed  with 
PMT  machine,  but  Ti  isn't  apt  to  buy 
•e  until  it's  confident  pmt  can  crank 
m  out  in  volume  and  provide  global 
nee.  Campbell  figures  the  $40  million 
y  from  last  August's  initial  stock  of- 
ng  vdll  provide  staying  power — and 
funding  for  joint  efforts  with  nec 
LG  Semicon  (formerly  Goldstar 
liconductor  Ltd.)  to  apply  pmt's  tech- 
)gy  to  other  types  of  chipmaking 
ipment.  (After  running  up  to  $22, 
res  are  now  trading  a  couple  of 
its  below  the  original  $14  price.) 
LEAGUE  BID.  Meanwhile,  Dallas  Semi- 
luctor  Corp.,  the  first  company  to 
a  pmt  etcher  into  actual  production, 
taken  delivery  of  its  second  sys- 
— and  will  buy  more  as  the  need 
es,  says  Senior  Vice-President  Chao 
dai.  But  Dataquest's  Chang  says  pmt 
I't  be  in  the  big  leagues  until  it  gets 
order  for  30  or  40  etchers  from  a 
e  chipmaker  Even  small  chip  plants 
cally  have  a  dozen  or  inore  etchers, 
fnless  multiple-machine  sales  start 
ng  in  soon,  pmt  could  lose  its  tech- 
igy  edge,  warns  G.  Dan  Hutcheson, 
iident  of  chipwatcher  vlsi  Research 
"They  started  out  ahead  of  the 
i,  but  the  other  etch  guys  are  now 
hing  up." 

.ollwagen  knows  things  are  going  to 
even  tougher  That's  why  he  has 
dily  increased  the  time  he  devotes 
'MT— to  35%  in  1994  and  50%  in 
).  "Next,  we're  going  to  get  him  to 
■e  out  here  full-time,"  predicts 
ipbell.  But  first  PMT  needs  another 
people  to  handle  the  expected  surge 
lies.  "That's  hke  Cray,  too — I  hope," 
i  Rollwagen.  "We  had  100  people 
n  we  went  public,  and  five  years 
r  it  was  1,000."  As  a  shareholder  in 
company,  Rollwagen's  reward  could 
I  out  to  be  more  than  nostalgic. 

By  Otis  Port  in  New  York 


HIGH  INCOME 
WITH  A  MODERATELY 
AGGRESSIVE  APPROACH 


7.567o 

CURRENT 
YIELD 

as  of 
12/31 /95 


Introducing  the  T.  Rowe  Price  Corporate  Income  Fund. 

Our  new  fund  can  help  investors  seek  a  higher  level  of 
income  than  high-quality  bond  funds  offer,  while  taking  less 
risk  than  with  an  investment  solely  in  "junk"  bonds.  It 
invests  prmiarily  in  corporate  investment-grade  bonds,  with 
up  to  one-third  of  the  fund's  assets  invested  in  high-yield 
"junk"  bonds. 

Remember,  the  riskier  securities  in  the  fund  will  increase  its  poten- 
tial for  volatility,  and  the  share  price  and  yield  will  fluctuate  with 
interest  rate  and  market  changes.  Minimum  investment  is  $2,500 
($1,000  for  IRAs).  100%  no  load. 

Call  24  iiours  for  more  information,  including  a  prospectus 

1-800-541-8467 


Invest  With  Confideyice" 

T.RoweR*ice 


-Ik 


S.TVo  ^'"'■''^  inception  ( 10/3IA)5)  total  rulurn  for  the  2-niontli  period  ended  12/31/95.  This  Hgiire  Is  not  annual- 
ized. Present  expense  hmitations  have  increased  the  fund's  yield  and  total  return.  Figures  include  changes  in  principal  value, 
reinvested  dividends,  and  capital  gain  distributions  Total  returns  represent  |rast  performance  and  cannot  guarantee  future 
results.  Investment  rettirn  and  principal  value  will  vary  and  shares  may  be  worth  more  or  less  at  redemption  than  at  original 
purchase,  Recpiest  a  prospectus  with  more  complete  information,  including  management  fees  and  other  charges  and 
expenses.  Re-ad  it  carefully  before  you  invest  or  send  money 

T,  Rowe  Price  inve^itrfient  Services,  Inc,  Distributor  CIF029415 


We  Congratulate  Columbia  University 
and  the  Knight-Bagehot  Fellowship 

in  Economics  and  Business  Journulism 
lor  twenty  years  of  fostering  probing,  insightful 
coverage  of  business,  finance  and  economic  issues 
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EXECUTIVE  SUITE 


CATHY  ABBOn 
IS  NO  GOOD  OL'  BOY 

The  former  Energy  wonk  brings  new  blood  to  Columbia  Gas 


Other  energ\'  executives  may  be 
able  to  brag  about  gold  cups  won 
at  golf  toumaments,  but  Cathe- 
nne  Good  Abbott  can  point  to  a 
really  special  trophy.  A  few  years  ago, 
she  haggled  foi"  days  with  a  New  Mexi- 
co gas  producer  when  her  employer, 
Em'on  Coi-p.'s  big  Transwestem  Pipeline 
Co.,  wanted  to  renegotiate  a  contract 
because  of  sliding  prices.  "I  got  to  be 


TITLE  CEO,  Columbia  Gas  Transmis- 
sion and  Columbia  Gulf  Transmis- 
sion— interstate  pipeline  subsidiaries 
of  Columbia  Gas  System,  with  rev- 
enues of  more  than  $1  billion 


AGE  45 


EDUCATION  MA,  Harvard  Universi- 
ty's John  F.  Kennedy  School;  BA, 
Swarthmore  College 

CAREER  1976-1982  Worked  for 
the  Environmental  Protection 
Agency,  President  Carter's  Office  of 
Energy  Policy  &  Planning,  and  the 
Energy  Dept. 

1982-85  Vice-president,  Interstate 
Natural  Gas  Assn. 

1985-95  Vice-president,  Enron 

1995-January,  1996  Principal, 
Gem  Energy  Consulting 

the  bad  guy,"  she  recalls.  The  producer 
decided  to  memorialize  her  by  chiisten- 
ing  a  new  well  v\ith  the  nickname  he 
had  taken  to  calling  her.  Abbott  still 
speaks  proudly  of  "Hai-d-as-Nails  No.  1" 
in  Chaves  County,  N.  M. 

Wliile  the  well  failed,  few  things  Ab- 
bott has  undertaken  in  18  years  in  the 
industry  have  been  washouts.  Now  Ab- 
bott is  tackling  her  biggest  job  yet.  As 
tlie  new  chief  executive  of  two  ke\'  sub- 
sidiaries of  Columbia  Gas  System  Inc., 
she  is  taking  charge  of  a  $l-billion-a- 
year  natural  gas  pipeline  network  even 
as  the  once  highly  regulated  industry 
gi'apples  with  unfettered  competition. 


What's  more,  Columbia  is  rebuilding  af- 
ter four  yeai-s  in  Chapter  11. 

Abbott  started  out  in  Washington,  as 
an  Environmental  Protection  Agency 
numbers-cruncher  whose  analyses  for 
the  Carter  WTiite  House  helped  launch 
deregidation.  Then,  she  jumped  to  a 
trade  gi"oup,  the  Interstate  natui'al  Gas 
Assn.,  as  a  policy  analyst.  Eleven  yeai's 
ago,  she  moved  to  Houston  as  a  vice- 


dominated  culture  is  giving  way  to  c 
where  marketing,  dealmaking,  and 
nancial  innovation  reign.  Says  Richa 
who  knew  Abbott  when  he  was  a  De 
ocratic  senator's  aide  and  later  a  Fed 
al  Energy  Regulatory  commission 
"It's  a  time  for  change  in  oiu-  busine 
It's  a  time  to  make  a  difference,  a 
it's  a  time  to  have  new^  leadership.  £ 
represents  all  those  things."  Nc 
James  V.  Walzel,  a  friend  who  cha 
Houston's  HNG  Storage  Co.:  "Deregi 
tion  has  moved  out  a  lot  of  old-tim« 
who  were  all  men."  And  while  tra 
of  the  good-ol'-boy  network  Linger,  si 
Rebecca  A.  McDonald,  president 
Amoco  Cor-p.'s  natural  gas  gi'oup,  "1 
good  ol'  boys  respect  performance." 
NO  IDEOLOGUE.  Abbott  has  always  bee; 
Wgh  peifoiTner-.  The  brainy  daughter  c 
biochemist  and  a  math  professor;  she 
tered  Swaithmore  College  as  a  m 
and  science  major  in  1968.  Inter*esteq 
becoming  a  minister,  she  switched  ] 


pr-esident  of  Em'on,  wher'e  FLEXIBLE  FLYER:  Abbott  major  to  r'eligion  and  sp 
she  mai'keted  gas  nation-  helped  deregulate  the  two  yeai'S  working  fo 

wide.  Last  spring,  she  left  natural  gas  industnj  pi'ogram  that  develo 
to  consult  for  companies  Sunday  school  cimiculu 

including  Columbia.  But  wlien  Oliver-  G.  I  Idealistic  about  government,  she  hea 
Richard  III,  who  took  the  helm  of  Co-  I  to  Harv;u"d  Univer-sitv's  John  F.  Kenn 


lumbia  Gas  System  last  April,  offer^ed 
her  the  S800.b00-a-year  post  late  last 
year;  she  jumped  at  it. 

The  job — CEO  of  two  units  that  ac- 
count for  one-thii'd  of  Columbia's  sales 
and  mor-e  than  half  its  profits — makes 
Abbott  one  of  a  handful  of  top  female 
executives  in  the  natur-al  gas  industry. 
Her  rise,  insiders  say,  is  a  sign  of  how 
the  industry's  old  utihty-like,  engineer- 


School  for  a  mastei''s  in  public  pol 
Fr'om  ther-e  she  joined  the  EP.\. 

In  Washington,  she  impr-essed  1 
and  friends  with  her*  passionate  but  r 
ideological  advocacy.  "Any  discomfo: 
cause  has  more  to  do  with  my  per^so- 
ity  and  style  than  the  fact  that  I  ai 
woman,"  she  says.  Colleagues  recall 
getting  fii'ed  up  over  such  ai'cane  ( 
cepts  as  inci-emental  pricing.  "Meek 


These  days  _>'our  office  can  be  am'\".  here  \'ou  do 
5iness.  Whether  you  re  do%N'ntown  or  in  %  our  dining 
)m,  you  need  to  stay  in  touch.  That's  why  Fujitsu 
croelectronics  offers  a  complete  famlK'  of  integrated, 
•rld-class  PC  Cards,  to  give  you  immediate  access 
%ntal  information  while  in  the  office  or  on  the  road. 
Our  ultraportable  PC  Cards  offer  a  wide  range 
capabilities  including  multimedia,  LAX,  and  high- 
;ed  communications.  With  Fujitsu,  you  get  instant 
■npatibilit\-  with  virtualK-  all  of  today's  PCA^CI.A 
ndard  computing  platforms  in  addition  to  multi- 
function  capabilitA'  and  interoperability', 
^^^ly^-       Plus,  our  intuitive  Microsoft'  Wlndows- 
-f       ^         based  installation  software  automatically 


sets  up  and  configures  \'our  PC,  which  means 
fewer  headaches  and  hassles.  With  Plug  and  Play 
features  like  hot  insertion  and 
remo\  al,  there's  no  need  to  reboot 
\'our  s\'stem  when  s\\apping 
cards.  You  even  get  the  ease  and 
comfort  of  our  extensn  e  customer 
support  sen.  ices  that  ensure  customer  satisfaction 
and  help  you  get  the  most  from  your  investment. 

So,  if  ioda\''s  %'irtual  office  is  lead  ing  \  ou  feeling 
a  little  detached,  call 


Fuiitsu  .^licroelectronics 
at  1-800-6H2-7616  and 
we'll  get  you  connected. 


FUJITSU 


^5  'iCT  : 


Government 


Cathy  Abbott  don't  go  together  in  the 
same  sentence,"  says  Benjamin  Schles- 
inger,  a  Bethesda  (Md.)-based  consultant 
and  ex-Energy  Dept.  olBcial.  "She  was  a 
brilliant  analyst  who  could  explain  a 
problem  and  get  her  point  across." 

Not  that  she  was  always  right:  She 
once  ai'gued  that  after  deregulation,  nat- 
ural gas  prices  would  soar  to  meet  oil 
prices.  Instead,  prices  for  both  collapsed 
in  a  mid-1980s  glut.  It  was  rock-bottom 
prices,  along  with  long-term,  high-price 
contracts  with  producers,  that  landed 
Columbia  in  Cha])ter  11  bankniptcy  in 
1991.  It  emerged  last  November. 

Now,  Abbott  will  guide  a  $400  million 
pipeline  expansion  to  get  Columbia 
caught  up  with  rival  pipelines  that  grew 
during  those  four  years.  She'll  also  lob- 
by Washington  for  more  reform  in  ai'eas 
where  regulation  lingers.  Among  her 
3,600  employees,  she'll  have  to  deal  with 
jitters  about  potential  downsizing  and 
relocation  of  the  head  office. 
HANGING  OUT.  Despite  such  responsibil- 
ities, Abbott  says  family  is  her  No.  1 
priority.  She  married  Emest  B.  Abbott 
22  yeai"s  ago,  and  they've  followed  inter- 
twined career  paths,  fb'st  at  Harvard, 
then  in  Washington,  and  iinally  to  the 
natural  gas  industiy.  A  condition  of  her 
joining  Enron  in  Houston  was  that  Er- 
nest, an  attorney,  find  a  good  job.  He 
now  directs  industiy  affairs  at  Tenneco 
Inc.'s  energy  division.  Emest  says  the 
two  keep  each  other's  business  private, 
adding:  "It's  important,  if  you're  the 
spouse  of  someone  in  a  competing  com- 
pany, that  you  don't  become  an  expert 
on  that  competing  company." 

Abbott  insists  she'll  provide  for  plen- 
ty of  "hanging-out  time"  with  her  two 
sons,  Chris,  13,  and  Tim,  10.  For  years, 
family  vacations  have  centerefl  around 
hiking — in  1995,  along  part  of  the  Appa- 
lachian trail.  In  a  January  fim  ran  with 
the  family,  Abbott  diplomatically  crossed 
the  finish  hne  just  behind  Tim.  But  in 
the  months  ahead,  Abbott  wiU  be  spend- 
ing weeknights  in  an  apartment  in 
Charleston,  W.  Va.,  where  Columbia  Gas 
Ti-ansmission  is  based.  Eventually,  its 
headquarters  and  Columbia's  corporate 
headquarters  in  Wilmington,  Del.,  may 
move,  taking  the  Abbotts  north.  "We 
will  all  be  in  one  place  after  the  sum- 
mer," she  says,  declining  to  say  where. 

A  Democi'at  who  moves  easily  among 
Republicans,  a  woman  in  a  once  macho 
industiy,  and  a  Marylander  who  warmed 
to  Houston,  Abbott  says  she  has  found 
flexibility  essential.  When  she  brought 
her  direct,  businesslike  style  to  Texas, 
she  jokes,  she  had  to  take  "Southern 
lessons"  fr-oni  a  friend.  Now  that  she's  a 
CEO,  Hard-as-Nails  Abbott  may  find 
those  lessons  in  diiilomacy  invaluable. 

By  Joseph  Weber  bi  Philadephia, 
with  Gary  McWilliams  in  Houston 


TAXES 


NEW  TOLLS  ON  THE 
INFO  HIGHWAY?  ^ 

States  see  big  revenues  in  cyberspace 

For  cybemauts  in  Spokane,  Wash.,  it 
was  a  rude  awakening.  On  Jan.  15, 
revenue-hungiy  town  officials  pro- 
posed a  6%  tax  on  gi'oss  receipts  of 
Internet  access  providers.  Spokane  City 
Councilman  Ckris  B.  Anderson,  a  foe  of 
burdensome  business  taxes,  blew  his 
stack.  "This  is  a  money  gi'ab  on  an  em- 
biyonic  industry  that's  only  now  becom- 
ing viable,"  he  says.  That  afternoon,  An- 
derson contacted  local  Net  service 
companies  to  mount  a  defense,  and  one 
finn  set  up  a  Web  site  for  users  to  blast 
the  plan.  The  mayor's  office  and  city 
council  were  flooded  with  E-mail  and 
phone  calls.  Grassroots  reaction  was  so 
strong  Spokane  decided  to  delay  the  new 
levy  pending  fuither  study. 

A  happy  ending?  No,  just  the  begin- 
ning. The  Spokane  eruption  is  likely  to 
repeat  itself  in  cities  and  states  across 
the  country  as  local  treasurers  increas- 
ingly eye  online  services  as  a  new 
soiu'ce  of  cash.  Business  on  the  Net  has 
mushroomed  from  nil  two  years  ago  to 
an  estimated  $200  million  today,  and 
state  and  local  tax  collectors  fi-om  Wash- 
ington to  Texas  to  Florida  are  trying 
to  devise  ways  to  make  sui-e  they  don't 
lose  tax  revenue  as  commerce  migi'ates 
from  the  real  to  the  virtual  world. 
NOT  SO  FAST.  "You  can't  ignore  the 
gi'owth  of  online  communications,"  says 
Duston  J.  Jensen,  tax  manager  of 
Spokane's  cross-state  rival,  Tacoma, 
which  recently  was  able  to  apply  an  ex- 
isting telecommunications  tax  to  its 
Intemet-access  providers.  "The  Net  is 
here." 

Not  so  fast,  says  the  nascent  online 
industiy,  which  has  gi-own  explosively 
over  the  past  two  years  amid  Uttle  reg- 
ulation. Company  officials  are  outraged 


at  what  they 
see  as  clumsy  at 
tempts  to  hobble  cy- 
berspace with  ill-suited  tax 
rules.  The  government  has  to  be 
careful  not  to  do  "something  that's  g 
to  Idll  this  business,"  says  Brace  J.  Fi4 
director  of  state  taxes  at  Microi 
Cory).  The  industiy  argues  that  ti| 
would  hurt  the  ability  of  startupi 
get  into  electronic  commerce.  Besid( 
says,  states  have  no  jurisdiction  to| 
most  out-of-state  commerce,  much 
business  in  cyberspace,  and  mand; 
onhne  companies  to  remit  sales  t| 
would  be  a  logistical  nightmare 

Still,  the  battle  is  already  on.  T| 
tax  officials  issued  an  advisoiy  to 
access  providers  last  fall  that  thejj 
subject  to  the  state's  1.4%  telecomni 
cations  tax.  And  a  major  test  is  loo;| 
in  Florida.  The  Florida  Revenue  I| 
had  planned  to  extend  an  existing 
gi'oss  receipts  tax  and  7%  sales  taj 
telecom  services  to  Net  access  an  E 
mafl  services  last  September.  Bul  li 
agency,  flooded  with  complaints,  de  1* 


THE  TAXMAN  COMES 
TO  CYBERSPACE 

State  and  local  govern- 
ments are  considering 
new  tolls  on  traffic  in  the 
online  world. 


MULTISTATE  TAX 
COMMISSION  This 
cross-state  tax  body  is 
discussing  model  rules  to 
extend  state  jurisdiction 
over  online  services. 


FLORIDA  The  s 

commission  has  'q 
extending  an  exij 
com  tax  to  cover> 
and  Internet-acci! 
vices.  Lawmakerw 
soon  take  up  thfs; 
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lold  off  until  July  1  to  allow  the  leg- 
ture  to  consider  the  proposal.  "This 
n  important  tax-policy  issue  that  ob- 
isly  will  be  affecting  a  gi-owing  num- 
of  businesses  as  more  and  more 
ipanies  depend  on  computer  telecom- 
nications,"   says   Revenue  Dept. 
keswoman  Donna  O'Neal, 
'he  online  industry,  meanwhile,  is 
ring  up  to  stop  Florida  and  Texas 
before  other  states 
'  ^  ^    jump  on  the  band- 
^         wagon.  "States 
watch  each  other," 


OUTRAGE 
1  McCoSl"  "This  is  a  money  grab 
!'  manager   at  on  an  embryonic 
li  'ral  Electric  Co.  industry,"  says  one 
I  ort  Myers,  Fla.  opponent  of  cybertaxes 

-I  one  state  ad- 

J  ies  an  issue,  other  states  will,  too." 
'l  federal  government  isn't  seeking  to 
i  nd  its  taxation  of  online  communica- 
,  but  it  already  imposes  a  3%  excise 
m  users  of  telecom  services,  includ- 
tnline  and  Net-access  services, 
iline  companies  complain  that  city 
state  efforts  to  shoehorn  them  into 
ing  taxes — wiitten  largely  for  man- 
;uring  businesses — unfairly  penal- 
them.  "A  tax  structure  made 
les  ago  doesn't  apply  to  the  way 
.0  business  today,"  fumes  Carol  L. 

govemment-affaii's  director  at  the 
•mation  Technology  Assn.,  a  com- 
!■  industry  gi'oup. 

ireover,  collecting  sales  tax  from 
mers  in  cybei-space  can  be  daimting. 


Most  real-world  merchants  occupy  a 
physical  location  where  sales  taxes  can 
be  collected.  But  online  mai-ketei-s  have  a 
harder  time  pmpointing  the  geogi'aphical 
locale  of  their  customers,  who  zap  or- 
ders through  cyberspace  instead  of  pay- 
ing for  them  in  a  store  on  Main  Street. 

In  1992,  the  U.S.  Supreme  Court 
ruled  that  states  can  tax  direct  mar- 
keters located  out  of  state — such  as 
Lands'  End  Inc.  or  L.  L.  Bean  Inc. — 
only  if  the  companies  have  a  physical 
presence  in  that  state,  at  least  in  the 
guise  of  a  representative's  office  or  ser- 
vice bureau.  Online  companies,  such 
^  as  America  Online  Inc.,  based  in 
Vienna,  Va.,  generally  don't  need 
such  offices  to  sell  services. 
LOCATING  CUSTOMERS.  Some  of 
these  problems  can  be  easily  fixed, 
say  state  tax  experts.  Careful  draft- 
i  ing  can  help  avoid  double  taxation, 
i'.  And  new  technology — such  as  soft- 
wai'e  announced  last  November  by 
Netscape  Communications  Corp. 
and  AVP  Systems — can  help  cyber- 
marketers  locate  the  geogi'aphical 
addresses  of  their  customers. 

Even  if  the  onhne  companies 
do  thwart  the  tax  collectors  in 
Washington,  Texas,  and  Florida 
with  legal  challenges  and  deft  lob- 
bying, they  still  must  contend 
with  the  Multistate  Tax  Commis- 
sion, an  advisory  gi'oup  of  tax 
experts.  The  Washington-based 
commission  is  drafting  model 
rules  for  state  lawmakers  to  use 
in  taxing  online  transactions.  It's 
also  soliciting  the  cooperation  of 
the  online  industiy  so  that  guide- 
lines fit  the  new  technology.  But 
says  Paull  Mines,  general  counsel  at  the 
MTC:  "It's  too  significant  a  part  of  the 
economy  to  suggest  there  should  be  a 
long-tenn  exemption  from  taxation." 

Whatever  model  the  commission  de- 
vises, both  sides  expect  it  will  be  tested 
before  the  Supi-eme  Comt.  The  industiy 
hopes  local  governments  will  recogiiize 
that  a  sympathetic  tax  pohcy  might  en- 
courage growth  of  their  economies. 
"Technology  jobs  will  go  to  the  states 
that  are  the  most  tax-friendly,"  says 
Bob  Smith,  executive  director  of  the 
Interactive  Services  Assn.,  an  online- 
services  trade  gi'oup.  But  as  the  online 
industry  takes  off,  it's  only  a  matter  of 
time  before  the  taxman  comes  calling. 
By  Catherijie  Yang  in  Washington 


*  AND 

l>  E,  WASH.  City 
?"  in  both  munici- 
!S  ive  proposed 
:t  iion  of  an  exist- 
Ie  m  tax  to  Inter- 
•c  ■>  services. 


MASSACHUSETTS  AND     TEXAS  Net  access 


COLORADO  Both  states 
are  studying  taxing  online 
communications  and  say 
they  don't  want  to  dis- 
courage tech  growth  in 
their  economies. 


providers  are  subject  to 
an  existing  telecom  tax 
and  online  service 
providers  to  an 
information-services  tax. 
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U.S.  Savings 

Bonds 
Are  Now  Tax 
Free  For 

College. 
Good  News 

Today. 
Better  News 
In  18  Years. 


If  the  cost  of  a  college  educa- 
tion seems  expensive  now,  imagine 
what  it  will  be  in  18  years.  That's 
why  Bonds  bought  for  your  child's 
education  can  be  completely  tax 
free  Start  buying  Bonds  today  at 
your  local  bank,  or  ask  about  the 
Payroll  Savings  Plan  at  work. 


The  Great  .\nienraii  Im  estnieni 

A  public  service  ol  ihis  publication 
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EDITED  BY  AMY  DUNKIN 


CYBERSMUT:  HOW  TO 
LOCK  OUT  THE  KIDS 


Last  fall,  Robert  Bois- 
vert  got  a  nasty  sur- 
l^nse  while  cleaning  out 
the  hai'd  disk  on  his  PC.  Sift- 
ing thi'ough  the  files,  he  came 
across  Playmates  of  the 
Month  for  July,  August,  and 
September.  "I  know  I  didn't 
download  them,"  says  the 
China  Lake  (Cahf.)  father  of 
five.  "One  photo  can  be  an 
accident,  but  three  months  of 
centerfolds  is  no  accident." 

Boisvert  determined  that 
one  of  his  teenage  sons  had 
fetched  the  images  from  Play- 
bo  i/&  World   

Wide  Web 
site.  But  in- 
stead of  tnisting  the  kids  not 
to  prowl  for  porn,  he  tiUTied 
to  CyberPatrol  from  Micro- 
Systems  Software,  one  of  a 
burgeoning  breed  of  software 
products  that  promise  to  help 
parents  shelter  theii-  cliildren 
while  they  ciaiise  the  wade- 
open  InteiTiet. 

GOOD  JUDGMENT.  Parents  can 
hardly  be  blamed  for  wanting 
to  protect  then-  children  from 
raunchy,  obscene,  or  even  vi- 
olent content  on  the  Internet 
and  commercial  online  ser- 
vices. While  posturing  politi- 
cians and  others  may  have 
overstated  the  actual  dan- 
gers, there's  no  question  that 
kids  can  wander  into  areas 
where  they  don't  belong.  The 
good  news  is  that  access- 
control  software,  while  far 
from  perfect  and  no  substi- 
tute for  teaching  good  judg- 
ment, can  at  least  reduce  the 
potential  for  children  getting 
into  trouble.  This  software  is 
primai-ily  an  Internet-only  ac- 
cess tool.  The  online  services 
have  some  filtering  capacities 
for  their  own  content,  but 
less  for  Internet  newsgroups 
accessed  through  them.  They 
can't  pohce  Web  sites. 

CyberPatrol  (Windows  and 


ONLINE 


Macintosh),  CYBERsitter  (Win- 
dows only),  and  SurfWatch 
(Windows  and  Mac)  are  all 
vaiiations  on  the  same  theme: 
Each  company  compiles  a  List 
of  objectionable  Web  sites 
and  newsgi'oups  and  blocks 
access  to  them.  A  subscrip- 
tion to  keep  the  list  up  to 
date,  downloaded  from  the 
Internet,    costs    $5.95  a 
month  for  SurfWatch.  $19.95 
for  six  months  for  Cyber- 
Patrol,  and   is   free  for 
CYBERsitter. 

The  contents  of  the  Inter- 
net change 
faster  than 
frequent  up- 
dates can  track,  so  the  pro- 
grams supplement  then-  bad- 
site  list  by  watching  for 
words  or  phrases  in  the 
names  of  sites  or  newsgi'oups. 
This  filteiing  function  can  of- 
ten pi'oduce  curious  results. 
All  programs  have  enough 
built-in  intelligence  to  avoid 
the  kind  of  absurdity  that  hit 
America  Online  last  year 
when  it  banned  the  word 
"breast"  and  cut  off  online 
discussions  of  breast  cancer. 

During  a  recent  test,  the 
progi'ams  gave  access  to  pic- 
tures of  a  cut-up  chicken  ti- 
tled "Big  Breasts."  Cybei'Pa- 
trol  peiTnitted,  but  SurfWatch 
blocked,  access  to  a  Web 
page  called  "Naine  the 
Breasts."  It  turned  out  to  be 
a  picture  of  a  scantily  clad 
Ted  Kennedy;  the  software 
doesn't  promise  good  taste. 
The  progi-ams  barred  entry 
to  Penthouse'?,  explicit  Web 
site,  but  not  to  a  college  stu- 
dent's page  featuring  nude 
photogi-aphs  of  herself. 

SurfWatch  allowed  a 
search  of  the  Web  for  sites 
discussing  sex  education  but 
blocked  any  attempts  to  visit 
them.  It  also  prevented  read- 
ing the  many  sex-themed 
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Making  the  Internet 
Safe  for  Children 


PRODUCT 

CYBERPATROL. 

MICROSYSTEMS 

SOFTWARE 

$50 

CYBERSIHER. 
SOLID  OAK 
SOFTWARE 

$40 

NETNANNY,  TROVE 
INVESTMENT 

$50 

SURFWATCH, 
SURFWATCH 
SOFTWARE 

$50 


SPECIAL  FEATURES 

Parents  can  program  hours  of  Internet  time, 
and  machine  will  automatically  cut  off 
access.  Download  demo  version  from 
Internet:  http://www.microsys.com/ 

Allows  most  customization,  offering  choice 
of  outright  blocking,  issuing  a  warning, 
or  maintaining  a  log  of  access  attempts. 
Download  demo:  http://www.solidoak.com/ 

Most  flexible:  Software  is  not  limited  to 
Internet,  works  with  all  services.  Download 
demo:  http://www.netnanny.com/netnanny/ 

Program  is  easiest  to  use  of  all  options  and 
worked  flawlessly  with  the  new  Windows  95 
operating  system.  Download  demo: 
http://www.surfwatch.com/ 

DATA:  COMPANY  REPORTS 


/sgroups  but  permitted 
kdoor  access  to  some  of 
n  through  archives  on  the 
).  All  three  programs  al- 
a  parent  in  possession  of 
assword  to  turn  off  the 
:rols  temporarily.  But 
i  of  them  lets  you  set  dif- 
nt  levels  of  control  for 
;rent  children. 

LIMITS.  The  programs 
?r  in  the  extent  of  cus- 
ization  they  allow,  cyber- 
;r  suppUes  a  basic  set  of 
rs  and  bad  sites  but  al- 
?  parents  to  customize 
ngs  to  be  stricter  or  loos- 
han  the  default.  It  also 
rs  parents  a  choice  be- 
jn  outright  blocking  of  ac- 
to  certain  classes  of 
;,  just  issuing  a  warning 
n  kids  tr>'  it,  or  quietly 
itaining  a  log  of  access 
mpts.  CyberPatrol  offers 
detailed  customization 
adds  a  useful  featui*e  of 
wn:  Parents  can  set  Um- 
by  time  of  day  or  total 
s,  on  when  their  kids  can 
;e  the  Net.  Once  the  set 
is  up,  then  CyberPatrol 
automatically  cut  off  ac- 
to  the  Internet. 
irfWatch  has  a  different 
)sophy.  You  can't  cus- 
ze  the  configuration  of 
current  version,  though 
pcoming  re\ision  will  add 
'  options.  But  Jay  Fried- 
marketing  \ice-president 
lurfVN^atch,  says  the  com- 
decided  to  trade  flexi- 
•  for  simplicity  of  setup 
robustness  of  operation, 
ed.  the  Wmdows  95  ver- 
of  SurfWatch  was  the 
I'   product  that  worked 
i;  essly   with    the  new 
I  osoft  operating  system. 

I other  software  products 
problems  with  installa- 
configuration  and,  in 
li  •  cases,  interfered  with 
I  net  access. 

I  etNanny  (for  Windows) 
Si  a  different  means  to  a 
I'  ir  end.  "We  don't  believe 
I  ing  a  censorship  compa- 
!  says  business  develop- 
I  manager  Graham  Heal, 
i  beheve  in  people  mak- 

I their  ow-n  decisions." 
er  than  a  list  of  pro- 
^d  sites,  NetNanny  uses 
.'tionary  of  words  and 


phrases.  Parents  download 
the  dictionary  then  decide 
which  words  they  want  to 
edit  out.  Unlike  the  other 
products,  NetNanny  can  mon- 
itor all  non-Internet  commer- 
cial online  services  such  as 
America  Online,  bulletin 
boards,  even  access  to  files 
stored  on  the  computei-'s  hard 
disk.  But  it  requires  much 
more  commitment  from  the 


grownups  to  set  up  the  fil- 
tering. The  NetNanny  pro- 
gram is  also  tricky  to  install, 
especially  on  Window?s  95. 

If  you  don't  already  have 
Internet  access,  a  couple  of 
all-in-one  products  for  Win- 
dow's can  get  you  started  and 
build  in  access  control  at  the 
same  time.  Internet  in  a  Box 
for  Kids  from  CompuServe 
(S50)  combines  Internet  con- 
necti\ity  softwai-e  and  a  spe- 
cial child-oriented  version  of 
the  Spry  Mosaic  browser 
with  SurAVatch.  Unfortu- 
nately, it's  quite  hard  to 
configure  unless  you  arrange 
Internet    service  through 


CompuSen^e's  sluggish  Inter- 
Sen'e  network.  For  Windows 
95  users,  the  $99  Interco 
from  TeacherSoft  (214  424- 
7882)  is  a  slick  package  that 
takes  advantage  of  Win95's 
built-in  networking  to  sup- 
port a  browser  designed  for 
children.  Interoo  seems  par- 
ticularly w'ell-suited  for  use 
in  schools. 

Except  for  NetNanny,  all 


of  these  programs  are  de- 
signed to  restrict  access  only 
to  the  Internet,  not  to  online 
services.  In  fact,  they  may 
not  control  access  if  you  surf 
the  net  via  America  Online, 
CompuServe,  or  Prodigy. 
■WHiether  or  not  the  programs 
will  work  depends  on  how 
you  coimect  with  your  online 
service;  customer  service 
should  be  able  to  give  you 
the  details. 

Commercial  online  senices 
provide  some  filtering  fea- 
tures to  give  parents  more 
control  over  how  their  chil- 
cb'en  use  the  services.  Amer- 
ica Online  allows  parents  to 


block  access  selectively  to 
chat  rooms,  including  confer- 
ence and  member-created 
rooms,  new^s  groups,  and  in- 
stant messages.  Only  the 
master  account  holder  can 
use  the  parental  controls  that 
can  be  set  individually  for 
each  of  the  up  to  five  screen 
names  on  an  account.  Prodig>' 
also  allows  individual  options 
for  each  family  member. 
CompuSei've  is  the  most  lim- 
ited: Users  can  block  access 
to  certain  areas,  but  then  all 
subscribers  on  the  same  ac- 
count are  restricted. 
STANDARDS.  If  all  of  these 
arrangements  sound  ad  hoc, 
that's  because  they  have 
mostly  sprung  up  in  recent 
months  in  response  to 
parental  concerns  and  pohti- 
cal  pressures.  The  World 
Wide  Web  Consortium,  the 
nearest  thing  the  Web  has  to 
a  governing  body,  is  taking 
a  more  systematic  approach. 
In  about  a  month,  it  will  is- 
sue the  first  standards  for 
what's  called  the  Platform  for 
Internet  Content  Selection 
(pics).  The  owners  of  Web 
sites  will  use  the  pics  stan- 
dards to  code  their  pages. 
And  organizations  such  as 
the  National  Council  of  Par- 
ent Teacher  Associations  will 
create  ratings  standards.  Ac- 


cess-control software  could 
then  use  the  combination  of 
coding  and  ratings  to  decide 
who  gets  to  see  what. 
SafeSurf,  a  commercial  oper- 
ation, is  also  preparing  its 
own  third-party  ratings  of 
Web  sites. 

Some  sense  of  order 
should  be  a  w'elcome  devel- 
opment. But  no  system  of 
ratings  or  mechanical  con- 
trols will,  by  itself,  keep  kids 
out  of  trouble.  In  the  end, 
you'll  face  the  challenge  of 
parenting  that  long  predates 
the  Internet:  Teach  yom-  chil- 
dren well.  Steve  Wildstrom 
and  Toddi  Gutmr 


Most  of  the  programs  tie  Junior's  hands  on 
the  Net-not  on  commercial  online  services 
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CREATE  A  BUSINESS  PLAN- 
TO  PASS  ON  THE  WEALTH 


Over  the  past  40 
years,  Edward  and 
Allan  Nierman  spent 
countless  hours  and 

dollars  turning  their  father's 
small  plumbing-supply  store 
into  a  company 
that  generates 
$30  million  a  year  in  sales. 
With  all  of  their  assets  firm- 
ly enmeshed  in  the  Canton 
(Mass.)  business,  the  broth- 
ers wanted  to  divvy  up  the 
inheritance  pie  equally 
among  their  six  children — 
only  one  of  whom  works  for 
the  company — and  also  pre- 
serve the  operation  for  fu- 
ture generations. 

It's  a  growing  problem. 
Demographics  indicate  that 
the  greatest  wealth  transfer 
ever  is  about  to  take  place 
in  the  U.S.  Like  the  Nier- 
mans,  many  post-World  War 
II  entrepreneurs  are  nearing 
retu'ement  and  contemplating 
how  to  pass  on  the  family 
business.  Too  often,  the  lack 
of  an  exit  strategy  leads  to 
the  fh-m's  demise — two  out  of 
thi-ee  family  businesses  never 
make  it  to  the  next  genera- 
tion. The  key  is  to  plan  early 
and  include  the  children  in 
the  process. 

ONE  BOSS?  Tlie  biggest  cause 
of  failure  is  estate  tax.  "Peo- 
ple are  so  committed  to  the 
search  for  equity  that  they 
overlook  the  impact  of  taxa- 
tion and  how  it  can  undo  a 
lifetime  of  work,"  says 
Howard  Blank,  president  of 
Blank  Financial  Group  in 
New  York.  That's  because 
when  the  owner  dies,  the 
heii's  are  hit  with  inheritance 
taxes  averaging  50%  to  60%. 
The  Internal  Revenue  Ser- 
vice allows  nine  months  for 
the  children  to  come  up  vdth 
the  cash.  If  unprepared,  they 
may  be  forced  to  sell  the 
family  business  to  cover  the 
tax  liability. 

Even  if  the  heavy  weight 


SMART  MONEY 


of  taxes  doesn't  cause  the 
business  to  crumble,  unfore- 
seen events  such  as  divorce, 
illness,  or  mismanagement 
might.  Dividing  the  business 
equally  when,  as  with  the 
Niermans,  only  one  of  the 
children  has  contributed  to 
the  company's 
success  can 
create  serious  conflict  if  the 
business  is  the  owner's  one 
source  of  equity,  says  Santa 
Monica  (Calif.)  attorney  Jef- 
frey Condon,  who  co-authored 
Beyond  the  Grave  (Harper- 
Collins, $14)  with  his  fa 
ther  and  law  partner, 
Gerald.  Making  one 
child  the  boss  pre- 
vents operational 
gridlock  but  may 
ultimately  strain 
family  relations. 

There  are 
ways  to  keep 
the  family  happy 
and  the  business 
running,  however. 
One  innovative  approach 
is  to  do  what  the 
NieiTnans  did:  Using 
a  detailed  buy-sell 
agi'eement,  they  re- 
capitalized the  com 
pany's  stock  into 
10%  voting  and 
90%  nonvoting 
shares,  explains  ^ 
Boston  attomey 
Allan  Landau, 
Each  brothel' 
received  half  of 
the  voting  and 
nonvoting  shares. 
When  Allan  NieiTnan  retired, 
he  gave  his  voting  stock  to 
Sheldon,  his  son  in  the  com- 
pany, and  his  nonvoting  stock 
to  his  other  two  chikb'en.  Be- 
cause he  was  still  working  at 
the  store,  Edward  kept  his 


voting  shares  and  made  gifts 
of  the  nonvoting  shares  to  his 
children. 

When  using  these  agree- 
ments, it's  essential  to  spell 
out  the  specifics  and  antici- 
pate future  points  of  con- 
tention. Gerald  Condon  advis- 
es adding  a  dispute  resolution 
clause  just  in  case.  Under  the 
teiTTis  of  the  Niennans'  agree- 
ment, five  years  after  the 
death  of  both  founders,  Shel- 
don can  Cdll,  or  buy  out,  his 
siblings'  and  cousins'  shares 
at  a  premium.  Likewise,  they 
have  the  right  to  "put  it"  to 
Sheldon  and  demand  their 
stock  be  bought  back  at  fair 
market  value — two  years  af- 
ter the  deaths  of  Allan  and 


Edward.  If 
Sheldon  does 
not  have  the 
cash  needed  to 
purchase  their 
shares,  he 
may  use  com- 
pany funds  to  do  so  on 
an  installment  basis,  making 
the  interest  tax-deductible. 

By  recapitalizing  and  giv- 
ing away  the  stock  long  be- 
fore their  deaths,  the  own- 
ers freeze  the  estate's  value. 
Therefore,  the  business  will 


Tax  tip:  Give  away  shares, 
freezing  the  estate's  value 


be  taxed  on  its  worth  at  t 
time  the  owners  make  t 
gift.  "If  you  don't  do  th 
50%  of  any  future  ga 
would  be  lost  to  estate  taxi 
So  while  the  founders  cc 
tinue  to  grow  the  busine 
they're  actually  growi 
more  tax,  not  more  equit 
Blank  says. 

Treating  the  shares 
gifts  reduces  the  estate's 
ue  further.  Under  curr( 
tax  law,  each  sharehoU 
may  give  up  to  $10,000  t; 
ft'ee  to  as  many  people  as 
or  she  wishes.  To  ensi 
that  the  gifted  shares  s 
in  the  family,  a  smart  m( 
is  to  do  what  Landau 
and  place  them  in  lifetime 
revocable  trusts. 

To  further  prot 
uch    an  intricf 
(leal,  consider  trM 
feiring  any  futS 
liability  to 
insiu'ance  c 
pany  by  tal 
out  corpoi 
life  insura 
on  the  foun 
When  the  c  i  .fas 
er  dies,  the  mo 
may  be  used  to  cc 
estate  taxes,  fund 
business,  or  pay  out  c 
hungi-y  heirs.  And  namiiBiaipj 
lifetime   irrevocable  tfcrjt 


S!  i!  < 

fi!lf 


'»61 


both  the  designated  ovJi{,]Ti 
and  beneficiary  of  the  pi 
will  help  the  heirs  a 
onerous  estate  taxes, 
premium  cost  is  split 
tween  the  company  an 
irrevocable  trust.  Buti 
membei"  The  earlier  you 
the  lower  the  cost.  At! 
60,  average  premiums 
run  about  2%  annually  o| 
principal  to  be  insureq 
age  75,  they  jump  to 
This  may  sound  pricey] 
when  the  owner  dies 
money  goes  into  the 
free  from  estate  tax.  A 
something  unexpected  a;* 
pens  that  mucks  up  o; 
plans,  you're  protected. 

Regardless  of  how  dilcm. 
it  might  be  to  discuss  lor- 
tality  or  money,  early  la  ' 
ning  can  help  aging  entipr<Jj 
neurs  avoid  selling 
business — or  selling  oiitl 
children.  Kerry  ( 


if 
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POL  DOLLS:  Johnson  and 
Goldwater  in  1964 


Z  ^"'y  M.  Goldwater  ^n:^ 


1  THE 

lESIDENTS' 

lEMORABlLIA 

Bob  Dole,  Steve 
i  bes,  and  the  rest 
i  ;he  GOP  Presiden- 

contenders  sharp- 

leir  elbows  along  the  pri- 
?  trail,  another  quadren- 
rite  is  about  to 
up.  The  ar- 
of  the  pri 
y  season 
gs  coUec- 
of  Presi- 
ial  buttons, 
!rs,  and  oth- 
)litical  para- 
lalia out  of  hi 
ition.  These  folks 
0  scoop  up  everything 
can  find,  dreaming  that 
''s  items  may  prove  to 
3  valuable  as  artifacts 
the  campaigns  of  Teddy 
evelt  or  John  Kennedy. 
f|  t  not  so  fast:  History- 
ed     hobbyists  w^arn 
es  not  to  get  blown 
by  the  political  winds 
3  moment.  Before  bet- 
the  ranch  on  Lamar 
mder  or  Phil  Gramm 
is,  you'd  do  well  to  con- 
the  meager  demand  for 
ill  l^ongas  tchotchkes. 
'»  leed,    winning  counts 
W  it  comes  to  the  most 
ill  ble  political  prizes,  al- 
ic|  h  there  ai-e  notable  ex- 

!ns.  Some  collectors  spe- 
'  in  items  from 
lential  'Tiopefuls,"  promi- 
3  3ols  who  failed  to  eai-n 
i€  3arty's  nomination,  such 
■  uey  Long  or  Nelson 


Rockefeller.  Other  histoiy  buffs 
concentrate  on  arcana  from 
thii'd-paity  candidates,  such  as 
eai-ly  20th  century  Socialist 
Eugene  Debs,  1948  Dixiecrat 
Strom  Thurmond,  and  Ross 
Perot.  Still  others  crave  ma- 
teiials  fi'om  a  politician's  eai'li- 
er  cai'eer.  Thus  Ronald  Rea- 
gan movie  posters  or  "Hany 
Tixmian  for  Judge"  items  re- 
main in  vogue. 

Sometimes  a 
well-known  candidate  can  nib 
off  on  an  also-ran.  In  the 
Presidential  election  of  1920, 
Oliio  Governor  James 
Cox,  a  Democrat, 
lost  to  Republi- 
can opponent 
Warren  Hard- 


FORGOTTEN 
FACES:  Parker 
and  Davis  ran 
in  190A 


ing,  who  won  in  a  landslide. 
Yet  extremely  scarce  buttons 
depicting  Cox  and  his  run- 
ning mate  can  be  worth  up 
to  $50,000.  How  come?  Cox 
happened  to  share  the  ticket 
with  Franklin  Roosevelt. 
Cox-FDR  jugates,  as  buttons 
picturing  two  candidates  are 
called,  ai'e  among  the  hobby's 
most  esteemed  treasures. 
Other  rare  ju 
gates  worth 
$1,000  or 
more  pair 
Haitling  with 
Calvin  Coo- 
lidge  (1920) 
and  John  j 
Davis  with  * 
Chai'les  Bi-van 
(1924). 

The  most  pro- 
vocative pieces 
tend  to  reflect 
the  history  of  a 


COLLECTIBLES 


particular  campaign.  There 
are  license  plates  with  Her- 
bert Hoover  or  Alfi-ed  Smith 
on  them  and  china  plates 
showing  Grover  Cleveland  or 
William  Taft.  In  his  attempt 
to  stymie  a  third  term  by 
FDR,  Wendell  Willkie  un- 
leashed a  variety  of  slogan 
buttons  including:  "No  Man 
is  Good  3  Times"  and  "We 
Don't  Want  Eleanor  Ei- 
ther." Some  Willkie  slogan 
buttons  can  be  had 
for  under  $10. 

"People  don't 
have  to  like  the 
candidate  to  collect 
the  candidate,"  says 
David  Frent,  an  Oakhurst 
(N.J.)  collector  and  auction- 
eer (908  922- 
0768).  "But  they 
have  to  like  the  process  and 
understand  the  liistory  of  the 
country."  Washington  (D.  C.) 
collector  Robert  Fratkin  cher- 
ishes a  1904  button  issued  by 
Democratic  can- 
didate Alton 
Parker  in  his  ' 
race  against 
Republican  Ted- 
dy Roosevelt.  A 
white  bride  and 
gi"oom  are  depict- 
ed under  Parker's 
picture;  below  Roo- 
sevelt's image  is  a 
white  biide  and  black 
groom.  Talk  about 
negative  campaigning. 
The  button  cairies  the 
slogan,  "The  choice  is  yours, 
it's  up  to  you."  Fratkin  fig- 
ures it's  worth  $6,000  to 
$10,000. 

Experts  suggest  looking 
for  "coattail" 
buttons  in 
which  a 
Presidential 
candidate  is 
teamed  with 
men  and 
w  omen  run- 
ning for  local 


offices.  Since  these  are  typi- 
cally produced  in  smaller 
quantities  than  the  stuff  fi'om 
national  campaign  headquar- 
ters, they're  often  worth 
more.  Along  the  same  lines, 
look  for  items  tagged  to  a 
single  date  or  event. 

Newcomers  should  con- 


MEET 
RICHARD 


NOT 

QUITE  THE 
TICKET:  Dick 
and  Pat  in  1960 


NIXON 


sider  joining  the 
American  Political 
Items  Collectors  organization 
(APic).  Membership  costs  $25 
a  year  and  includes  a  sub- 
scription to  The  Keynoter 
journal  and  a  monthly  news- 
paper. Political  Bandwagon. 
Write  to  apic  at  R  0.  Box 
340339,  San  Antonio,  Tex., 
78234.  For  a  fine  overview, 
read  Hake's  Guide 
to  Presidential 
Campaign  Col- 
lectibles (Wallace- 
Homestead  Book, 
$17.95).  The  au- 
thor, Ted  Hake 
(717  848-1333), 
runs  auctions 

BULLY:  Teddg 
Roosevelt  s 
mug  elided 
up  on  one 


WALKING 
CANES:  W.  J. 

Bryan  and 
William 
McKinley 


and  has  published  price 
guides  on  buttons. 

You'll  have  to  wait  to  see 
whether  the  trinkets  that 
you  accumulate  during  the 
1996  campaign  will  increase 
in  value.  And  if,  for  exam- 
ple. Bob  Dole  wins  the 
White  House,  demand  for 
items  from  his  try  for  the 
top  job  in  1980 — or  his  Vice- 
Presidential  run  way  back  in 
1976 — should  also  pick  up 
steam.  If  he  loses,  those  who 
are  heavy  on  Dole  doodads 
can  start  thinking  about  the 
battle  in  2000.  In  political 
collecting,  as  in  politics, 
there's  always  the  next  time 
around.  Edward  Baig 


BUSINFSSWFFK/FFRRUARY  1?  iqgRini 


NFORHflTlH 

„  FOB 

JfODERS 


•  TXT  1 


MUTUAL  FUNDS 


1.  Charles  Schwab  and  Co.,  Inc 
1-800-330-6756,  ext.  28C 

2.  Janus  Funds 
1-800-525-8983,  ext.  627 

3.  Strong  Funds 
1-800-368-3905 

4.  T.  Rowe  Price  Corporate  Income 
1-800-541-8467 

5.  Twentieth  Century  Mutual  Funds 
1-800-345-2021 


Please  Print 

Name 

Business 


J  HI  ISINI  ss  J  HOME 


Address 

City 

State 


Zip 

J  BUSINESS  J  MOM  I: 


r\i  i:nsi(>n 


Telephone 


Please  check  one  response  for  each  following  question. 

1  What  is  your  company's  type  of  business? 

I  _l  Agrieulture  2  J  Mining,  CunslructiDn  3  □  Manufacturing,  Processing  4  Li  Wholesale,  Retail  Trade 
5  □  Finance,  Insurance,  Real  Eistate  h  Li  Government   7  □  Transportation,  Public  Utilities 
S  □  Service  Industries  ')  □  Other  -  Please  Specify: 

2  What  is  your  title? 

A  □  Chairman  of  the  [?oard   B  □  President  C  □  Vice  President   D  □  Treasurer,  Secretary 

E  □  General  Manager  F  □  Division  Manager  G  □  Department  Manager  H  □  Other  Manager 

I  J  Student  J  J  Other  -  Please  Specify: 

3  How  many  employees  in  your  company  worldwide? 

1  □  Under  1(11)  2  J11)(I-W;  3  J  1  ,()()l)-24')9  4  J  2,5110  -  4,999  5  □  5,000  -9,999  6  □  10,000  or  more 


Requests  will  be  hon| 
till  April  15,1996 


Please  circle  advertil 
numbers 
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tODUCTION  AND  LEADING  INDEXES 

1 

PRODUCTION  INDICATORS 

lange  from  last  week;  -0.6''.-i 
lange  from  last  year:  3.9% 


Change  from  last  week:  0..i% 
Ctiange  from  last  year:  4.9% 


2/0 


PRODUCTION  INDEX 

—  Jan.  20=126.8 
1992=100 


LEADING  INDEX 

Jan.  20=262.0  - 
1967=100 


?30 


Jap.  May  Sept  Jan. 

995  1995  1995  1996 

dexes  are  4-week  moving  averages 

production  Index  fell  durmg  the  week  ended  Jan.  20,  Seasonally  adjusted 
lut  of  cars  and  trucks  dropped,  m  response  to  high  mventory  levels, 
■trie  power  output  fell  back  after  the  previous  week's  blizzard  pushed  up 
■gy  demand.  Before  calculation  of  the  four-week  moving  average,  the  index 
to  124.4,  from  125.7. 

leading  index  increased  in  the  latest  week,  but  the  unaveraged  index 
3ed  to  263.9,  from  264.2,  dragged  down  by  falling  materials  prices. 

•odui  lion  KKle-  ropvnghl  1996  bv  The  McGraw-Hitl  Companies      BW  leading  inde^  copynghl  1996  by  CI8CR 
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ING  INDICATORS 


ICK  PRICES  (1/26)  S&P  500 

UTEST 
WEEK 

616.96 

WEEK 
AGO 

606.94 

YEARLY 
%  CHG 

32.0 

IPORATE  BOND  YIELD.  Aaa  (1/26) 

6.81% 

6.80% 

-19.8 

USTRIAL  MATERIALS  PRICES  (1/26) 

110.2 

110.2 

-4.7 

IINESS  FAILURES  (1/19) 

NA 

NA 

NA 

L  ESTATE  LOANS  (1/17)  biihons 

$507.3 

$508.0 

9.5 

lEY  SUPPLY,  M2(i/15)  b  ii  ons 

$3,774.3  $3,757.2r 

5.0 

lAL  CLAIMS,  UNEMPLOYMENT  (i/i3)  thous  316 

394 

-6.8 

rces:  Center  for  International  Business  Cycle  Research  (CIBCR),  Standard  & 
s,  Moody's,  Journal  of  Commerce  (index:  1990=100),  Dun  &  Bradstreet  (failures 
rge  companies).  Federal  Reserve,  Labor  Dept   CIBCR  seasonally  ad|usts  data  on 
less  failures  and  real  estate  loans 

rEREST  RATES 

ERAL  FUNDS  (1/30) 

LATEST 
WEEK 

5.37% 

WEEK 
AGO 

5.44% 

YEAR 
AGO 

5.63% 

IMERCIAL  PAPER  (1/30)  3  month 

5.31 

5.35 

6.28 

TIFICATES  OF  DEPOSIT  (i/3i)  3  month 

5.24 

5.36 

6.22 

iD  MORTGAGE  (1/26)  30-year 

7.30 

7.30 

9.32 

USTABLE  MORTGAGE  (l/26)  one  year 

5.45 

5.59 

6.83 

HE  (1/31) 

8.25 

8.50 

8.57 

ces:   Federal  Reserve.  HSH  Associates,  Reuters  Holdings  PLC 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

STEEL  (1/27)  thous.  of  net  tons 

2,040 

2,035# 

2,1 

AUTOS  (1/27)  units 

106,552 

107,267r# 

-24.1 

TRUCKS  (1/27)  units 

1 13,710 

98,705r# 

-4.3 

ELECTRIC  POWER  (l/27j  millions  of  kilowatt-hrs 

64,901 

62.943# 

3.1 

CRUDE-OIL  REFINING  (1/27)  thous.  of  bbi./day 

13.697 

13,772# 

2.2 

COAL  (1/20)  thous.  of  net  tons 

19,615# 

17.149 

-7.9 

PAPERBOARD  (I/20)  thous.  of  tons 

NA# 

NA 

NA 

PAPER  (1/20)  thous.  of  tons 

NA# 

NA 

NA 

LUMBER  (1/20)  millions  of  ft. 

449. 7# 

458,4 

-6.2 

RAIL  FREIGHT  (I/20)  billions  of  ton-miles 

23. 6# 

22.2 

-1.7 

Sources:  American  Iron  &  Steel  Institute.   Ward's  Automotive  Reports.  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  American  Forest  &  Paper 
Association,  WWPA'.  SFPA',  Association  of  American  Railroads 

PRICES 

LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

GOLD  (1/31)  $/troy  oz. 

405,550 

402.500 

7.5 

STEEL  SCRAP  (1/30)  #1  heavy,  $/ton 

144,50 

144.50 

-17 

COPPER  (1/27)  t/lb. 

121,3 

118.5 

-16.9 

ALUMINUM  (1/27)  ;/ib 

73,0 

75.5 

-29.8 

COTTON  (1/27)  strict  low  middling  1-1/16  in.,  ?/lb.  83.24 

80.28 

-6.8 

OIL  (1/30)  $/bbl. 

17,61 

18.74 

-4,6 

Sources:  London  Wednesday  final  setting,  Chicago  market.  Metals 
market,  NYMEX 

Week.  Memphis 

FOREIGN  EXCHANGE 

LATEST 
WEEK 

WEEK 
AGO 

YEAR 
AGO 

JAPANESE  YEN  (I/31) 

106,96 

106,81 

99,57 

GERMAN  MARK  (i/3i) 

1,49 

1,48 

1,52 

BRITISH  POUND  (i/3i) 

1,51 

1,51 

1,57 

FRENCH  FRANC  (I/31) 

5,11 

5  08 

5,27 

ITALIAN  LIRA  (I/31) 

1597,0 

1591  5  1607,5 

CANADIAN  DOLLAR  (I/31) 

1,38 

1,37 

1,41 

MEXICAN  PESO  (I/31) 

7,375 

7,450 

5.450 

Sources:  Ma|or  New  York  banks  Currencies  expressed  in  units  per  U  S  dollar, 
except  for  British   pound  in  dollars 


'  data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
j  ment,   UWestern  Wood  Products  Assn.       2^Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM^Not  meaningful 


THE  WEEK  AHEAD 


J  CLE  SALES 

'  lay.  Feb.  5  ►  Sales  of  cars  and  light 
,  5  likely  fell  sharply  in  January,  to  an 
.  al  rate  of  about  14.5  million,  after 
;  ing  in  December  to  a  16  million  pace 
imestic  and  imported  vehicles.  Truck 
i!  were  especially  strong,  but  auto  mak- 
ii  3d  to  offer  discounts  averaging  a  hefty 
j  DO  to  close  deals.  So  in  January  some 
'  ick  was  expected  even  before  the  bliz- 
I  and  flooding  prompted  many  con- 
•  rs  to  delay  car  purchases. 

I  RNATIONAL  TRADE 

'  'esday,  Feb.  7,  8:30  a.m.EST>  The 
trade  deficit  for  goods  and  services 
biy  widened  to  $8.5  billion  in  Novem- 


ber, according  to  the  median  forecast  of 
MMS  International,  one  of  The  McGraw-Hill 
Companies.  The  deficit  narrowed  to  $8  bil- 
lion in  October,  but  even  the  wider  gap  in 
November  would  indicate  that  foreign  trade 
added  to  economic  growth  in  the  fourth 
quarter  compared  with  the  third.  Exports 
and  imports,  which  fell  by  about  1%  each 
in  October,  likely  increased  in  November. 
Higher  oil  prices,  though,  meant  that 
imports  rose  at  a  slightly  faster  pace. 

INSTALLMENT  CREDIT 

Wednesday.  Feb.  7,  3  p.m. est  ^  Consumer 
debt  probably  rose  at  an  annual  rate  of 
11%  in  December,  faster  than  the  10.4% 
gain  in  November.  Higher  car  sales  likely 


lifted  auto  financing.  The  Federal  Reserve 
has  discontinued  reporting  the  change  in 
installment  credit  on  a  dollar  basis. 

UNEMPLOYMENT  CLAIMS 

Thursday,  Feb.  8,  8:30  a.m. est  ^  New  fil- 
ings for  state  unemployment  benefits  will 
probably  drop  to  about  350,000  for  the 
week  ended  Feb.  3.  In  the  week  of  Jan.  20, 
claims  soared  to  413,000,  but  that  was  a 
bounce  back  after  the  blizzard  along  the 
East  Coast  closed  many  state  offices  and 
prevented  out-of-work  residents  from  filing 
claims.  Still,  on  a  four-week  moving  aver- 
age, claims  have  been  running  about 
370,000  for  the  past  three  months — a  high 
level  this  far  into  an  expansion. 
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This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
on  America  Online. 
It's  your  opportunity  to  ask 
questions  about  features 
from  the  magazine. 


1 


Sunday  <- 

When  small  business  goes  in 
search  of  capital,  it  can  be 
risky  business.  Read  the 
Special  Report  in  this  issue 
on  the  increasing  number  of 
scams,  then  talk  about  how 
to  avoid  the  scamsters  with 
author  Michael  Schroeder  of 
BW  and  watchdog  G.  Philip 
Rutledge  of  Pennsylvania. 
Feb.  4 

9  p.m.  EST  in  the  Globe 

Downloads 

Missed  our  recent  conference 
on  the  future  of  troubled 
Apple?  There  were  insightful 
comments  from  seasoned 
Apple  watcher  Tim  Baiarin. 
Or  how  about  the  one  on  the 
best  mutual  funds  for  your 
investment  goals,  with  BW's 
Jeff  Laderman  and  Amy 
Arnott  of  Morningstar?  You 
can  download  transcripts  of 
all  BW  Online  events  in  our 
area  of  AOL— now  including 
our  new  twice-weekly  chats 
about  B-schools. 


For  a  free  trial  diskette 
including  10  free  hours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week. 


A  M  f   Ryl^C  A 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


I  IMC  Global  36 

Indianapolis  Colts  24 
1  Industiv.Net  38 
I  InfoSeek  88 

Inquiry.com  88 

Interscope  Records  36 

in  (ITT)  34 


Advanced  Micro  Devices  (AMD)  22 
Albright  &  Wilson  aEN)  34 
American  Express  (AXP)  12,73 
American  Hospital  54 
American  Researcti  Group  32 
Amencan  Stiipyard  54 
America  Online  (AMER)  88, 98, 98 
Ameril  54 

AMG  Data  Sel^/lces  36,75 
Amgen  (AMGN)  73 
Amoco  (AN)  94 
AMR  (AMR)  30 
Anheuser-Buscti  (BUD)  36 
Apple  Computer  (AAPL)  27,36, 
41,35 

Applied  Materials  (AMAT)  92 

Arbitron  32 

Architext  88 

AST  Research  (AST)  35 

AT&T(T)  27.34,34,88 

AVP  Systems  96 

Avtovaz  51 


Corporacion  Bema  Gold  12 
Cray  Research  (CYR)  92 
CS  First  Boston  62, 68 


Dallas  Semiconductor  (DS)  92 
Dataquest  92 

Dean  Witter  High-Yield  Securities 

Fund(DWHYX)  75 
Dean  Witter  Reynolds  (DWD)  54 
Dell  Computer  (DELL)  35 
Deutsche  Bank  48 
Digital  Equipment  (DEC)  38,41, 

88 

DMV  54 

Dreamworks  (SKG)  36 
Dun  &  Bradstreet  (DNB)  32, 34, 
38 

DuPont(DD)  30 


Jelmoli  6 
JilmOil  68 

Jeffrey's  Cotfee  &  Tea  54 
Josephthal  Lyon  &  Ross  36 

K 


Phoenix  Investment  Counsel 
Pidsma  &  Materials  TechnoloJ 
(PMAT)  92 

Point  Communications 
Prodigy  Services  98 
Promodes  6 
PI  Makindo  62 
PTTelkom  62 


Quarterdeck  88 
R 


B 


Banca  Serfin  49 
B&L  30 

Bank  Credit  Analyst  Research  26 
Bank  of  America  (BAG)  54 
Baring  Asset  Management  48 
Baxter  International  (BAX)  73 
BeaKMR)  12 
Bean(L  L)  96 
Bell  Atlantic  (BEL)  48.49 
Bestsellers  Group  54 
Blank  Financial  Group  100 
Blue  Squirrel  88 
BMW  51 

Boeing  (BA)  12,30 
Broadvision  88 


Cambndge  Strategic 

Management  48 
Canon (CANNY)  92 
Capel  (James)  70 
Capital  Guardian  62 
Can-efour  6 
Case (CSE)  34, 44 
Center  for  Financial  Research  & 

Analysis  73 

Charles  (J  W)  Securities  54 

Chase  Mantiattan  Bank  (CMB)  38 

Chevron  (CHV)  34 

Chicago  Bears  24 

Chicago  Cubs  24 

China  International  Capital  68 

Chiron  (CHIR)  73 

City-Net  88 

Clans  (AAPL)  35 

Cleveland  Browns  24 

CNN  41 

Co-Counsel  Enterprises  (LEGE)  54 
Columbia  Gas  System  94 
Companhia  Vale  do  Rio  Doce  62 
Compaq  Computer  (CPQ)  30, 35, 
48 

CompuServe  98 
Comsat  (CO)  22 
ConAgra  (CAG)  8 
Conference  Board  27 
Continental  Medical  Systems  73 
Coors  (Adolph)  (ACCOB)  36 
Corel  (COSFR  41 


Eaton (ETN)  30 

Egghead  Software  (EGGS)  38 

EIAI  51 

Electronic  Data  Systems  (GME)  73 

Ell  Lilly  (LLY)  41,73 

Enron  (ENE)  94, 94 

Evans  Environmental  (LCDS)  54 


Federated  High-Yield  Fund 
(FHm)  75 

Fidelity  Investments  62 
First  Bank  (FBS)  6 
First  Interstate  (I)  6 
FocaLink  88 
Foot  Locker (Z)  6 
Ford(n  36 
Forrester  Research  88 
Fox  Broadcasting  (NWS)  32 
France  Telecom  48 
Franklin  High  Yield  Tax-Free 
Income  Fund  I  (FRHIX)  75 
Frontier  Technologies  88 


Kingston  Technology  22 
KPMG  Peat  Manwick  26 


Lands'  End  96 

Lehman  Brothers  (LEH)  77 

LGSemicon  92 

Liberty  High-Income  Bond  Fund  A 
(FHIIX)  75 
Loewen  Group  41 
Lotus  Development  38 
Lycos  88 
M 


Reader's  Digest  41 
RJR  Nabisco  (RN)  8 
Royal  Jordanian  Airline  51 


Galeries  Lafayette  6 
Gap  (GPS)  6 
Gateway  2000  (GATE)  22 
GE  Capital  Aircraft  Leasing 
(GE)  30 

General  Electric  (GE)  73, 96 
General  Motors  (GM)  30,  36, 73 
Goldman  Sachs  62 
Greenery  Rehabilitation  73 
GrupoAlfa  62 
Grupo  Industrial  Maseca  49 
Grupo  lusacell  49 

H 


Major  League  Baseball  24 
Malaysia  Fund  62 
Marks  &  Spence,-  6 
Mattel  (MAT)  6, 41 
MCA  36 

McGraw-Hill  (MHP)  103 
MCI  (MClC)  41 
McKinleyGraup  88 
Mercedes-Benz  (DAI)  51 
Mernll  Lynch  (MER)  62, 68 
Meyer  (Laurence)  30 
MFS  High-Income  Fund  A 
{mm  75 
Micro  Firmware  22 
MicroHelp  22 

Microsoft  (MSFT)  35,41.96,98 
Microsystems  Software  98 
Miller  Brewing  (MO)  36 
MMS  International  (MHP)  103 
Mobil  Oil  (MOB)  34, 34 
Molex(MOL)()  30 
Morgan  (J.P)  (JPM)  62 
Morgan  Stanley  (MS)  41,62,68, 
70,106 

Morningstar  75 
Motorola  (MOT)  36 
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Haggar  30 

Handy  HRM  8 

Hanson (HAN)  34, 34 

Hasbro  (HAS)  6,41 

Hibbard  Brown  54 

HNG  Storage  94 

Honda  88 

Honeywell  (HON)  38 

Horizon/CMS  Healthcare  (HHC)  73 

Hughes  Electronics  (GMH)  73 
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NACC  Acquisition  54 
National  Equities  54 
NatWest  Securities  (NW)  36 
NBC  (GE)  8, 32, 41 
NEC  92 
Net  Gravity  88 
Netscape  Communications 
(NSCP)  88, 96 
Newport  News  (TEN)  34 
News  Corp.  (NWS)  41 
Nexor  88 
NFL  24 

Nielsen  Media  Research  32 
Noah's  Art  54 
Novell  (NOVL)  41 
Nucor(NUE)  30 


Ibbotson  Associates  36 
l/B/E/S  36 

IBM  (IBM)  22,38.41.48.62 
Ikea  6 


Olivetti  48 

Omnitel  Pronto  Italia  48 
Onyx  Financial  54 


St.  Paul  Venture  Capital  92  | 
Samsung  92 
Saturn  88 

Seagram  (VO)  36, 62 
Sears (S)  54 

Select  Capital  Advisors  54 
Smith  Barney  36, 62 
Societe  Generale  de  Belgiqu^ 
Softbank  88 
Solid  Oak  Software  98 
Somatogen  (SMTG)  73 
Sony(SNE)  36 
Southwest  Airlines  ((LUV)  4^ 
Standard  &  Poor's  34 
Starfisli  Software  22 
Statistical  Research  32 
Sun  Microsystems  (SUNW) 
91 

SurfWatch  Software  98 
Symantec  (SYMC)  22 

T  

TeacherSott  98 
1  Telecom  Italia  48 
Templeton  Emerging  MarketJ 
Funds  62 
Tennant  (TANT)  30 
Tenneco  gEN)  34, 34, 94 
Texas  Instruments  OXN)  9^ 
THISoftware  90G 
Thomas  Publishing  38 
Time  Warner  nW)  6 
Tivoli  Systems  (TIVS)  41 
Toshiba  92 
Towers  Pemn  42 
Toys  'R'  Us  (TOY)  6 
Transwestern  Pipeline  94 
Trove  Investment  98 
Turner  Broadcasting  (TBS./ 
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Urinette  54 
U.S  Enrichment  12 
UStrading  International  12 


Viacom  (VIAB)  36 
Vitro  49 

VLSI  Research  30, 92 

Volvo  51 
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PaineWebber  (PWJ)  34, 35, 36 
Pan  American  41 
Peterman(J)  8 
Pew  Research  Center  32 


Wal-Mart  Stores  (WMT)  6, 
Wegard  (LC)  (WEGD)  54  ] 
Wells  Fargo  (WFC)  6 
Westinghouse  (WX)  38 
Wolf  (EN.)  54 
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Yahoo!  88 
Z 


Zacks  Investment  Researc| 
Ziff-Davis  88 
Zurich  Kemper  lnvestment| 
Zycad  (ZCAD)  54 
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fivestment  Figures  of  the  Week 


MENTARY 

3t  week  for  Wall  Street.  First, 
-than-expected  earnings  re- 
whetted  investors'  appetites 
icks,  Ttien,  the  Federal  Re- 
cut  short-term  interest  rates 
uarler  of  a  point,  which  is 
h  for  stocks  as  well.  The  Dow, 
;  with  a  5400  mark,  was  up 
for  the  week.  Small  and  mid- 
ocks  also  jumped,  but  could 
ep  up  with  the  blue-chips, 
enough,  in  the  face  of  a 
g  economy,  gold  remained 
,  with  the  spot  price  finish- 
2  week  at  $406  an  ounce. 


THE  DOLLAR 

Jan.  July 


Jan.  24-31 


1  -week  change 

4  0.3% 


KET  ANALYSIS 


% 

change 

TOCKS 

Latest 

Week 

52-week 

)NES  INDUSTRIALS 

5395.3 

2.9 

40.2 

:E  companies  (S&P  MldCap  Index) 

220.8 

1.8 

28.6 

COMPANIES  (Russell  2000) 

315.4 

1.6 

27.4 

MPANIES  (Russell  3000) 

361.6 

2.4 

34.4 

%  change  (local  currency) 

GN  STOCKS 

Latest 

Week 

52-week 

N  (FINANCIAL  TIMES  100) 

3759.3 

0.0 

24.6 

(NIKKEI  INDEX) 

20,812.7 

2.5 

11.1 

TO  (TSE  COMPOSITE) 

4968.4 

6.1 

23.6 

FUNDAMENTALS 

Latest 

Week  ago 

Year  ago 

90-DAY  TREASURY  BILL  YIELD 

5.04% 

5.12% 

6.05% 

30-YEAR  TREASURY  BOND  YIELD 

6.02% 

6.03% 

7.74% 

S&P  500  DIVIDEND  YIELD 

2.14% 

2.22% 

2.75% 

S&P  500  PRICE/EARNINGS  RATIO 

18.1 

17.3 

16.1 

TECHNICAL  INDICATORS 

Latest 

Week  ago 

Reading 

S&P  500  200-day  moving  average 

571.0 

568.0 

Positive 

Stocks  above  200-day  moving  average 

69.0% 

66.0  %r 

Neutral 

Speculative  sentiment:  Put/call  ratio 

0.60 

0.56  r 

Neutral 

Insider  sentiment:  VIckers  sell/buy  ratio 

1.57 

1.50 

Positive 

USTRY  GROUPS 


%  change 


BLOOMBERG  FINANCIAL  MARKETS 


%  change 


lONTH  LEADERS 

1-month 

12-month 

Strongest  stock  in  group 

1-month 

12-month 

Price 

ENSE  ELECTRONICS 

25.4 

146.8 

LORAL 

31.8 

144.6 

46% 

D  MINING 

17.4 

45.4 

SANTA  FE  PACIFIC  GOLD 

27.8 

47.6 

15^2 

5 

16.1 

55.8 

HASBRO 

41.9 

48.5 

44 

ELS  AND  MOTELS 

9.5 

25.0 

HILTON  HOTELS 

23.0 

15.5 

75% 

TAURANTS 

8.7 

45.5 

MCDONALD'S 

11.4 

53.4 

50  V4 

ONTH  LAGGARDS 

%  change 
l-month  12-month 

Weakest  stock  in  group 

% 

1-month 

change 

12-month 

Price 

DKING 

-11.2 

-15.6 

CONSOLIDATED  FREIGHTWAYS 

-14.6 

4.6 

22% 

NINE  TOOLS 

-8.9 

-0.9 

CINCINNATI  MILACRON 

-9.5 

2.2 

233/4 

NGS  AND  LOANS 

-8.7 

37.0 

H.F.  AHMANSON 

-12.3 

38.8 

23 '/4 

C[  EQUIPMENT  AND  SUPPLIES 

-8.4 

24.2 

ALCO  STANDARD 

-14.8 

20.3 

38% 

ERAL  MERCHANDISE  CHAINS 

-7.2 

-1.0 

KMART 

-15.8 

-56.4 

6 

UAL  FUNDS 


ii  RS 

b  !ek  total  return 


I  ED  SERVICES  GOLD  SHARES  23  2 

I  GAN  STANLEY  INSTITUTIONAL  GOLD  22.7 

I  ICHARD  PRECIOUS  METALS  22.2 

'i  k  total  return  %_ 

/  R  CAPITAL  APPRECIATION  83.3 

f  iS  83.2 

F  LITY  SELECT  ELECTRONICS  77.3 


LAGGARDS 
Four-week  total  return 


EV  MARATHON  GREATER  INDIA 
AMERICAN  HERITAGE 
STEADMAN  AMERICAN  INDUSTRY 


% 


GOVETT  SMALLER  COMPANIES  A  -9.9 

RESERVE  MID-CAP  GROW/TH  -9.3 

KEYSTONE  AMERICA  HARTVI/ELL  EMERG.  GR.  B  8.0 

52-week  total  return  % 


-31.8 
-24.7 
-20.4 


S&P  500 


4-week  total  return 


HI  Average  fund 

52-week  total  return 


.TIVE  PORTFOLIOS 


'I  imounts  represent  the 

«■  value  of  $10,000 

«  J  one  year  ago 

e  portfolio 

''  tages  indicate 

e  /  total  returns 


U.S.  stocks 
$13,649 

-^2.83% 


Ti'easury  bonds 
$13,100 

-hO.66% 


Foreign  stocks 
$12,013 

-fO.43% 


nil 


Money  market  fund 
$10,564 

-^0.12% 


ORI/McGRAW-HILl 


Gold 

$10,489 

-1-0.72% 


this  page  are  as  of  market  close  Wednesday,  Jan.  31,  1996,  unless  otherwise  in- 
ndustry  groups  include  S&P  500  companies  only;  performance  and  share  prices  are 


as  of  market  close  Jan.  30,  Mutual  fund  returns  are  as  of  Jan.  26.  Relative  portfolios  are  val- 
ued as  of  Jan.  30.  A  more  detailed  explanation  of  this  page  is  available  on  request.  r=revised 
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Editorials 


CAPITAL  SPENDING: 
DON  T  SKIMP  NOW 

Growth  is  fast  becoming  the  mantra  of  Corporate  Ameri- 
ca in  the  '90s,  replacing  the  old  standby  of  cost-cutting. 
Management  consultants  are  burnishing  their  growth-strate- 
gy spiels,  and  smart  CEOs  are  talking  about  growth  as  if  it 
were  the  new  frontier.  With  middle  managers  cut,  bureau- 
cratic layers  flattened,  and  competencies  shnmk  to  the  core, 
the  best  "benchmark"  companies  are  moving  beyond  down- 
sizing to  growing  as  the  key  to  genei-ating  pi'ofits. 

That's  why  the  recent  slowing  in  capital  spending  is  so  dis- 
quieting. For  most  of  the  current  expansion,  companies  have 
been  boosting  investments  at  double-digit  rates,  aiming  to  im- 
prove efficiency  and  add  capacity.  The  annual  grovv^h  in  man- 
ufacturing capacity,  for  example,  has  been  nmning  at  4% — 
twice  what  it  was  in  1992.  This  is  one  reason  inflation  hasn't 
been  a  problem,  despite  hand-wi'inging  by  the  Federal  Re- 
serve, which  has  been  overly  restrictive. 

The  challenge  now  for  CEOs  is  to  keep  investing  for  the 
long  haul  in  the  face  of  an  economy  that  is  weakening,  thanks 
in  part  to  budget  bickering  in  Washington.  Some  ai'e  ah'eady 
cutting  back  investments,  falling  back  into  old  patterns  of  ty- 
ing capital  spending  to  the  business  cycle.  Others,  with  per- 
haps more  foresight,  are  continuing  to  pour  money  into  pi'od- 
uct  innovation,  improved  efficiency,  and  new  capacity,  despite 
the  current  dip  in  growth  from  2%-3%  to  l%-2%.  The  long 
term  is  full  of  promise.  The  danger,  of  course,  is  that  if  too 
many  fearful  CEOs  cut  capital  spending  way  back,  an  invest- 
ment slump  could  throw  the  country  into  recession.  This 
would  be  a  tragedy. 

ASIA:  CLOSED  MARKETS 
HURT  GROWTH 

Morgan  Stanley  &  Co.'s  gi'owing  success  abroad  attests  to 
the  effectiveness  of  open  financial  markets  in  generating 
growth.  Wliile  the  efficacy  of  open  markets  may  appear  ob- 
vious to  Americans  and  Europeans,  it  is  less  so  in  Asia, 
where  Japan  has  been  championing  a  more  closed  model.  It  is 
now  clear  that  this  model  is  the  major  reason  behind  Japan's 
current  banking  crisis.  The  rest  of  Asia  should  take  note. 

Japanese  officials  from  the  Ministry  of  Finance  and  the 
Ministry  of  International  Trade  &  Industry  have  been  ti'ain- 
ing  Malaysians,  Indonesians,  Chinese,  and  others  in  Japan's 
own  brand  of  banking.  They  ai'gue  that  open  financial  mai'kets 
led  to  the  meltdown  in  Mexico,  where,  they  say,  hot  money 
fi'om  abroad  led  to  catastrophe.  (Actually,  the  Mexican  crisis 
was  caused  by  secret  government  printing  of  pesos  by  the 
party  in  power  before  a  key  election.)  Japanese  officials  say 
government-controlled  banks  are  a  better  way  to  increase 
gi'owth. 
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It  turns  out  that  the  Japanese  financial  model  is  als 
surefire  way  to  encourage  corruption — and  lower  grov 
The  cuirent  banking  crisis  is  a  made-in-Japan  phenome 
caused  by  inept  government  officials  in  the  MOF  and  ex-i 
bureaucrats  at  private  banks  working  vdth  gangsters 
played  the  real  estate  game  in  the  go-go  '80s.  The  res 
Five  years  of  stagnant  economic  gi'owth  for  Japan. 

Much  the  same  thing  has  happened  in  South  Korea,  wl 
massive  corniption  involving  the  biggest  cor-poi'ations  paj 
bribes  to  top  government  officials  has  roiled  the  coun 
Tight  government  control  over  bank  financing,  as  well  as 
crative  contracts,  led  to  a  system  of  under-the-table  j 
back  by  virtually  all  Korean  companies. 

Both  cases  show  that  a  closed  financial  system  basec 
government-influenced  banks  can  have  teirible  consequer 
Open  markets  mean  open  infonnation;  closed  markets  nr 
connections  and  bribery  as  a  way  of  economic  life.  Japa 
paying  a  high  price  for  its  financial  model.  The  rest  of  j 
doesn't  have  to  follow.  The  open  model  offei'ed  by  Amer 
financial  institutions  is  far  superior. 

DO  THE 
DEALNOW 

It's  so  depressing.  After  a  year-long  runup  in  expectat: 
the  budget  isn't  balanced,  welfare  isn't  reformed,  ent 
ment  spending  isn't  curbed.  For  all  the  Sturm  und  Drar 
the  Republican  Revolution,  there  is  nothing  to  show  for  i 
is  natural  for  politicians  to  want  to  walk  away  from 
whole  process  and  wait  until  after  the  November  electioi 
stait  all  over  again.  We  hope  they  don't.  There  is  still  timi 
a  deal — and  we  don't  mean  a  measly  "downpayment"  th 
just  political  cover,  but  a  real  budget  deal. 

Truth  is,  the  two  sides  are  amazingly  close  in  actual  i 
bers.  Yes,  the  Administration  proposal  saves  most  oi 
real  spending  cuts  for  the  last  two  years  of  the  seven- 
plan.  But  the  Republican  program  "backloads"  most 
also.  The  differences  over  taxes  and  Medicare  are  s  l\ 
enough  to  split. 

The  real  problem  is  posturing  on  principle.  President 
ton  is  winning  political  points  by  pretending  to  save  Medi 
but  the  only  way  to  really  do  that  is  to  curb  the  grow 
spending  on  this  entitlement,  as  the  gop  plan  proposes. 
Republicans  want  to  save  the  family  with  a  huge  tax  c 
for  children,  but  the  real  way  to  raise  stagnant  wag 
through  fast  economic  growth.  A  balanced  budget  tha 
duces  interest  rates  does  that  much  better  than  a  p 
designed  tax  cut  that  doesn't  reward  labor  or  investme 
A  bipartisan  gi'oup  of  Blue  Dog  conservative  DemocK 
the  House,  centrists  in  the  Senate,  and  House  RepubMcar 
trying  to  cobble  together  one  final  last-ditch  plan  for  ;0S 
anced  budget.  Going  home  to  nm  on  a  platfoim  of  fij 
pointing  and  accomplishing  absolutely  nothing  in  Washin 
can't  be  the  best  way  to  win  in  November  for  either  j 
Do  the  deal  now. 


ONLY  YOUR  MOTHER  IS  MORE 

OBSESSED"  -SAFETY. 


Ml  l-nqin,;,:  k.ir,nll  rr/./>i/,.,  Slochn^^um.  ihk  lo.ur 

Where  noulJ  we  be  without  our  mothers?   Ihey  take  care  of  us  and  protect  us.   So,   we're  proud 


to  say,  when  it  comes  to  sa  feg  u  a  rd  i  ni]  drivers,  at  FORD  MOTOR  C  OM  PAN  Y  our  maternal  instinct 
becomes  very  apparent.  You  can  Jeel  it  m  our  TR.iCTION  CONTROL  system,  .ind  in  our 
ANTI-LOCK  BRAKES.  It's  why  DUAI-AIR  RAGS*  are  standard  in  all  our  cars.  ,lnJ  u/71 
ROADSIDE  ASSISTANCE  is  available  24  hours  a  day.  lleVc'  also  developincj  a  \ision 
Enhancement    System  to    help    drivers    when    "mother"   nature    utfs    up.    .\ II    this    miijht  be 

considered  obsessive.  Rut  at  Lord  .\lotor  L  ompany,  we  believe  such  commitments  to  safety 
and    security    will    enhance    the    ijualit]     of    all    our    Ines.    Resides,     it's    for    your    own  cjood. 


F  o  R  n     ♦     Ford  Trucks 


L  I  N  c  o  I  N     •  Mercury 


Q_U  A  L  1  T  Y     IS     JOB  1 

li'r  more  inlornnnion.  fsontiut  us  on  ihc  Interne!  at :  b  1 1  p :// nnn.  for  J  .com  *  lA.j,,  ncjMn,,,  ,u/ai  W 
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THIS 
UYIS 
HISTORY! 


Angry  consumers  are 
forcing  a  revolution 
on  the  car  lot 


iL 

j,,„„^  9  ^ 


Before  you  can 


make  media  "multi,"  you  have 
to  make  the  right  connections.  (O  Our 
ATM  switches,  SONET  fiber  optic  transmission 
systems  and  multimedia  platform  PBX's  were  making 
inroads  in  the  U.S.  long  before  the  information  highway 
was  on  the  map.  They've  helped  pave  the  way  for  seamless, 
flexible  and  efficient  voice,  video  and  data  networks.  And  made 
services  like  teleconferencing,  video-based  learning  and  medical 
imaging  accessible  to  universities,  medical  facilities,  businesses 
and  government  agencies.   qD   You'll  find  our  ATM  switches  in 
three  regional  Bells.  And  more  Fujitsu  SONET  optical  transmis- 
sion systems  overall  than  any  other  supplier  In  fact,  we're  mak- 
ing advanced  communications  technologies  available  and 
affordable  throughout  North  America,  Asia  and  Europe. 
qD    We're  a  $36  billion  company  with  a  worldwide 
multimedia  investment.  So  if  you  think  your  con- 

tnections  aren't  working  hard  enough  for 
you,  maybe  you  should  consider 
switching  to  us. 


FUJITSU 


COMPUTERS,  COMMUNICATIONS,  MICROELECTRONICS 


YouVe  investin 
The  last  thing  yc 

do  is  a  lo^ 


f 

iC 


It  you're  like  most  investors,  you 
make  wise,  productive  decisions  abcw-"^"^ 
money  you're  putting  away  tor  retiremei 
quality  ot  your  life  after  retirement  m; 
well  depend  on  it 


But  most  ot  us 
have  cuir  hands  full 
earning  a  living, 
raising  a  tamily  and 


NO  ANNUAL 


Schwab's  OneSoun^S 
rniiiiagmg  your  retlt 


taking  care  ot  the  thousand -and-one  dtS  'Hi 

daily  lite.  Untoitunately,  that  leaves  i'» 

less  time  than  we  might  like  to  devote!-- 

investment  prticess.  And  that's  where  S(jf  ^'^wl 

Mutual  Fund  OneSource"  is  a  real  adval^  k 

An  intellis^ent  way  to  invest  !| 
tor  the  big  day.  ■ 

Miitual  Fund  OneSource  is  a  s'i  e 
designed  to  help  you  streamlin«E  vi 


©1946  ( ;ll;lrk■^  Schwah  &  Co.,  Inc.  All  rit;hts  rfst-rvcJ,  Memher  SiPC/NYSE  (1/%).  Charles  Schw.ih  &  (.Jo..  Inc.  pmviJcs  rcciiiJkcepint;  and  shareholder  services.  Funds  shown  above  are  sektl 
Schwab's  Huiml  Fund  Select  Lisi  (Third  Quarter  '95).  A  free  prospectus  containing  more  complete  intormation  including  management  fees  and  othet  expenses  tor  any  fund  is  available  througis 
Please  review  the  prospectus  carefully  before  investmg.  Schwab  receives  remuneration  ftom  Mutual  Fund  OneSource  comp.mies.  Schwab's  standatd  ttansactlon  fee  will  he  charged  on  each  reaeil 


)r  retirement, 
lould  have  to 


w 


ork. 


the  investment  process, 
t  Schwab  have  reduced  the  universe 
)  mutual  funds  to  350  from  some 
nost  prominent  fund  famihes  in 
a.  Many  of  those  funds  are  among 
es  most  freeiuently  chosen  by 
rs  and  financial  advisors. 

'0  loads.  No  tramacttom  fees. 
No  shortage  of  help. 

y  Mutual  Fund  OneSource  fund  is 
oads  and  transaction  fees, 
uld  you  expect  anything  else  from 
Schwab?) 

:he  subject  of  what  you  can  expect 
,  consider  all  the  tools  we  offer  to 
aprove  your  investment  decision 
.  To  help  you  define  your  invest- 
)bjectives,  we  offer  our  Mutual 


Fund  Selection  Planner'^'  Our  Mutual  Fund 
Performance  Guide'  gives  you  historical 
performance  data  oi^  over  900  funds  avail- 
able through  Schwab.  And  our  Mutual 
Fund  Select  List™  shows  you  the  historically 
high-performing  funds  we  offer. 

So  why  not  become  a  Mutual  Fund 
OneSource  customer? 

If  you  want  to  make  wise,  productive 
decisions  about  the  investing  you  do  for 
your  retirement,  we  have  a  feeling  it 
might  just  work  for  you. 


OneSource. 
The  Second  Schwab  Revolution. 


Htstortcally 
High  Performers 

Charts  represent  growth  of  a  hypothetical 
$10,000  im'estment  over  a  multi-year  (vnbd 
enJing  12131/95.  A'^sumes  remivitrnent  of 
capiu.ll  gdim  at\d  incov\e . 

Past  perjormance  is  no  gmrantee  of 
future  results.  RetHms  will  vary  ancl 
•ihare^  may  he  ivorth  more  or  les^ 
tlvm  orisfnal  cost  when  sold. 

Janus  Worldwide 
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Value  of  im'estment:  $21 ,589 
Averdj^e  annual  rctwrns  (as  of  12131/95)  : 
l  war  +  21.90%    5  year  \/.\ 
Since  mccptum  (5/15/91)  +  18.46% 

Warburg  Pincus  Emerging  Growth 
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Value  of  ini'estment:  $29,81.5 
Average  annual  returns  (as  of  12/31/95): 
I  year  +  46.27%    5  year  +  24.42% 
since  nKeptwn  (1/21/88)  +  18.39% 

Founders  Worldwide  Growth 
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Value  of  mvestment:  $20,973 
Average  annual  returns  (as  of  12/31  /95 )  : 
I  year  +  20.63%   5  year  +  15.97% 
Since  incepnon  (12/31/89)  +  14.37% 

MOBNIIiSil  Data  proiided  by  Mi/niingstar,  Inc. 
as  of  1 2/31/95.  These  mvi  mct  350  funds 
are  avaikbk  throng  Scfiwofc's 
Mutual  Fund  OneSource . 


Select  List 


Free  Subscription 

For  an  objective  ranking  of  the  historically 
high-[itrfonning  lunds  available  through 
Schwab,  call  tor  two  free  issues, 

1'800'5'NO'LOAD 


Charles  Schwab 


iiJ  ^'neSource  shares  bought  with  no  transaction  fee  and  held  fot  90  days  ot  less.  Schwab  resen-es  the  tight  to  assess  Schwab's  standatd  ttansaction  fees  in  the  future,  should  short-temi 
come  excessive.  Yout  IRA  must  have  $10,000  in  assets  by  9/15/96  to  qualify  fot  the  no  annual  fee.  Set-up  and  maintenance  fees  for  certain  IRA  assets  such  as  limited  partnetships  and 
notes  still  apply  International  investing  involves  additional  tisk  to  principal,  including  cunencv  fluctuations,  political  instability'  and  foreign  tegulation.  Not  all  funds  ate  available  in  all  states. 
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IBM:  A 

ivhiged 
Think- 
Pad 


MUSEUM  PIECES 


BUHERFLY 
ON  A  PIN 


IBM  HAS  TARGETED  ITS  NIFTY 
Butterfly  laptop  for  extinc- 
tion. On  the  market  barely  a 
year,  the  ThinkPad  7010 
notebook  PC  is  a  hit,  but  ex- 
ecutives feel  it  will  soon  be 
outmoded. 

The  computer  solves  the 
problem  of  cram{jed  notebook 
keyboards.  Although  its 
screen  is  only  8.25  inches 
wide,  the  keyboai'd  spans  11.5 
inches.  How?  The  board  is  in 
two  halves,  which  can  slide 
into  the  4.5-pound  TliinkPad's 
tiny  body.  The  computer  has 
racked  up  27  design  awards 
and  sold  215,000  units,  making 
it  the  top-selling  notebook  PC 
of  1995,  according  to  market 
reseai'cher  Intemational  Data. 

Poor  Butteifly.  It's  doomed 
because  the  next  generation 
of  IBM  lightweight  pes  will 
sport  screens  wide  enough  to 
allow  a  regular  keyboard. 
Code-named  Kite,  the  new 
ultrathin  model  (one  inch 
thick  and  weighing  about 
one  pound)  is  due  out  lat- 
er this  year.  No  wonder 
Big  Blue  is  discounting 
the  Butterfly  heavily  of 
late.  It  started  in  the 
$3,900  to  $5,600  range. 
But  with  the  latest  cuts,  f 
it's  now  $1,499  to  $2,999. 

The  elusive-wang  keyboard 
isn't  dead  yet.  ibm  insiders 
say  the  company's  engineers 
are  tinkering  with  the  key- 
board for  use  in  a  handheld 
device  such  as  a  personal  dig- 
ital assistant.         Ira  Sager 


CAMPAIGN  '96 

NOW  YOU  CAN  REALLY 
BUY  A  CANDIDATE 

BOB    dole's    STOCK  HAS 

fallen — literally.  The  polls 
are  one  thing,  but  we're  talk- 
ing about  Iowa  Electronic 
Markets,  a  worldwide  office 
pool  where  you  can  buy  stock 
in  a  Presidential  candidate. 

As  the  crucial  Feb.  12 
Iowa  caucuses  approach,  the 
hottest  investment  action  siu- 
rounds  the  oop  race,  which 
is  fitting  for  a  party  that  em- 
braces market  forces.  Dole 
stock  was  59g  per  share  Feb. 
7,  down  from  its  62(Z  peak 
four  weeks  before.  Just  as  in 
the  polls,  publisher  Steve 
Forbes   is   narrowing  the 


TALK  SHOW  tUt's  a  fine  piece  of  crystal.  It  won't  take  mu' 
to  break  it55 

— Nevada  Governor  Bob  Miller,  on  the  National  Governors' Assn.. 
plans  to  revamp  welfare  and  Medicaid,  ending  Midget  gridlock 


front-running  Kansas  sena- 
tor's lead,  chmbing  fi'om  10(2 
to  18^  during  the  same  peri- 
od. Dole,  trading  at  55(Z  on 
Feb.  6,  got  a  four-cent  bump 
Feb.  7  after  Senator  Phil 
Gramm  of  Texas  lost  the 
Louisiana  caucuses  to  com- 
mentator Pat  Buchanan.  In 
that  one  day,  Gramm  cb'opped 
from  120  to  5?;  Buchanan 
climbed  from  5(?  to  7?.  If 
Dole  wins  the  nomination,  his 


stock  IS  down 


current  investors  will  almi 
double  their  money. 

More  than  5,900  peo] 
have  bet — er,  invested — a 
tal  of  $41,500  in  the  191 
market,  which  the  Univei 
ty  of  Iowa  has  run  sir 
1988.  Regulated  by  the  Co 
modity  Futures  Tr-adi 
Commission,  the  Iowa  ball 
box  bourse  takes  ord( 
through  the  Internet  (htt] 
www.biz.uiowa.edu/iem/)  a 
pays  off  sharehold 
of  the  GOP  winner 
'  i  ter  the  August  I 
I  publican  convention 
M  There's  also  a  p 
for  the  November  gi 
eral  election.  Bill  CI 
ton  (46(Z)  is  woi 
shghtly  more  than 
unknown  Republic 
contender  (43^). 
Richard  S.  Dunh 


NEW  WORLD  ORDER 


A  SECOND  TOUR  OF  DUTY  IN  NAM 


THE   WHITE   HOUSE    HAS  A 

short  list  for  the  U.  S.  am- 
bassadorship to  Vietnam.  And 
they're  all  veterans  of  the 
war  that  ended  over  two 
decades  ago. 

One  prominent  name  is 
ft'om  the  business  world,  that 


of  James  Kimsey,  the  founder 
of  America  Online.  Kimsey 
has  financially  backed  an  or- 
phanage in  Vietnam  for  a 
number  of  years.  Also  on  the 
list:  Thomas  Vallely,  head  of 
Vietnam  studies  at  Harvard's 
Institute  foi'  International 


THE  LIST  WHAT  INFORMATION  AGE? 


The  personal  computer,  on 
the  scene  for  15  years  now, 
may  be  an  indispensable 
tool  for  many,  but  hardly  for 
everyone.  A  re- 
cent poll  shows 
that  for  the  av- 
erage American, 
the  PC  ranks 
slightly  below 
the  hair  dryer  as 
an  invention 
people  can't  live 
without.  And 
that's  despite  all 
the  hype  about  a 
wired  world  and 
strong  computer  sales.  A 
possible  reason:  Those  other 
inventions  are  easier  to  use. 


The  car  takes  top  honors: 
Some  folks  prefer  cruising 
the  highway  to  the  l-way. 

COULDNT 
LIVE  WITHOUT  THIS 
INVENTION 

PERCENT  Of  1.005 


INVENTION         SURVEY  RESPONDENTS 

AUTOMOBILE 

63% 

LIGHTBULB 

54 

TELEPHONE 

42 

TELEVISION 

22 

ASPIRIN 

19 

MICROWAVE  OVEN 

13 

BLOW-DRYER 

7.8 

PERSONAL  COMPUTER 

7.6 

DATA,  LEMELSON-MIT  PRIZE  PROGRAM 


Development.  He  has  Se 
tor  Bob  Kerrey  (D-Neb.) 
ftiend  and  fellow  vet,  pus 
for  him.  Another  candid 
is  Representative  Doug' 
"Pete"  Peterson  (D-Fla.) 
former  prisoner  of  war 
isn't  seeking  reelection.  PI 
there's  the  No.  2 
official  at  the 
Veterans  Affairs 
Dept.,  Hershel 
Gober,  an  Ar- 
kansas native. 
He  has  traveled 
to  Vietnam  to 
assess  Hanoi's 
cooperation  in  lo- 
cating Americans 
inissing  in  action. 
None  commented  about  t 
list  except  Vallely,  who  si 
he  had  "heard"  he  was  on 
Although  the  U.S.  a 
Vietnam  normalized  relatic 
last  year.  White  Hon 
sources  say  a  final  decision 
still  months  away,  awaiti 
the  right  political  momei 
Reason:  President  Clinto: 
avoidance  of  mihtary  servi 
makes  Vietnam  a  touchy 
sue  in  an  election  year.  All 
some  Repubhcans  on  the  E 
aren't  eager  to  accord  Hai 
full  relations.    Mark  Lew, 


KIMSEY: 

a)nbassdjt 
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EVERY  YEAR 


THESE  GUYS  COME  UP 


WITH  500  MORE  REASONS; 


FOR  YOU  TO  HIRE  US. 


Yikes!  They're  busy  passing  over  500  legislative 
changes  a  year  that  can  affect  your  business.  But  for  the 
250,000  employers  (both  large  and  small)  who  count  on 
us,  keeping  up  with  this  frantic  pace  is  a  breeze. 

Because  we're  ADP,  the  people  who  stay  on  top  of 
these  regulatory  changes  for  you.  So  you  don't  have  to 
waste  time  doing  it  yourself.  And  you  never  have  to 
worry  about  whether  you're  meeting  the  latest  laws. 


From  FICA  rate  changes  to  the  taxability  of  benefits  to 
keeping  payroll  updated  for  year-end  reporting,  if  a  new 
law  impacts  payroll,  employee  recordkeeping  or  human 
resource  management,  ADP  makes  it  easier  on  you.  No 
recalculating,  no  reprogramming,  no  risk. 

So  call  for  a  free  subscription  to  our  newsletter  and 
to  see  how  we  can  help  you  manage  change.  Because 
while  you're  reading  this,  they're  writing  more  laws. 


1  800  CALL  ADP  ext.  327 


T     PAYS     TO     HIRE  US 


ROLL  SOLUTIONS  •  TAX  &  REGULATION  MANAGEMENT  •  HUMAN  RESOURCE  SYSTEMS  •  BENEFIT  PLAN  ADMINISTRATION 


tikilMiK^itiiiMBl 
l-WAY  PATROL 


MORE  HACKER-PROOF  THAN  THOU 


WHO  BEST  GUARDS 

your  sacred  credit- 
card  number  for 
purchases  over  the 
Internet?  One  cy- 
bermer chant  is 
charging  that  its 
competitors'  securi- 
ty methods  are  eas- 
ily breached.  And 
that  has  touched  off 
a  counterbarrage  of  STEIN:  Watchdog 
indignant  "flame"  or feannonge)-? 
mail  from  the  ri-  " 
vals,  who  claim  hackers  can't 
outfox  them. 

First  Virtual,  the  maver- 
ick electronic-commerce  com- 
pany headed  by  former 
celebrity  manager  Lee  Stein, 
warns  that  evildoers  might 
sneak  inside  your  computer's 


software  via  game 
or  screen  saver  pro- 
grams offered  free 
over  the  Internet. 
They  would  wait 
quietly  for  a  card 
number  to  be  typed 
in,  capturing  it  be- 
fore it  is  encrypted. 

One  solution,  says 
First  Virtual,  is — 
ahem — to   use  its 
services.  With  First 
Viitual,  you  open  an 
account  by  phoning  in  your 
card  number.  First  Virtual 
gives  you  a  password  to  use 
for  Net  purchases.  Before 
clearing  transactions,  they 
E-mail  customers  to  ensure 
legitimacy. 

First  Virtual's  competitors 


DRAWN  &  QUARTERED 


are  sputtering  mad  over  its 
alarms.  Its  "sweeping  claim 
is  completely  uncalled  for," 
says  Magdalena  Yesil,  a  co- 
founder  of  rival  CyberCash. 
Competitors  say  they  have 
built-in  safeguards  to  detect 
tampering.  Plus,  Visa  and 
MasterCard  say  they  are 
testing  standard  software 
to  protect  electronic  trans- 
actions.       Kelleij  Holland 


THE  BIG  PICTURE 


FOREIGN  FORTUNES 

German  investors  went 
bargain  shopping  overseas 
last  year.  German  outflows 
of  money  for  mergers  and 
acquisitions  exceeded  the 
inflow  of  such  investments 
by  $15  biUion.  The  biggest 
buy:  Hoechst's  $7.1  billion 
acquisition  of  drugmaker 
Marion  Merrell  Dow. 

0       3       6       9       12  15 


JAPAN 


NETHERLANDS 


SWEDEN 


KOREA 


NET  OUTFLOW  OF 
1995  INTERNATIONAL 
M&A  INVESTMENTS 


SWITZERUND 

CANADA  BILLIONS  OF 
U  5  DOLLARS 

I  HONG  KONG 
BELGIUM 


BROADCAST  NEWS 


HOW  NOT  TO  KISS  UP  TO  THE  NEW  BOSS 


WHB:N  ABC  NEWS  PLUGS  THE 

network  and  its  incoming 
owner,  Walt  Disney,  the  au- 
dience gets  a  warning,  abc's 
early-morning  (2  to  5  a.m.) 
World  News  Now  recently 
ran  a  spot  on  The  Mighty 
Ducks,  a  Disney  cartoon 
show  scheduled  to  be  shown 
next  fall  on  the  network. 
Under  a  picture  of  one 
of  the  hockey-playing 
mallards  flashed  the 
words  "obsequiousness 
notification." 

A  spokesman  for  Dis- 
ney, which  is  awaiting 
federal  approval  to  ac- 
quire Capital  Cities/ABC, 


overnight  news  show.  And 
the  oddly  named  hockey  team 
team  has  long  been  a  favorite 
target.  When  the  show  nms 
game  footage  of  the  Disney 
team,  a  duck  call  sounds  in 
the  backgi'ound. 

World  Neivs  Now  also  has 
a  history  of  tongue-in-cheek 
fawning  over  its  superiors. 


was  unaware  of  the 
jibe.  "We  have  nothing  MIGHTY  DUCK:  Dissing  Disney 
to  say  about  it,"  says 
Kenneth  Green.  Disney  first 
brought  out  a  1992  movie  on 
a  peewee  hockey  team  called 
Tlie  Mighty  Ducks  and  in 
1993  launched  an  Anaheim 
(Calif.)  pro  team  by  the  same 
name. 

The  four-year-old  ABC  pro- 
gram's irreverent  side  has 


helped  make  it  the  top-rated 


Network  honchos  such  as 
Chief  Executive  Thomas  Miu- 
phy  or  news  anchoiTnan  Peter 
Jennings  are  often  shown  in 
public  appearances,  with 
mockingly  fulsome  voice-overs 
(on  Murphy:  "He's  the  great- 
est boss")  and  that  same 
flashing  "obsequiousness 
notification."  □ 


SALES  TALES 

WARM  HEARTS, 
COLD  HARD  CASH 

MARRYING 

c  u  p  i  d  and 
cupidity, 
busi- 
nesses 
are  finding 
new  ways  to 
cash  in  on  St. 
Valentine,  or  at  least  to  pr 
mote  themselves. 

Take  Carillon  Importei 
which  brings  in  Stolichna; 
vodka  fi'om  Russia.  It  invit 
Net  surfers  to  send  ele 
tronic  Valentines,  comple 
with  hearts-and-flowe 
graphics,  from  its  Web  si 
(http:/www.stoli.com).  Aloi 
the  way,  they'll  likely  get 
Stoli  sales  pitch. 

Then  there's  Manhattai 
fabled  Rainbow  Room,  whi' 
is  throwing  a  V-Day  weddi) 
for  the  winners  of  an  ess; 
contest  (topic:  why  the  pla 
is  the  ideal  spot  for  nuptial 
Two  New  York  cops.  Fell: 
Rakowski  and  Stephen  Gi 
lagher,  bested  9.50  entrants 

A  recent  poll  by  Primesti 
the  satellite-TV  service,  fin 
the  most  popular-  way  to  ce] 
brate  Valentine's  Day  is  to 
out  to  dinner  (56%).  Ne? 
giving  flowers  (37%).  Ame: 
cans  will  send  an  estimati 
92.5  milHon  valentines  tl 
yeai"  at  an  average  $2.25  eac 
Only  Christmas  is  bigger  f 
cards.  Hallmark  is  bringi) 
out  a  new  line  using  though 
fi-om  the  book  Men  Are  Fro 
Mars,  Women  Are  Fro 
Venus. 


FOOTNOTES  Percentage  of  teens  who  think  hanging  out  at  the  mall  is  "in":  64%.  Percentage  who  think  the  Internet  is  "in":  70 
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9000CSTui-bo 


Will  that  giddy  feeling  deep  in  your  stomach  diminish  because  the  9000  is  ranked  the  safest  car  in  production?'  Will  your  exhilaration  be 
npened  by  its  turbo's  outstanding  fuel  efficiency?  Will  the  almost  guilty  pleasure  of  driving  it  be  compromised  by 
large  interior  and  56  cubic  feet  of  cargo  space?  We  don't  think  so.  Experience  turbo  rush  in  the  Saab  9000  CS. 

ince  Institute  for  Highway  Sa)et>,  19^5.  based  on  passeriger  vehiLie  dealh  [  ite:  -n  i  iSA  (ci  1  '^'^fc  SA  AR  r  A i_is  -  ' 

'  a  free  Saab  Excursion  Kit,  which  provides  information  on  the  entire  Saab  line,  call  1-800-582-SAAB,  Ext.  249.  www.saabusa.com 
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GRADING 

THE  GOP  FRESHMEN 


Regarding  "The  House  freshmen" 
(Cover  Story,  Jan.  29):  To  call  these' 
clowns  "freshmen"  is  demeaning  to  mil- 
lions of  conscientious  high  school  and  col- 
lege students.  If  the  game  isn't  played 
then-  way,  they  will  take  their  ball  and  go 
home.  They  label  themselves  as  consei"v- 
ative,  but  just  what  is  being  conserved 
besides  the  fortunes  of  the  rich?  It  is 
not  conservative  to  allow  our  environ- 
ment to  be  ravaged,  our  cities  and 
schools  to  deteriorate,  our-  infrastnicture 
to  collapse,  oiu'  citizens  to  be  slaughtered 
with  assault  weapons.  Nor  ""—i— 
is  it  conservative  to  push  mpan:=-  faa^ 
through  a  $240  billion  tax 
cut  when  they  say  they  are 
for  balancing  the  budget. 

Instead  of  debating  the 
merits  of  their  proposed 
programs,  they  have  resort- 
ed to  terrorist  tactics  and 
blackmail — holding  the  gov- 
enunent  hostage  and  threat- 
ening default  if  they  don't 
get  eveiything  they  want. 

Bruce  RoUier 
Ellicott  City,  Md. 

In  your  article,  you  quote  Jeffi-ey  T. 
Grade,  chairman  of  Harnischfeger  In- 
dustries Inc.,  as  saying  that  the  fi-eshmen 
are  "inexperienced  and  unskilled,  but 
maybe  that's  what  we  need."  Does  he 
pick  his  professional  employees  that  way? 
Government  demands  skill  and  experi- 
ence, not  amjgance.  fanaticism,  insulari- 
ty, intolerance,  and  a  "feeding  frenzy  at 
the  money  trough,"  as  you  aptly  call  it. 

John  E.  Ullmann 
Professor  Emeritus  of  Management 
Hofstra  University 
New  York 

The  A-  rating  you  gave  the  House 
freshmen  on  welfare  reform  is  unde- 
served. The  freshmen  took  a  meat-ax 
approach  to  programs  rather  than  con- 
sidering the  need  to  mandate  work 
while  addressing  the  issues  of  job  cre- 
ation, adequate  and  safe  child  care,  and 


opportunities  for  skills  development.  1 
long-term  consequences  of  their  p 
posed  welfare  reform  will  prove  v( 
costly,  both  socially  and  economically 
Richard  Rh 
Tacoma,  Wa 

While  I  have  noticed  a  more  libt 
tilt  in  BUSINESS  week's  articles  over 
past  two  years,  your  comments  regal 
ing  the  GOP  fi'eshman  class  in  youi-  a| 
cle  "GOP  rookies:  Take  'yes'  for  an 
swer"  (Editorials,  Jan.  29)  go  beyc 
my  threshold  of  tolei'ance. 

While  the  gop  freshman  class  may 
have  been  able  to  get  the  bulk  of  tl 
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BusinessWeek 


A  POOR  MARK 

"Government  demands 
skill  and  experience, 
not  arrogance, 
fanaticism,  insularity, 
intolerance,  and  a 
'feeding  frenzy  at  the 
money  trough' " 


agenda  passed  because  of  either  a  tir 
Senate  or  President  Clinton's  veto  pj 
they  were  responsible  for  bringing  tl 
vote  and  passing  in  the  House  a  majl 
ty  of  items  in  the  Contract  With  Amd 
ca.  This  group  of  "yoimg  Tm-ks,"  as  tl 
are  routinely  portrayed  by  the  msl 
stream  media,  represent  the  unclutteil 
"get-the-job-done"  view  of  many  AmJ 
cans.  They  should  be  congi-atulated  [ 
being  the  most  potent  political  force 
sound  government  change  in  40  yearl 

K.  F.  Yoj 

Chairman,  President,  and  d 
Sybron  Internatiol 
Milwaui 

Your  editorial  was  right  out  of 
typical  liberal  textbook.  If  a  few  m 
people  would  get  on  the  gof  fi'eshn 
bandwagon,  then  maybe  we  could  get 
where  we  want  to  go  in  this  countr 
forward  to  prosperity. 

James  I 
Janesville,  V 
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Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 

The  Mutual  Fund  Scoreboard  (Feb.  6)  re- 
ported some  incorrect  data  for  the  Berwyn 
and  Berwyn  Income  funds.  For  the  Berwyn 
Fund,  the  correct  yield  is  0.1%  and  the  in- 
state (Delaware)  phone  number  is  302  324- 
4495.  For  the  Berwyn  Income  Fund,  the  cor- 
rect yield  is  5.7%.  The  top  portfolio  holding 
IS  AK  Steel  Corp.,  comprising  2%  of  the 
fund's  assets.  The  in-state  phone  number 
is  302  324-4452. 


Tlie  liberal  polling  bias  continues,  even 
in  BUSINESS  week!  Your  "Business 
Week/Hanis  Poll"  asks  this  question:  "A 
gi'oup  of  74  newly  elected  House  Repub- 
licans is  insisting  that  President  Clinton 
agi'ee  to  their  version  of  a  balanced  bud- 
get, and  has  been  wilUng  to  shut  down 
the  federal  government  to  foi'ce  an  agree- 
ment. Do  you  approve  or  disapprove  of 
what  the  House  Republicans  are  doing?" 

Let  me  suggest  a  different  ciuestion  to 
"pulse"  the  electorate:  "Pi*esident  Clinton 
is  insisting  that  House  Rejjublicans  agTee 
to  his  own  version  of  a  'balanced  budget,' 
and  has  been  willing  to  shut  down  the 
government  to  force  an  agreement.  Do 
you  approve  or  disapprove  of  what  Pi-es- 
ident  Clinton,  his  Administration,  and 
the  House  and  Senate  Democratic  con- 
gi'essional  members  are  doing?" 

We  expect  this  bias  fi'om  the  "main- 
stream" media,  but  not  from  a  suppos- 
edly objective  publication! 

Walter  Schild 
Mesa,  Ariz. 

ENRON  SHEDS  LIGHT 

ON  A  POWER  PROJECT  

BUSINESS  WEEK  has  failed  to  check 
facts  before  citing  figiu'es  and  reporting 
on  Em-on  Coip.  and  its  participation  in 
the  Dabhol  power  project  in  India.  In 
yoiu'  article  "More  power  to  India"  (In- 
ternational Business,  Jan.  22),  it  was  re- 
ported that: 

n  Enron  withdrew  a  suit  seeking  $500 
million  in  damages  ft-om  Mahai-ashtra  for 
the  plant's  cancellation; 
m  Enron  lost  a  profit  of  .$7.5  million  from 
the  sale  of  a  20%  stake  in  the  project  to 
Entergy  Coip; 

B  Enron  has  29  global  power  and 
pipeline  projects  pending  or  under  way 
in  Bolivia,  Brazil,  China,  and  Tiu'key. 

Although  Dabhol  Power  Co.  and  the 
Maharashtra  government  are  working 
vei-y  diligently  to  bring  this  project  back 
onHne,  DPC  has  not  with(h-awn  ai'bitration 
pertaining  to  the  project.  Enron  did  not 
lose  $75  million  when  the  sale  of  an  in- 


terest in  the  Dabhol  project  to  Entergy 
did  not  proceed.  While  Enron  has  29 
global  power'  and  pipeline  projects  pend- 
ing or  under  way,  they  are  in  nearly  as 
many  countries  worldwide,  not  solely  in 
Bolivia,  Brazil,  China,  and  TUrkey. 

L.  Diane  Bazelides 
Vice-President  for  Public  Relations 
Enron  Corp. 
Houston 

AIRBUS'  SYSTEMS 

DIDN'T  CAUSE  CRASHES  

In  his  review  of  Jlst-Ce)itiirij  Jet,  the 
story  of  the  Boeing  777  (Books,  Jan. 
22),  "Michael  J.  Parks  writes  that  the 
Airbus  Industrie  [electronic]  "fly-by- 
wii'e"  system  was  "implicated  in  at  least 
two  crashes."  This  comment  is  as  defam- 
atory as  it  is  groundless.  Official  inves- 
tigation into  accidents  of  the  A320  have 
clearly  concluded  that  the  au"craft,  theu- 
systems,  and  engines  were  not  to  blame. 

Robert  Alizart 
Vice-President  for 
Corporate  Communications 
Airbus  Industrie 
Toulouse,  France 

Editor's  note:  Reviewer  Parks  based  his 
statement  about  Airbus'  control  system 
on  information  in  Karl  Sabbagh's  book. 
An  India  n  govem  mmt  report  mi  a  1990 
Indian  Airlines  crash  faulted  "tlw  failure 
of  the  pilots  to  realize  the  gravity  of  the 
situation."  A  French  government  repoii 
on  a  1988  Air  France  crash  found  "no 
evidence  of  any  mechanical  or  instru- 
mental failure."  Still,  many  French  pi- 
lots dispute  the  notion  that  only  pilot 
error  was  to  blame  for  these  incidoits. 
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Books 


BREAKING  THE  NEWS 

How  the  Media  Undermine  American  Democracy 

By  James  Fallows 
Pantheon  •  296pp  •  $23 


HOT  AIR 

All  Talk,  All  the  Time 

By  Howard  Kurtz 
Times  •  407pp  •  $25 


ARE  THE  MEDIA  GOING  TO 
HELL  IN  A  HANDBASKET? 


American 
Democracy 


JAMES 


Media,  oh  media,  how  do  we  hate 
thee?  Let  us  count  the  ways. 
Americans  today  distrust  not 
just  theii'  goveniment  but  the  somx-es  of 
news  about  their  government.  From 
strangers  to  our  own  family  members, 
folks  tell  those  of  us  in  the  business 
about  it  constantly.  "You  media 
goes  the  refrain,  "are  a 
bunch  of  arrogant,  untrust- 
worthy windbags  who  slant 
the  truth  and  only  stir  up 
trouble." 

Now  come  two  journal- 
ists' books  purporting  to 
document  what  the  public 
suspects:  America's  media 
are  indeed  going  to  hell  in  a 
handbasket.  In  today's 
America,  "the  media  actual- 
ly get  in  the  way  of  efforts 
to  deal  with  important  is- 
sues," James  Fallows  as- 
serts in  Breaking  the  Netvs.  The  media 
sabotage  crucial  initiatives  such  as 
health-care  reform  and  scare  people 
away  from  public  service  by  focusing 
on  scandals  and  spectacle  and  away 
fi'om  critical  issues.  Washington  Post 
media  wi'iter  Howard  Kurtz  aims  at  a 
much  easier  target  in  Hot  Air:  Ameri- 
ca's new  "talkathon  culture."  He  sur- 
veys a  wide  assortment  of  pundits,  com- 
mentators, and  hucksters,  including 
some  who  pose  in  jounialistic  garb  to 
fb'ess  up  their  sensationalism.  The  price? 
"The  national  conversation  has  been 
coarsened,  cheapened,  reduced  to  name- 
calling  and  finger-pointing  and  bumper- 
sticker  sloganeering,"  he  asserts. 

You'll  find  no  knee-jerk  defense  of 
my  craft  here.  Both  books  are  delicious 
to  read,  puncturing  the  pompousness, 
fatuousness,  and  ethical  backsliding  that 
have  indeed  crept  into  America's  me- 
dia. But  the  books  are  also  interesting 
because  the  authors — posturing  as  me- 
dia high  priests — are  conflicted  about 
what  precisely  the  problem  is.  And  in 
the  end,  both  miss  the  bigger  picture: 
Our  industry  is  in  the  throes  of  a  revo- 
lution that  should  con-ect  most  abuses. 

Fallows  hits  on  two  key  problems. 
In  political  coverage,  "the  reportorial 


FALLOWS 


elite"  are  constantly  handicapping  popu- 
larity races  rather  than  concentrating 
on  issues  of  substance.  Then  there's  the 
journalistic  "gravy  train."  Instead  of 
lusting  to  uncover  another  Watergate 
scandal,  reporters  try  to  get  on  tv  so 
they  can  later  command  lucrative  speak- 
ing fees.  "The  best-known  and  best-paid 
people  in  joimialism  now  set 
an  example  that  erodes  the 
quality  of  the  news  we  re- 
ceive and  threatens  jom'nal- 
ism's  claim  on  public  re- 
spect," Fallows  argues. 

For  example,  both  he  and 
Kiutz  tell  how  Tim  Russert, 
moderator  of  TV's  venerat- 
ed Meet  the  Press,  recently 
took  his  act  onto  the  stage 
of  an  American  Banker's 
Assn.  convention  in  New 
York,  posing  tough  ques- 
tions for  Senate  Majority 
Leader  Bob  Dole  (R-Kan.)  and  Treasiuy 
Secretary  Robert  E.  Rubin  to  entertain 
the  elite  money  crowd.  Dole  and  Ru- 
bin are  barred  by  federal  ethics  laws 
from  accepting  speaking  fees.  But  Rus- 
sert walked  off  with  $20,000,  according 
to  the  ABA.  It's  one  thing  to 
get  paid  big  bucks  by  the 
network  you  work  for,  it's 
another  to  use  your  visibil- 
ity to  collect  from  people 
you  may  have  to  I'eport  on. 
Yet  Russert  didn't  see  how 
this  might  be  perceived  as 
ethically  questionable. 

This  problem  is  easy  to 
fix.  BUSINESS  WEEK  and 
many  other  media  outlets 
bar  such  payments  to  their 
journalists,  and  the  TV  net- 
works have  recently  begun  ^^^^HH 
curbing  honoraria.  Amen. 

If  Fallows'  work  is  something  of  a 
meditation,  Kurtz's  is  a  liveliei;  inore 
journalistic  investigation.  He  takes  the 
reader  backstage  with  the  likes  of  Lar- 
ry King,  Howard  Stern,  and  Phil  Dona- 
hue, who  make  candid  confessions  about 
the  failings  of  their  occupation.  When  a 
college  student  asks  Ted  Koppel  what 
advice  he  would  give  young  people  con- 


0i 


mi 


more 


HOWARD  KDBTZ 


sidering  a  career  in  journalism,  Kopj 
answers  dryly:  "Get  a  good  make 
man."  How  depressing. 

Both  books  are  at  their  best  wh 
they  skewer  what  Kurtz  caDs  the  "dri- 
by  journalism"  of  such  commentators  nT) 
George  Will,  fornier  U.  S.  News  &  Wa,  \Y 
Report  editor  David  Gergen,  and  A 
News  commentator  Cokie  Roberts.  E 
as  Fallows  and  Kurtz  wade  into  the  w 
and  crazy  world  of  talk  radio,  dueling 
pundits,  and  instant-audience-reacti 
shows,  they  lose  their  focus.  Fallo^  0 
for  example,  condemns  talk  radio 
keeping  aUve  loimcrs —  driven  by  pai 
san  critics  of  the  Clintons — that  Wh 
House  lav\rver  Vincent  Foster  was 
victim  of  a  Whitewater  mm'der  plot,  i 
a  suicide.  But  he  fails  to  see  the  ex 
tence  of  a  coiTective  mechanism:  In  tir 
the  Foster  mmors  were  silenced  by  t 
media's  owti  follow-up  investigations. 

Kmtz  is  similarly  conflicted.  He  ske 
ers  talk  radio.  But  at  the  end  of 
book,  Kurtz  tells  us  that  he  hosted 
own  Washington  radio  talk  show,  wh 
was  canceled  as  a  result  of  poor  r 
ings.  He  attacks  those  who  accept  h(  nAppl 
oraria,  then  reveals  (to  his  credit)  tl 
he  has  taken  some  himself  but  now 
cepts  only  those  &'om  more  benign  n( 
profit  gi'oups  and  universities.  He  .  %  e 
sails  the  intoxicating  appeal  of  televisi  8,  h 
appearances,  yet  his  is  a  common  ft  iw, 
on  talk  shows,  where  he  happily  opii 
on  the  sins  of  the  media. 

Both  authors  overstate  their  cai 
missing  the  fact  that  our  industry 
bursting  at  the  seams  in  a  dynamic  j 
riod  of  growth  and  change.  From 
line  news  to  wire  sources  to  ever-( 

panding  cable  channels  ;  l:  :; 
[iroliferating  niche  maj  ')(Po 
zines,  America  is  drovmi  ia  stf 
in  information.  For  eve  oi 
Rush  Limbaugh,  there  is  Ww 
span's  unfiltered  broadci  fiwre 
of  congressional  commit!  nased 
hearings.  For  every  ra(  supetil 
shock  jock  Uke  Stem,  ther  Jtliook 
CNN  host  Lany  King,  givi  im 
viewers  a  kinder,  gentl  asaiii 
view  of  guests.  The  me(  likato 
industry  is  far  from  perfe  tesit 
but  it's  moving  in  the  rig 
direction — providing  mcj 
diverse  and  unfettered  coverage 
events  so  that  people  can  make  up  thj 
own  minds.  It's  up  to  consumers 
choose  their  information  wisely  and  i| 
rely  on  jomiialists  or  the  government 
choose  for  them.  That's  what  Ameri' 
democracy  is  about. 

BY  DOUGLAS  HARBREC' 
Harhrecht  is  BUSINESS  week's  Wai\ 
ington  news  editor. 
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PPLE'S  OUIRKY 
OWERHOUSE 


e  new  PowerBooks 
me  with  a  lot  of 
mph-and  some 
rious  omissions 

rhe  history  of  portable 
computing  for  Macin- 
tosh users  has  been  al- 
<t  as  quirky  as  tne  history 
Apple  Computer  itself, 
en  the  first  portable  DOS 
iliines  appeared  in  the 
i- 1980s,  Mac  users  had  to 
till  from  the  sidelines. 
en  Apple  finally  released 
laptop  PowerBooks  in 
1,  they  were  technologi- 
ly  more  advanced  than 
'thing  else  on  the 
rket.  But  in  re- 
t  years,  Ap- 
allowed  its 
tiibles  to 
behind  the 
el-based  pack, 
iood  news  has  been 
rhty  scarce  for  Apple  fans 
tching  the  company's  tra- 
Is.  but  the  newest  genera- 
a  of  PowerBooks  is  at 
st  a  step  in  the  right 
ection.  Built  with  the 
iverpc  processor,  they  of- 
power  equivalent  to  Pen- 
;n-based  Windows  laptops 
competitive  prices.  But 
vverBooks  display  the 
ne  mixture  of  brilliant 
iches  and  serious  omis- 
ns  that  often  make  Apple 
idiicts  simultaneously  fas- 
ating  and  frustrating. 
[  wTote  this  column  on  the 
i-nf-the-line  model,  the 
1)00  PowerBook  5300ce, 
h  a  117-megahertz  proces- 
,  -S  megabytes  of  random- 
ess  memory,  and  1.1-giga- 
;e  hard  drive.  Other  5300 
dels  hne  start  as  low  as 
799  for  a  unit  with  a  100- 
iz  processor,  8  MB  of  ram, 


and  a  monochrome  display. 

Like  all  Apple  products,  it 
is  graced  with  a  handsome 
and  well-thought-out  design 
that  makes  it  a  pleasure  to 
use.  But  this  is  far  from  a 
perfect  notebook.  Although 
the  display  is  bright  and 
crisp,  the  10.4-inch  screen 
seems  a  httle  puny  at  a  time 


when  most  Win- 
dows machines  in 
this  class  sport 
11.3-inch  or  even 
12.1-inch  displays. 
The  tendency  of 
early  production 
units  to  burst 
into  flames  while 
recharging  forced 
Apple  to  switch 
from  a  litliiimi-ion 
battery  to  less- 
advanced  nickel 
metal  hydride, 
which  limits  bat- 
tery life  to  a  skimpy  2V2 
hours  or  so.  The  hard  drive 
is  not  removable,  and  there's 
no  provision  for  desktop 
docking.  The  only  Mac  to  of- 
fer docking  is  the  ultralight 
PowerBook  2300c/100  Duo. 

The  most  gi-ievous  short- 
coming, however,  is  the  lack 
of  a  CD-ROM  drive.  Although 


PowerPC  603, 
100-117  MHz 

500  MB-1.1  GB 

.5-in.  monochrome, 
10.4-in.  passive  or 
active  matrix  color 

$l,800-$6,200 

DATA-  APPLE  COMPUTER  INC 


the  floppy  drive  can  be  re- 
moved, the  bay  isn't  big 
enough  for  a  cd-rom,  which 
is  now  an  option  even  on 
many  midpriced  Windows 
laptops.  It's  easy  to  connect 
an  external  cd-rom  drive  to 
the  PowerBook,  but  the  re- 
sulting setup  isn't  very  port- 
able. Since  the  most  loyal 
Mac  users  are  designers, 
multimedia  programmers,  and 
other  creative  types  for 
whom  the  cd-rom  is  an  es- 
sential tool,  this  omission  is 
nothing  short  of  weu'd.  Apple 
is  planning  a  CD  version 
eventually,  but  it  will  reqmi'e 
an  expensive  redesign  of  the 
case — and  probably  more  bat- 
tery power. 

PC   CARDS.  Although  the 
PowerBooks  trail  Pentium 
laptops  in  some  respects, 
there's  still  a  lot  the  design- 
ers of  Windows  notebooks 
could  learn  from  Apple.  The 
tight  integi-ation  of  hardware 
with  the  Mac  operating-sys- 
tem software  avoids  many 
of  the  compatibility  problems 
that  plague  Pentium  port- 
ables even  under  the  much- 
improved  Windows  95.  For 
example,   I   was   able  to 
switch    among    PC  card 
modems  from 
Global  Village, 
Megahertz,  and 
TDK  without  in- 
stalling any  soft- 
ware.  And  the 
Global  Village 
combination  mo- 
dem/Ethernet 
card  gave  me  di- 
rect access  to  the 
office  network 
simply  by  plug- 
ging it  in  and 
telling  the  Pow- 
erBook what  sort 
of  network  I  was 
using;    I  didn't 
even  have  to  reboot. 

For  Mac  users,  the  latest 
PowerBooks  offer  a  welcome 
burst  of  computing  punch  on 
the  road.  But  their  elemen- 
tary shortcomings  illustrate 
one  reason  Apple  has  landed 
in  so  much  hot  water:  a  ten- 
dency to  get  things  almost, 
but  not  quite,  right. 


POWERBOOK  LINE 

Features  of  the 
PowerBook  5300s 
( 5300ce  shown ) 


BULLETIN  BOARD 


CD-ROMS 
BUILDING  THE  A-BOMB 

Corbis  Corp.,  the  Bill  Gates 
company  that  recently  ac- 
quired the  Bettmann  Archive 
of  historic  photos  and  draw- 
ings, shows  off  its  flair  for 
history  in  Critical  Mass:  Amer- 
ica's Race  to  Build  the  Atomic 
Bomb.  The  $50  Windows  cd- 


Roivi  (a  Mac  version  is  due  in 
March)  illustrates  the  work  of 
the  Manhattan  Project  with  a 
wealth  of  photographs  from 
the  archives  of  the  Los  Ala- 
mos National  Laboratory.  Vid- 
eo is  sparingly  but  effectively 
used,  including  a  ghastly  ani- 
mation in  which  Bert  the  Tur- 
tle teaches  1950s  Americans 
how  to  duck  and  cover. 

THE  WEB 
TAX  FORMS  ONLINE 

Finding  an  obscure  federal  tax 
form  no  longer  means  a  trip 
to  the  library  or  an  Internal 
Revenue  Service  office.  All  irs 
forms  are  now  available 
through  the  World  Wide  Web, 
although  retrieving  what  you 
need  is  a  lot  harder  than  it 
ought  to  be.  Pointing  your  Web 
browser  to  http;//www.ustreas. 
gov:803/treasury/bureaus/ 
irs/c.taxforms.html  will  let  you 
search  for  a  document  by  key- 
word or  form  number.  To  read 
or  print  it,  you'll  need  a  free 
copy  of  Adobe  Acrobat  Reader. 
I  suggest  downloading  the 
program  directly  from 
http://www.adobe.com. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 


Economic  Viewpoint 


BY  RUDI  DORNBUSCH 


BACK  TO  THE  GOLD  STANDARD? 
ONLY  IN  STEVE  FORBES'S  DREAMS 


OFFBEAT: 

With  inflation 
under  control 
and  currencies 
fairly  stable, 
the  proposal  is 
unrealistic  at 
best-and 
risks  deflation 
at  worst 


Rudi  Dornbusch  is  professor  of 
economics  and  management  at 
Massachusetts  Institute  of  Technology 


Would-be  President  Steve  Forbes  has 
spent  himself  to  the  top  of  the  Re- 
publican contenders.  His  bold  pro- 
motion of  the  flat  tax,  the  next  best  thing  to 
no  tax,  has  excited  the  interest  of  all  those 
fed  up  with  Washington  politics,  big  govern- 
ment, oppressive  taxation,  winter  snow,  and 
middle  age.  Yes,  it  would  be  nice  to  have  low 
taxes.  But  the  flat-tax  proposal  can  go 
nowhere.  Cleansed  of  sacrosanct  exemptions 
such  as  home-mortgage  interest,  the  tax  rate 
required  in  a  flat  tax  is  too  high  for  the  mid- 
dle class.  End  of  stoiy.  In  the  meantime,  un- 
til people  figure  it  out,  the  flat-tax  idea  will 
keep  Forbes  going  in  New  Hampshire  and 
beyond. 

If  the  flat  tax  has  a  certain  economic  ap- 
peal, the  same  cannot  be  said  of  Forbes's  sec- 
ond leg — the  retm-n  to  a  gold  standard.  True, 
President  Reagan  established  his  right-wing 
credentials  by  dangling  the  return-to-gold 
prospect  before  his  constituency.  Whether 
gold  was  the  right  answer  or  not,  at  the 
time — in  the  late  '70s  and  early  '80s — the  idea 
was  worth  weighing.  Inflation  was  high,  the 
dollar  was  unstable,  and  there  was  a  serious 
need  to  bring  back  sound  money.  After  his 
election,  the  Pi'esident  appointed  a  commission 
to  study  a  return  to  gold,  and  there  were 
heai-ings.  Some  gold  nuts  had  then-  15  minutes 
of  fame  before  Congi-ess,  and  the  whole  affau- 
was  quietly  buried. 

NO  SUPPORT.  Now,  with  inflation  low  after 
falling  for  more  than  five  years,  currencies 
relatively  stable,  the  dollar  rising,  and  un- 
employment below  6%,  there  is  again  talk  of  a 
gold  standard.  But  who  but  a  gold  bug  would 
think  of  bringing  gold  into  the  discussion  of 
current  policy,  when  deflation  appears  as 
much  of  a  threat  as  inflation? 

U.  S.  monetary  policy  has  had  its  critics. 
Back  in  the  '70s,  Milton  Friedman  tirelessly 
knocked  the  Fed  for  its  constant  fine-tuning, 
which  more  often  than  not  generated  inflation 
rather  than  long-teiTn  gi-owth.  The  Fed  was 
more  worried  about  recession  than  inflation, 
and  its  policies  tended  to  eiT  on  the  side  of 
expanding  money.  But  Friedman  was  the  fii'st 
to  debunk  Reagan's  gold  proposal.  I  am  not 
aware  of  any  single  conservative  monetarist 
economist  coming  out  in  support  of  gold. 

There  are  many  schemes  around  that  piu'- 
port  to  "fix"  the  Fed.  There  ai'e  rules  for  mon- 
etary aggregates,  tai-gets  for  stable  price  levels, 
and  whatnot.  Today,  moving  to  a  gold  stan- 


dard seems  to  any  and  all  a  completely  offb^ 
idea  that  offers  more  problems  than  solutioi 

The  case  for  gold  always  has  rested 
two  arguments:  Gold,  because  of  its  limit 
supply  (unlike  paper  money  that  can  be  prij 
ed  day  and  night)  commands  a  stable  pi 
chasing  power  over  time.  Hooking  the  i 
tion's  money  to  gold  takes  away  the  discreti 
of  central  bankers  to  print  money — and  si 
stitutes  in  its  place  a  naturally  stable  anch 
POLITICAL  FORCES.  But  several  facts  sta 
in  the  way  of  the  gold  myth.  First,  gold  dc 
not  have  a  stellar  record  in  terms  of  stabili 
South  African,  Russian,  Asian,  and  Mid( 
Eastern  politics  play  a  significant  role  in  t 
price  of  gold.  One  reason  gold  is  up  to 
an  ounce  is  China's  recent  threat  to  inva 
Taiwan.  Second,  tying  the  U.  S.  to  gold  woi 
not  stabihze  currencies  unless  our  chief  tri 
ing  partners  did  the  same.  Gemiany  isn't 
terested.  It  doesn't  have  an  inflation  pr( 
lem,  just  as  we  do  not. 

Forbes  argues  that  a  move  to  gold  woij 
instantly  lower  interest  rates  by  up  to  200  t 
sis  points  because  the  prospect  of  inflati 
vanishes.  But  what  about  deflation,  a  cm*se 
the  world  economy  when  it  was  on  the  gc 
standard  in  the  19th  centuiy  and  during  t! 
Great  Depression?  Over  the  past  decade,  t 
U.  S.  has  shifted  from  a  high-inflation  to' 
low-inflation  environment.  Interest  rates  a 
starting  to  reflect  that  fact,  though  there 
some  room  to  go. 

It  would  be  a  costly  exercise,  with  unc« 
tain  payoff,  to  experiment  by  entering  a  gc 
standai'd,  simply  because  of  promises  of  ev 
less  inflation.  If  we  as  a  nation  want  to  she 
for  zero  inflation,  we  can  try  passing  a  bill  i 
structing  the  Fed  to  focus  only  on  price  si 
bility,  rather  than  employment  as  well  as  i 
flation.  Set  a  reasonable  framework  for  tl 
transition  so  that  gi-owth  isn't  harmed.  Ai 
create  rales  on  how  to  deal  with  exceptioi 
disturbances.  Before  Congress  is  a  bill  frc 
Senator  Connie  Mack  (R-Fla.)  that  does  jd 
that. 

Forbes  is  a  new  kind  of  populist.  He  pron^ 
es  heaven  on  eaith — low  taxes  and  stable  mo 
ey — while  trying  to  sweep  away  govemmei 
the  Federal  Resei-ve,  common  sense,  and  coJ 
promise.  He  wants  a  hookup  with  gold  in  ti 
age  of  the  Internet.  In  the  end,  none  of  tl 
will  happen,  fortimately,  and  the  U.  S.  will  cc 
tinue  to  enjoy  low  inflation,  high  employme 
and  steady  growth. 
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not  so  much  a  car 


'it  is  a  wake-up  call  for  an  entire  industry. 


startling  exception 


Chrysler  Concorde  LX/ 


■blindly  accepted  rule. 


Back  in  1949,  computers  took  up 
the  space  of  entire  warehouses.  So 
as  unreahstic  as  this  quote  might 
sound  now,  it  was  actually  pretty 
optimistic  thinking  at  the  time. 


What  no  one  predicted  was  that  in 
1971,  Intel  would  turn  the  world  of 
computer  technology  on  its  head 
by  inventing  the  microprocessor.  So 
instead  of  weighing  1.5  tons,  some 
computers  now  weigh  less  than  five 
pounds.  And  these  computers  have 
amazing  capabilities  that  the  gar- 
gantuan computers  of  the  '50s  and 
'60s  didn't  have.  Things  like  running 
video  and  sound,  and  communi- 


cating with  PCs  all  over  the  world. 


0  1996  Intel  Corporation. 

All  other  trademarks  are  property 

of  their  respective  holders. 


"Computers  in 
the  future  may  weigh 
no  more  than  1.5  tons." 

POPULAR  MECHANICS,  1949 

FORECASTING  THE  WONDERS  OF  MODERN  TECHNOLOGY. 
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'  11  y  ■  ■  HI  'B'  II-  u 

So  the  invention  of  the  microprocessor  meant  much  more 
than  just  Ughter-weight  computers.  It's  what  made  it 
possible  for  the  personal  computer  to  be  "personal." 
So  that  people  could  have  their  own  computers.  Which 
means  all  those  amazing  capabilities  are 
at  your  fingertips.  And  that's  pretty 
impressive  by  any  measure. 
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Economic  Trends 


BY  MICHAEL  J.  MANDEL 

IT'S  THE  GOLDEN 
STATE  AGAIN 

Tech  leads  a  resurging  economy 


During  the  first  half  of  the  1990s, 
the  state  of  California  seemed  to  be 
laboring  under  a  curse.  Floods,  fii-es,  ri- 
ots, government  financial  problems,  and 
massive  cutbacks  in  defense  spending 
all  conspired  to  keep  the  state's  econo- 
my in  low  gear.  As  late  as  1993,  Cah- 
fornia's  job  rolls  were  still  shrinking. 
Indeed,  the  troubles  in  California — 
which  accounts  for  11%  of  U.S.  em- 
ployment— may  have  significantly  held 
back  overall  U.  S.  economic  gi'owth. 

Yet  a  newly  resurgent  California 
may  help  keep  the  weakening  U.  S. 
economy  afloat  this  year.  According  to 
a  recent  report  from  David  Hensley 
and  Kathryn  Chin  of  Salomon  Brothers 
Inc.,  job  growth  in  California  in  1996 
could  reach  3%,  far  greater  than  the 

CALIFORNIA'S 
ECONOMY  REVIVES 


CHANGE  IN  NONFARM 
PAYROLL  OVER  PREVIOUS 
YEAR 


SEPT.  '92 
A  PERCENT 


■94 


DEC.  '95 


DATA:  BUREAU  OF  LABOR  STATISTICS 


projected  national  average  of  1.4%. 

One  key  reason  for  the  positive  out- 
look, they  note,  is  that  "Califomia's  aero- 
space bust  is  drawing  to  a  close."  For 
example,  after  losing  85,000  jobs  in  1993 
and  1994,  aerospace  losses  slowed  to  a 
much  more  manageable  16,000  in  1995. 
Instead,  California  is  riding  the  tech- 
nology and  entertainment  boom.  Busi- 
ness services — which  include  computer 
software — have  generated  90,000  jobs 
over  the  past  year,  while  the  movie  in- 
dustry added  another  15,000. 

The  economic  surge  in  East  Asia  is 
reviving  Califomia's  manufacturing  sec- 
tor. A  study  from  Regional  Financial 
Associates  Inc.,  an  economic  consulting 
firm  in  West  Chester,  Pa.,  obsei^ves  that 
merchandise  exports  make  up  9%  of 
California's  economy,  up  from  5%  in 
1985.  By  comparison,  defense  spending 
now  is  only  4%  of  the  state's  economy. 


California  still  suffers  from  a  repu- 
tation as  an  expensive  place  to  live  and 
work.  But  that,  too,  is  changing.  In 
1995,  prices  rose  by  a  minuscule  1.0%-  in 
the  Los  Angeles  area,  and  only  1.9% 
around  San  Francisco,  far  less  than  the 
national  average  of  2.6%.  As  a  result, 
the  state  may  be  able  to  reduce  the 
outflow  of  businesses  and  workers  that 
has  plagued  it  in  recent  years. 


A  BREAK  FOR 
THE  POOR 

Lower  inflation  helps  them  most 

In  1995,  workers  saw  their  hourly 
wages  rise  an  average  of  3.1%,  slight- 
ly lower  than  the  3.2%  annual  increase 
in  the  second  half  of  the  1980s.  But 
their  dollars  are  going  further — infla- 
tion last  year  was  only  2.6%,  compared 
with  a  4%.  rate  in  the  earlier  period. 

The  gains  from  lower  inflation, 
though,  are  not  evenly  distributed.  Pi-ice 
increases  have  slowed  the  most  for  ne- 
cessities such  as  food  and  medical  care, 
rather  than  luxuries  such  as  entertain- 
ment. That  may  mean  that  low-wage 
workers — who  spend  more  of  their  in- 
come on  necessities — are  doing  better 
than  the  overall  numbers  indicate. 

Food  prices,  for  example,  registered  a 
2.6%  increase  in  1995,  down  substan- 
tially from  their  4.6%  annual  increase  in 
the  second  half  of  the  1980s.  That's  a  big 
plus  for  lower-income  households,  which 
spend  about  17%-  of  their  money  on 
food,  compared  with  food's  12%  share  in 
upper-income  budgets.  And  the  sub- 
stantial slowdown  in  health-care  infla- 
tion may  also  be  helping  poorer  -work- 
ers, who  devote  ■•—■■i^^^^^^" 


more  of  their  re- 
sources to  health 
care — in  part  be- 
cause they  are 
less  likely  to  have 
health  insurance. 

What  about 
housing?  In  the 
1980s,  lower-in- 
come households, 
which  put  about 
one-third  of  their 
spending  into 
shelter,  saw  their 
wages  lag  behind 
housing  cost  in- 
creases. Now, 
their  earnings  are 
rising  somewhat 
faster  than  hous- 
ing inflation. 


WAGES  VS.  PRICES 

PERCENT  CHANGE  IN  1995 

,  AVERAGE  HOURLY  WAGES 


PRICE  OF: 

APPAREL  (-0.3%) 
TRANSPORTATION 


I  MEDICAL  CARE 
I  OTHER* 


•SUCH  AS  EDUCATION  AND 
FINANCIAL  SERVICES 
DATA,  BUREAU  OF  LABOR  STATISTICS 


REMEMBER  M2? 
IT'S  BACK 

And  it's  raising  red  flags 


Over  the  past  few  years,  many  eco: 
omists — including  Federal  Resen 
ChauTnan  Alan  Greenspan — have  voic( 
increasing  skepticism  about  using  mov 
ments  in  the  money  supply  to  foreca 
economic  growth.  The  once  reliable  IV 
measure  of  money — which  include 
checking  and  savings  accounts — sta 
nated  between  1992  and  1994,  despr 
the  economy's  recovery,  as  more  pe 
pie  moved  their  savings  into  bond  fmic 
Now,  a  new  study  from  the  Feder 
Reserve  Bank  of  Cleveland  sugges 
that  M2  may  be  regaining  its  potency  i 
a  forecasting  tool.  Economists  John  '. 
Carlson  and  Benjamin  D.  Keen  find  e 
idence  of  a  permanent  shift  in  the  lii 
between  M2  and  the  real  economy  froj 
1990  to  1992,  allowing  faster  econo: 
gi'owth  without  commensurate  increasi 
in  the  money  supply.  But  now,  they  si 
"the  relationship  between  M2,  inflati 
and  output  may  have  stabilized." 

If  they  are  right,  then  M2  is  flashi; 
warning  signs.  Toward  the  end  of  191 
money  gi'owth  slowed  shaiply,  to  an 
nual  pace  of  only  2.6%.  At  that  rai 
the  economy  is  due  for  a  further  slo' 
down  in  the  second  half  of  1996. 


ABUNDANCE 
CAN  BE  A  CURSE 

Resource-poor  nations  do  better 

It's  only  natiu-al  to  envy  countries  wi' 
abundant  natural  resources.  Bei 
able  to  fimd  economic  development  wil; 
sales  of  oil  or  minerals  would  seem 
advantage  in  the  economic  race. 

But  a  new  study  from  Jeffrey  1 
Sachs  and  Andrew  M.  Warner  of  tl 
Harvard  Institute  for  International  D 
velopment  confii'ms  what  was  alreac 
suspected:  Natural  wealth  is  more  like 
to  be  a  hindrance  than  a  help  for  deve 
oping  countries.  Economic  data  ov( 
two  decades  show  that  "resource-poi 
economies  often  vastly  outperform  r 
source-rich  economies,"  say  the  econ 
mists.  Many  oil-producing  economies,  fi 
example,  have  not  used  theii"  wealth 
build  up  an  industrial  base,  leading 
slow  growth  in  the  1980s.  Sachs  ar 
Warner  suggest  that  a  strong  mining 
agiicultural  sector  draws  resoiux-es  awi 
from  manufacturmg,  which  has  mu( 
more  potential  for  long-nm  growth, 
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Customized  Leveraged  Financing 
For  A  $1.7  Billion  Spin-Off 


(We  Knew  How  To  Make  All  The  Pieces  Fit) 


Working  closely  with  this  client  gave  us  the  knowledge  to  structure 
financing  for  the  spin-off  of  34  of  their  companies  in  less  than  a  week. 
The  deal  was  designed  to  enhance  shareholder  value  and  create 
a  new  corporation  with  a  flexible  capital  structure.  We  understood 
the  company  well  enough  to  recognize  the  value  of  every  piece. 


Bank  of  America 


Our  client  had  the  benefit  of  a  team 
of  specialists  in  relationship  management, 
corporate  finance  and  global  syndication. 


One  of  the  largest  teams 
at  the  Olympic  Games  does  not 
run,  swim  or  jump. 


While  this  team  may  not  be 
particularly  athletic,  its  training  requires 
the  same  precision,  dedication  and 
grueling  regimen  of  an  Olympic  athlete. 
It  is  the  team  of  Matsushita  engineers  and 
technicians  committed  to  help  broadcast 
more  than  3,000  hours  of  Olympic  events 
to  the  world. 

But  our  role  at  the  Olympic  Games 
goes  far  beyond  technological  support. 
As  Official  Broadcast  Equipment  and 
System  Supplier,  Matsushita  Electric  has 
joined  with  Clark  Atlanta  University  and 
Atlanta  Olympic  Broadcasting  to  create 
an  innovative  program.  Using  the  same 
Panasonic  digital  video  equipment  that 
will  capture  the  drama  of  the  Olympic 
Games,  some  1200  students  are  training 
in  the  hopes  of  becoming  part  of  the 
broadcast  team  for  the 
Olympic  Games. 


1 1 1  Matsushita  means  when  we  say, 
\ilantalW()  "We're  more  than  a  sponsor, 


This  innovative  program 
is  just  one  example  of  what 


999 


we're  part  of  the  team.' 


Matsushita  Electric 

Panasonic  Technics  duasar 
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The  only  one  that  does  it  all 


The  iPower  Distribution  Group  is  the  only  true,  fully- integrated 
supply  business  solution.  Now,  a  single  source  tor  all  MRO 
(maintenance,  repair  and  operations)  needs. 

M  Cuts  inventory  40%  to  60% 

■  Slashes  MRO  procurement  costs  20%  to  40% 

™  Provides  on-site  customer  service  representatives 

"  Offers  stores  and  facilities  management 

—  Enables  core  business  focus 

"  Gives  you  one  monthly  summary  invoice 

"  Currently  it's  saving  millions  for  some  of  the  largest  and 
best-managed  companies  in  the  world. 


Get  the  power  of  the  iPower  Distribution  Group  working  for 
you.  Call  today:  1 -800-iPower-9  (1-800-476-9379). 
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business  Outlook 


JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


lUNDLE  UP 

ND  WAIT  FOR  THE  THAW 


US.  ECONOMY 


ERE  JANUARY  PAYROLLS 
REALLY  SO  WEAK? 


The  recent  grim  economic  re- 
ports show  a  sea  change  from 
ew  weeks  ago.  True,  at  the  end  of  1995,  the  economy 
s  taking  on  a  softer  feel.  But  suddenly,  the  data 
/e  all  the  firmness  of  JeU-O,  and  recession  worries  are 
ipping  up.  All  this  is  bound  to  complicate  Federal  Re- 
"ve  policy,  and  it  threatens  to  elevate  the  economy  to 
:ey  election  issue. 

}n  the  surface,  the  Januaiy  reports  clearly  look  re- 
j  .sionary.  Payrolls  plunged,  joblessness  rose,  purchas- 
'  •  managers  sounded  glum,  and  consumer  confidence 
i  >e-dived  (charts).  Amid  higher  commodity  prices, 
I  m  the  inflation  news  is  not  all  good. 
I  But  below  the  taniished  patina,  the  numbers  were 
!  iwed  by  January's  winter  storms  and  the  second 
i  /ernment  shutdown.  In  particular,  the  Labor  Dept. 
I  k  its  employment  survey  dming  the  week  of  the  bliz- 
i  d.  And  given  the  record  cold  that  gripped  much  of 
\  :  nation  in  early  February,  the  numbers  may  not 
!  (w  much  bounceback  until  March. 

The  weak  data  can't  all  be 
blamed  on  the  weather, 
though.  Consumers  have  in- 
creasing debt  to  pay  off,  and 
the  manufacturing  sector  is 
genuinely  soft.  Many  factories 
are  cutting  back  because  of 
excessive  inventories — pailicu- 
larly  in  the  auto  industry. 

On  balance,  the  economy's 
growth  rate  seems  likely  to 
have  slipped  from  the  third 
ti  irter's  healthy  3.2%  annual  pace  to  less  than  2%  in 
'  fourth  quarter.  Moreover,  since  1995  ended  with  a 

■  imper  and  the  weather  and  the  shutdown  started  the 
3  t  quarter  at  such  a  low  level,  the  winter  economy 
li  lid  be  hard-pressed  to  show  any  growth  at  all. 

OKING  TOWARD  THE  SPRING,  though,  there  is 

;  hing  to  suggest  that  the  economy  cannot  resume 
;  'wing  at  least  moderately.  Prior  to  Januaiy,  the  labor 
rkets  were  generating  income  gains  sufficient  to 

■  )port  trendlike  growth  in  consumer  spending. 
:"ough  early  FebiTiary,  the  pattern  of  initial  jobless 
ms  points  to  continued  modest  growth  in  payrolls. 
in  improving  trade  deficit,  fueled  by  a  sharp  slow- 

'  vn  in  imports  relative  to  exports,  will  also  support 
wth.  The  trade  deficit  for  goods  and  services  fell  to 
1  billion  in  November,  from  $8.2  billion  in  October, 
provement  in  the  trade  gap,  by  itself,  is  on  track  to 


SERVICE 
—— PRODUCING - 

1  INDUSTRIES 

1    j^B  JAN 

OCT      NOV      DEC  ■ 
.BIOTAl  B 
■  EXCLUDING  FIVE  ■ 
INDUSTRIES  AND  A  STRIKE- 

TBOUSANOS,  MOtffHlY  CHANGE 
;iUOES  RESTAURANTS,  AMUSEMENT  PARKS, 
JCKING,  PRIVATE  EDUCATION,  TEMP  AGENCIES, 
D  20.000  STRIKING  MAINTENANCE  WORKERS 
DATA:  UBOR  DEPE,  BUSINESS  WEEK 


add  about  a  percentage  point  to  fomih-quarter  growth 
in  real  gi'oss  domestic  product. 

Moreover,  capital  spending  is  slowing  down,  but  it  will 
continue  to  grow  much  faster  than  the  overall  economy. 
The  inventory  adjustment  begun  last  year  is  probably 
about  over.  And  the  Fed  has  started  to  ease  mone- 
taiy  policy  by  cutting  short-teiTn  interest  rates. 

In  short,  there  are  none  of  the  classic  imbalances 
that  could  set  in  motion  the  recession  process,  in  which 
falling  economic  activity  begins  to  feed  on  itself,  causing 
the  economy  to  spiral  hopelessly  downward. 

What  remains  key  to  the  gi'owth — as  opposed  to  re- 
cession— scenario  is  lower  long-term  interest  rates. 
Rates  vrill  have  to  remain  at  6%  or  below  to  assure  sup- 
port for  housing  and  other  important  credit-sensitive 
sectors.  But  spooked  by  the  budget  fiasco,  and  most  re- 
cently by  a  record  Treasury  refunding  and  inflation 
worries  from  gold  and  commodity  prices,  the  bond  mar- 
ket has  kept  the  yield  on  the  30-year  Tfeasury  above 
6.1%,  even  after  news  that  payrolls  tumbled  in  Januaiy. 

THE  WEATHER'S  IMPACT  on  jobs  last  month  was  as 
obvious  as  a  six-foot  snow  drift.  Payrolls  dove  by 
201,000  employees,  the  largest  drop  since  the  1990-91 
recession.  Jobs  had  grown  by  212,000  in  November 
and  166,000  in  December.  Payrolls  of  service  produc- 
ers, which  had  grown  by  an  average  of  147,000  per 
month  in  the  second  half  of  1995,  dropped  by  141,000 
in  Januaiy.  And  the  workweek  fell  36  minutes,  to 
33.7  hours,  the  largest  decline  on  record. 

The  losses  in  jobs  and  hours 
worked  were  a  quantum  leap 
from  those  predicted  by  back- 
of-the-envelope  models  based 
on  known  data  such  as  initial 
claims,  the  purchasing  man- 
agers' employment  index,  and 
the  Conference  Board's  help- 
wanted  advertising  index. 

Moreover,  a  strike  of  build- 
ing maintenance  workers  in 
New  York,  plus  five  weather- 
sensitive  industries,  accounted  for  82%  of  the  January 
job  losses.  Those  industries — restaurants,  amusement 
parks,  private  education,  tioicking  and  warehousing, 
and  temporary-help  agencies — make  up  only  12%  of 
the  total  nonfaiTO  jobs  in  the  Labor  Dept.'s  survey  of 
349  industries. 

Other  distortions  embedded  in  the  numbers  are  hard- 
er to  dig  out.  At  least  some  of  the  72,000  drop  in  man- 


PURCHASERS  SEE 
SOFTNESS 


JAN,  '94  JAN,  '96 

▲  PERCENT  REPORTING  IMPROVEMENT 
DATA  NATIONAL  ASSOCIATION  OF 
PURCHASING  MANAGEMENT 
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ufacturing  payrolls  also  reflected  the  weather,  as  well  as 
government  contract  work  lost  by  many  private-sector 
companies.  The  factory  workweek  shrank  by  nearly  VA 
hours,  to  39.8.  Tliat  was  one  of  the  thi-ee  lai'gest  month- 
ly declines  in  the  postwar  era. 

HOWEVER.  NOT  ALL  OF  THE  SOFTNESS  in  manu- 
facturing can  be  blamed  on  snow.  The  National  Asso- 
ciation of  Purchasing  Management's  composite  index  of 
industrial  activity  weakened  further  in  January,  to 
44.2%  from  46%  in  December.  The  index  has  been 
below  the  50%  mark — the  dividing  line  between 
growth  and  decline  in  the  factory  sector — for  six 
months  in  a  row,  and  last  month's  reading  was  the 
lowest  in  nearly  five  years.  Weather  and  the  shutdovm 
may  have  played  a  part  in  the  drop  in  production 
and  jobs,  but  the  plunge  in  January  orders  seems 
less  hkely  to  be  distorted. 

One  problem:  Auto  makers  are  wi'estling  vrith  in- 
ventories which  had  swelled  to  an  83-day  supply  at 
the  start  of  the  month;  60  days  is  normal.  In  January, 
total  vehicle  sales  fell  to  an  annual  rate  of  about  14  mil- 
Hon,  after  an  incentive-fueled  sm"ge  to  16  million  in 
December. 

Although  that  two-month  average  is  respectable, 
auto  makers  have  to  hold  their  output  below  sales  so 
they  can  trim  inventories.  That  process  will  be  a  drag 
on  first-quarter  industrial  production  and  economic 


GERMANY 


IS  THE  BEST  NEWS  ON  I 
INFLATION  BEHIND  US?| 


growth.  Looking  toward  spring,  however,  fewer  vehicl 
on  car  dealers'  lots  will  allow  output  to  resume  gi'ovrii 

But  if  the  economy  avoids  a  recession  in  1996,  do 
that  mean  inflation  has  nowhere  to  go  but  up?  T 
ininup  in  materials  prices  and  gold  prices  rising  abo 
$400  an  ounce  suggest  that  market-scaring  idea. 

Commodity  prices,  measured 
by  the  Knight-Ridder/Com- 
modity  Research  Bureau's  fu- 
tui'es  index,  hit  a  seven-year 
high  recently.  Also,  the  Labor 
Dept.'s  final  look  at  1995  infla- 
tion shows  that  the  core  con- 
sumer price  index,  which  is  a 
better  indicator  of  inflation's 
underlying  trend,  accelerated 
slightly  last  year  for  the  fii'st 
time  in  five  years  (chart). 

If  anything,  the  blizzai-d  ensured  that  the  economy 
gi'owing  below  its  noninflationary  trend  of  about  2%,  \ 
ing  the  new  GDP  measure.  That  precludes  any  large 
lasting  pickup  in  inflation.  In  fact,  much  of  the  rece 
rise  in  commodities  reflects  surges  in  the  prices 
grains  and  gold.  Industrial  materials  are  softening. 

The  upcoming  news  on  the  economy  is  bound  to 
bad.  But  consider  this  the  groundhog  phase  of  t 
slowdown.  In  six  weeks,  the  economy's  outlook  ■« 
look  much  warmer. 


'91    '92   '93   '94  '95 
ADECEMBER  TO  DECEMBER  CHANGE 
•EXCLUDES  ENf  RGY  AND  FOOD 
DATA:  LABOR  DtPT 


RECESSION  FEARS  WON'T  FADE  AWAY 


German  industry  posted  some 
good  news  in  December, 
but  the  economy  remains  on  a 
recession  watch. 

Industrial  production  rose  0.6% 
in  December,  even  though  ana- 
lysts had  expected  a 
decline  of  similar  mag 
nitude.  Manufacturing 
output  was  up  2.1%>. 
Still,  output  in  the 
fourth  quarter  was 
down  at  a  4%  annual 
rate  from  the  third,  a 
sign  that  Germany's 
real  gi-oss  domestic 
product  probably  fell 
last  quarter  after  no 
change  in  the  third  period.  How- 
ever, December's  gain  followed  a 
0.9%  rise  in  November  and  was 
fairly  broad — only  constmction 
output  fell.  Those  factors  suggest 
that  the  worst  of  the  production 


OUTPUT  LOSSES  MAY 
HAVE  HIT  BOnOM 


DEC,  '94  DEC.  '95 

APERCENT  CHANGE  FROM  A  YEAR  AGO 
DATA:  DATASTREAM INTERNATIONAI. 


losses  may  be  over  (chart). 

A  real  upturn  may  take  some 
time.  Manufacturers  must  cut  an 
inventory  overload,  caused  by  less 
foreign  demand.  Exports  were 
hurt  by  the  strong  mark,  high 

German  wage  costs,  a 
softer  U.  S.  economy, 
and,  in  the  fomth 
quarter,  the  sti'ike  in 
France.  The  mark's 
weakening  since  last 
spring  has  helped  the 
outlook,  but  ex- 
porters' prospects  will 
depend  on  an  easier 
monetaiy  policy. 
At  least  domestic 
demand  is  holding  up.  True,  the 
jobless  rate  hovers  near  10%,  but 
the  1995  wage  pacts  were  mostly 
generous  for  those  vdth  jobs,  and 
a  January  income  tax  cut  will  lift 
disposable  income.  As  a  result,  re- 


tailers' business  expectations  hav( 
improved. 

On  Jan.  30,  the  government 
of  Chancellor  Helmut  Kohl  an- 
nounced a  "50-point"  package  set 
on  halving  unemployment  by  2000 
Although  the  plan  won't  do  much 
for  1996  grovrth,  the  government 
hopes  to  encourage  business  start 
ups  and  cut  local  business  taxes. 

While  Bonn  is  trying  to  spur 
grovrth,  the  Bundesbank  is  mov- 
ing less  aggressively.  The  Buba 
trimmed  its  repurchase  rate  from 
3.4%  to  3.3%  on  Feb.  1,  but  left 
the  critical  discount  rate  at  3%. 
Both  the  U.  S.  Federal  Reserve 
and  the  Bank  of  France  are  mak- 
ing bigger  cuts,  however,  so  the 
Buba  may  have  to  make  a  splash; 
move  soon.  If  not,  the  mark  could 
rebound  and  start  another  down- 
ward spiral  in  Geirnany's  export- 
dependent  industrial  sector 
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Ihe  gurus 

have  dubbed  1996 


The  Year  of  VWreless  for  Business. 


Now  there's  reason  to  believe 

it's  not  a  bunch  of 

notaii: 


Introducing  FreeWorks"' 
mobility  solutions.  The  only 

complete  family  of 
wireless  systems  for  business. 

Wireless  meets  reality. 

No  matter  if  your  company 
has  three  hundred  square  feet  or 
three  hundred  locations  around 
the  world.  Whether  you 
need  an  in-build 
solution  or  one  th 
works  both  on 
off-premises. 
Now  there's 
one  place  that 
can  meet  all  your  Cut  tllC 

wireless  needs.  And  that  place  just 
happens  to  be  one  of  the  leading 
global  providers  of  wireless 
.solutions  for  business:  AT&T. 


And  you  can  rest  assured  going 
wireless  won't  deprive  you  of  any 
of  those  nifty  features  on  your 
desk  phone.  Depending  on  your 
current  phone  system,  you  can 
.still  conilucl  conference  calls, 
retriexe  \  ()ice-mail  messages  and 
transfer  calls.  Not  to  mention 
internal  caller  ID,  so  you  can  .still 
decide  whether  you 
want  to  pick  up  the 
phone  in  the 
first  place. 
Needless  to  say, 
the  whole  idea 
behind  our 
cord.  FreeWorks 
solutions  is  to  provide  you  the 
freedom  to  go  virtually  anyv^  here, 
inside  or  out,  without  sacrificing 
accessibility  or  productivity. 


Wliich  is  what  makes  our  FreeWorks 
solutions  such  an  integral  part 
of  the  BiisinessWorks'"  strategy, 
AT&T's  blue-  another 


print  for  ^ijjgQ^^^ 

,1  SOLUTION 

meeting  the  

future  needs  of  business. 

For  more  information,  call  us 
at  1  800  325-7466  ext.  854. 

Now  that  one  company  offers 
an  entire  family  of  mobility 
solutions,  those  gurus  are  going  to 
look  like  "eniu.ses. 
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EXECUTIVE  SUITE 


INSIDE  APPLE  S 
BOARDROOM  COUP 

Eleven  tense  days,  a  showdown  in  Manhattan,  a  new  CEO 


iifraii 

eve 

[iiit. 


Gilbert  F.  Amelio  took  the  hot  seat 
on  Feb.  5.  On  his  first  day  as 
the  new  ceo  of  embattled  Apple 
Computer  Inc.,  he  sent  an  E- 
mail,  telling  employees  that  he  is  an 
"avid"  Apple  user  and  that  in  coming 
weeks  he  will  meet  with  them  to  "be- 
gin the  process  of  getting  Apple  back 
on  track."  He  sat  down  with  top  execs, 
squelching  fears  of  wholesale  firings, 
and  asked  for  ideas  on  how  to  return 
Apple  to  health.  And  he  told  his 
top  marketing  chief: 
"We  must  have  some 
good    news  every 


1985-93 


There's  also  the  cjuestion  of  how  to 
resolve  ongoing  merger  negotiations 
with  Sun  Microsystems  Inc.  On  Feb. 
7,  the  two  companies  were  once  again 
bargaining  after  haggling  most  of  the 
previous  weekend  in  the  Palo  Alto 
(Calif.)  offices  of  Wilson,  Sonsini, 
Goodrich  &  Rosati,  Sun's  law  firm.  It 
was  unclear,  however,  if  the  talks  were 
about  a  merger,  an  Apple  equity  posi- 
tion for  Sun,  or  a  technology  partner- 
ship. Why  talk  now,  after  Amelio  has 

TURNAROUND-ARTIST  SHUFFLE 


IGN 


one  Louis  V.  Gerstner  Jr.  took  at  IB 
Say  little,  listen  to  employees,  ci 
tomers,  and  dealers.  Then  come 
swinging. 

At  least  Apple  is  clear  of  the  hys' 
ria  zone — the  weeks  of  tumult  betwe 
doses  of  bad  financial  news,  rumors 
the  Sun  deal,  and  shareholders  calli 
for  the   head   of  ceo  Michael 
Spindler.  On  Feb.  2,  they  got  wl^fe 
they  wanted.  Spindler  resigned, 
Amelio,  an  Apple  board  member  1 
15  months,  stepp 
in,  ending  one  of  t 
most  bizarre  cha  mi 


raestioi 


1985  REVENUES 

$1.9  BILLION 

PC  MARKET  SHARE 

8.7% 

GROSS  MARGINS 

42% 

m  1993-961 


$7.9 


3 


John 
Sculley 


OUTCOME  CEO  Sculley  ousted  Steve 
Jobs  in  '85,  then  cut  1,200  people 
and  took  a  $40  million  charge.  A 
new  Mac,  the  LaserWriter-Plus,  and 
other  products  drove  up  sales. 
Gross  margins  rose  to  above  50%  by 
early  '86,  and  the  stock  more  than 
doubled  by  midyear.  By  '93,  though, 
price  wars  and  heavy  R&D  spend- 
ing got  Apple  in  trouble  again. 


]\^icfael 
Spindler 


1993  REVENUES 

PC  MARKET  SHARE 

GROSS  MARGINS 

OUTCOME  Spindler  laid  off  2 
people,  slashed  costs  13%,  aiillGllls 
product  prices  by  30%-plus. ' 
harsh  measures,  plus  Macs  t 
on  the  new  PowerPC  chip,  gi 
company  a  sales  boost  by  mi 
But  Apple  misjudged  the  ma 
and  couldn't  meet  computer 
demand  in  '95.  Losses  and  in 
layoffs  ensued. 
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art 


tio 


day."  Says  Satjiv  S.  Chahil,  senior  vice- 
president  of  marketing:  "He's  just  what 
the  doctor  ordered." 

Now,  Amelio  has  to  come  up  with 
the  right  medicine.  Credited  with  re- 
viving troubled  National  Semiconductor 
Corp.,  Amelio  already  is  assessing  Ap- 
ple's ills:  slowing  sales,  shrinking  mar- 
ket share,  a  quarterly  loss,  layoffs,  a 
painful  exodus  of  executives,  and  no 
blockbuster  products  to  bail  it  out  any- 
time soon. 


been  brought  on  board?  Insiders  say 
there  was  no  deal  in  sight  when  Ame- 
lio took  the  job  but  that  Apple  board 
members  haven't  given  up  their  inter- 
est in  a  pact — as  long  as  the  price  is 
right.  Though  talks  continue,  insiders  at 
both  Sun  and  Apple  are  skeptical  that 
a  merger  will  come  off  now. 

Nobody  knows  exactly  what  Amelio 
will  do  to  revive  Apple.  But  insiders 
think  he  is  mulling  an  approach  like 
the  one  he  took  at  National  and  the 


ters  in  Apple's  high-drama  histo»;ereii 
This  chapter  involved  boardroom  tll'^ni  „ 
atrics  at  its  best.  It  began  on  Jan.  If 
the  day  of  Apple's  annual  sharehol(||: 
meeting.  Board  members  and  Spind' 
were  expecting  tough  but  manageal 
criticism  from  investors.  Insiders  s 
Spindler  and  the  board  had  begun  se  iuj^j^^ 
ous  negotiations  to  sell  Apple  to  S 
the  week  before,  and  a  deal  looked  lil 
ly.  All  they  had  to  do  was  weather  t 
meeting. 


fonied 
ideri 
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ipindler  was  coached  on  how  to  take 
icism  without  responding  angrily, 
ders  say.  That  would  prove  handy, 
)ne  jab  after  another  was  thrown  at 
I.  Afterward,  at  a  press  conference, 
lirman  A.  C.  "Mike"  Markkula  Jr. 
ported  Spindler,  even  patting  his 
ulder  and  telling  the  press:  "I  like 

guy.  He's  a  very  good  person." 
>ut  events  would  quickly  erode 
•kkula's  backing.  That  afternoon,  the 
rd  met  to  consider  Sun's  merger  of- 

On  the  table:  a  proposed  stock 
ip,  valuing  Apple's  shares  in  the 
-20s — far  below  its  Sl%  selling  price 
t  day.  The  board  was  stunned, 
reholders  were  unlikely  to  approve 
1  a  lowball  bid.  Says  one  insider: 
e  board  really  thought  they  would 
e  out  with  a  deal  and  all  would  be 
iven." 

iSHING  NEWS.  Realizing  a  merger 
now  dicey,  the  board  met  again 
,  night  for  a  "business  session"  in 
ch  one  Apple  executive  after  an- 
!r  made  presentations,  outlining  the 
es  Apple  faced.  Insiders  say  the 
'd  listened,  nearly  mute,  barely  ask- 
questions.  But  the  magnitude  of 
lie's  problems  began  to  sink  in.  Says 
insider:  "They  got  their  [minds] 
ind  the  fact  that  things  weren't 
ling  well." 


I996-? 

I/ENUES 

$11  BILLION 

IT  SHARE 

7.8% 

lARGINS 

15% 

GES  Market  share  and 
rgins  are  way  down,  and 
g  new  products,  such  as 
id  Copland,  won't  kick  in 
Hot-button  tasks:  Hawk 
10  million  in  inventory  and 
ictions  of  key  execs. 

A:  COMPANY  REPORTS,  DATAQUEST  INC, 


or  seven  days,  the  pressui'e  mount- 
Board  members,  still  stinging  from 
shareholder  meeting,  were  stunned 
an  onslaught  of  bad  press.  Big 
eholders,  reading  leaks  about  the 
talks,  began  contacting  the  board 
ctly,  denouncing  the  bid.  Then, 
hing  news:  Some  coi-porate  buy- 
worried  about  Apple's  future, 
i  delaying  purchases;  a  few  were 
I  considering  a  switch  to  rival  PCs, 
Tim  Bajarin,  president  of  market 


researcher  Creative  Strategies  Interna- 
tional. The  final  blow:  On  Jan.  29,  Stan- 
dard &  Poor's  downgraded  some  of  Ap- 
ple's debt  to  "junk"  status.  Says  an 
insider:  "It  became  clear  as  time  went 
on  that  this  was  about  more  than  hav- 
ing buddies  on  the  board." 

It  was  time  for  Spindler  to  go. 
Markkula  called  an  emergency  meet- 
ing for  Jan.  81  at  Manhattan's  St.  Reg- 
is Hotel.  Insiders  say  Spindler,  who 
traveled  to  New  York  with  his  wife, 
was  caught  off  guard  and  argued  pas- 
sionately for  more  time.  The  board  was 
firm:  Spindler  had  contributed  much 


Gil 

Amelio 


over  his  16  years  at  Apple,  but  direc- 
tors had  been  surprised  by  plunging 
gross  margins,  throwing  into  question 
management's  credibility.  "I  know  it's 
the  pits,  for  Michael  and  for  all  of  us," 
Markkula  stated  in  a  Feb.  4  E-mail  to 
Apple  employees.  That  night,  Markku- 
la and  Amelio,  close  friends  and  both 
pilots,  flew  out  of  New  York  in 
Markkula's  Falcon  900.  Amelio,  52,  an 
engineer  with  16  patents,  had  become 
Apple's  fourth  chief. 

By  6:30  a.m.  on  Feb.  1,  Apple  was 
aswirl  with  rumors  of  Spindler's  ouster. 
Employees  scrambled  to  find  copies  of 
their  new  boss's  book.  Profit  from  Ex- 
perience, a  step-by-step  description  of 
how  Amelio  "transformed"  National 
Semiconductor  fi'om  its  worst  loss  ever 
($151.4  million  in  the  fiscal  year  ended 
May  26,  1991)  to  its  best  year  (a  $264.2 
million  profit  in  fiscal  1995). 

By  Thursday  afternoon,  AmeUo  noti- 
fied National  Semiconductor  that  he 
was  leaving.  The  news  surprised  the 
chipmaker's  board  and  top  executives. 
"I  was  shocked  and  annoyed,"  says 
Charles  E.  Sporck,  a  board  member 
and  foimer  ceo  and  president.  "I'm  dis- 
appointed that  he  decided  to  bag  it." 
Amelio  met  with  his  seven-member  ex- 
ecutive committee  and  National's  gen- 
eral counsel  late  Thursday.  In  a 
20-minute  meeting, 
he  assured  everyone 
he  had  not  sought 
the  Apple  job.  But 
he   said   he  could 
not  turn  down  the 
chance  to  save  Ap- 
ple. "Gil  sees  this 
k    as  a  mission  for 
America," 
says  Mo- 
desto A. 
Maid- 
ique,  a 
Nation- 
al board 
member. 
Since  the 
stock  market 
had  already  closed, 
National  decided  to 
announce  Amelio's  plans 
early  Friday  morning.  But 
Apple  still  wasn't  ready. 
So  at  8:30  a.m.  Pacific 
time.  National  finally  put 
out  a  terse  release  on  its 
own,  saying  Amelio  had 
resigned.    Apple's  an- 
nouncement came  at  6:45 
p.m.,  apparently  held  up 
while  Spindler  hammered 
out    his  compensation 
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package.  Apple  declines  to  comment  on 
the  matter. 

That  Friday,  Spindler  cleaned  out 
his  office  as  his  tearful  support  staff 
looked  on.  By  evening,  the  German- 
born  executive  sent  an  emotional  E- 
mail  message  to  Apple  employees  that 
began:  "Dear  Colleagues:  The  end  of 
a  long  voyage.  A  page  in  my  life  has 
tui'ned ..."  He  reminisced  and  took  the 
full  bnmt  of  what  had  gone  wong.  "So 
it's  time  for  me  to  go!"  he  wrote. 
"Mistakes  or  misjudgments  made?  Oh 


yes — even  plenty.  Both  in  business  and 
personal  judgment  terms.  I  take  per- 
sonal responsibihty  for  things  that  did- 
n't work  and  should  have  worked.  I 
tried  to  give  it  my  best — both  intel- 
lectually and  physically  in  every  comer 
of  the  world  to  carry  this  cause  and 
its  color." 

Amelio  is  already  plowing  through 
Apple's  problems.  He  hates  talk  of  a 
"turnaround"  because  it  impHes  a  quick 
fix  with  lots  of  layoffs.  He  prefers  to  be 
known  as  "transformation  manager" — 


someone  who  works  with  employees 
craft  a  vision  and  rally  the  troops 
hind  it.  "He's  not  a  guy  who  comes 
and  turns  things  around  by  swingin 
machine   gun,"   says  Frederick 
Zieber,  president  of  Pathfinder 
search  Inc.  in  San  Jose.  Whate 
methods  he  employs,  he  faces  some 
the  most  daunting  challenges  of 
Apple  CEO  yet. 

By  Kathy  Rehello,  with  i2o6fciK 
D.  Hof  and  Peter  Burrows,  in 
Francisco 


DEALS 


PACKARD  BELL  AND  ZENITH  DATA: 
THE  TORTOISE  AND  THE  TORTOISE? 

It  looks  like  a  good  fit,  but  analysts  are  generally  sour 


From  scratch,  Beny  Alagem  built 
Packard  Bell  Electronics  Inc.  into 
a  $4.5  billion  PC  company  in  just  10 
years.  Ti'ouble  is,  he  keeps  having  to 
shore  up  its  foundations. 

In  a  complex,  nearly  $700  inillion  deal 
announced  on  Feb.  7,  Packard  Bell  said 
it  is  taking  over  Zenith  Data  Systems 
Coip.,  a  unit  of  France's  Groupe  Bull.  In 
exchange,  Packai'd  will  gi'ant  Bull,  which 
already  owned  20%  of  Pack- 
ard, preferred  shares  worth 
up  to  $400  million.  At  the 
same  time,  Japan's  NEC  Corp., 
which  also  holds  20%  of 
Packard,  said  that  it  would 


There's  just  the  little  matter  of  fi- 
nancial trouble  at  both  companies.  "Bad 
money  after  bad  money  is  what  I  would 
call  it,"  says  Kimball  H.  Brown,  an  ana- 
lyst at  market  researcher  Dataquest. 
Zenith  lost  more  than  $100  million  last 
year,  according  to  a  company  insider 
Once  a  major  player  in  notebook  com- 
puters— it  sold  one  out  of  every  five 
portables  in  1989 — Zenith  has  seen  its 


ANATOMYOFAPGMEGADEAL 


transfers  money-losing  Zenith 
Data  Systems  to  Packard  Bell 
and  assumes  some  debt  in  a 


pump  an  additional  $288  mil-    TT^TTT.   f'.^.^J      .^'^  '^Jl'i°1'.       Alagem  has  repeatedly  an 


the  signs  of  being  in  trouble.  Wa 
Street  believes  it  is  strapped  for  casl 
which  makes  a  public  offering  an  ui 
tenable  option.  Hitting  up  partners  ft  m 
cash  infusions  is  the  company's  bei  I'iils 
recourse  for  funding  growth.  NEC 
new  investment  brings  its  total  coi 
tribution  since  August  to  $453  milHo; 
And  in  November,  Intel  disclosed  th{  t, 
it  had  converted  part  of  one  cui 
tomer's  $470  million  accounts-recei'liase  ai 
able  tab  into  a  loan.  Analysts  say  tl-Jatlie 
customer  was  Packard  Bell. 
TOUGH  YEAR.  Another  big  downe: 
The  Christmas  selling  season  did  m 
meet  Packard  Bell's  projections.  As 
result,  in  Januaiy,  it  laid  off  250  en 
ployees  at  its  Sacramento  plant,  aboi 
6%  of  the  workforce  there.  Worldwid 
its  sales  were  up  35%,  to  $4.5  billioi 
But  analysts  say  Packar  i 
bet  heavily  on  Intel's  7i  if: 
megahertz  Pentium  chip  an 
got  caught  with  excess  ii 
ventory  that  it  had  to  ui 
load    at    fire-sale    price  j. 


It  ao'f 


lurce- 


Uon  into  the  PC  maker,  also  in 
exchange  for  redeemable  pre- 
ferred shares.  Voting  control 
of  Packard  will  remain  in  the 


invests  $283  million  in  Pack- 
ard Bell.  It  and  Bull  receive 
nonvoting  preferred  stock  for 
their  investments,  keeping  their  stakes  in  Packard  at  20%. 


vehemently  denied  such  r( 
ports:    "All    the    rumoi  IihI 
you've  heard  about  our  ii  ft 
ventoiy  of  Pentium  75s  ai  itiai 


hands  of  Alagem  and  other   totally  fabricated,"  he  say 


insiders. 

PHASE  TWO?  On  the  surface, 
Zenith  and  Packard  look  like 
a  good  fit.  Packai'd  is  the  lead- 
ing seller  of  pc:s  thi"ough  U.  S. 
mass  market  retailers  and  has 
ju.st  begun  selling  to  commer- 
cial accounts  through  traditional  com- 
puter dealers.  Zenith  sells  almost  ex- 
clusively to  companies  and  government 
agencies.  Zenith  makes  notebook  com- 
puters and  network  ser-vers,  higher-mar- 
gin products  that  Packai'd  Bell  does  not 
offer  Fuither,  moi-e  than  half  of  Zenith's 
estimated  $1.3  billion  in  sales  are  over- 
seas, where  Packard  Bell  did  less  than 
10%)  of  its  business  last  year.  "What 
you're  seeing  is  the  beginning  of  the 
second  phase  of  Packard  Bell's  growth," 
says  Alagem,  Packard's  CEO. 


.^f  Packard  Bell 

s.—  becomes  the  U.S.'s  top  seller  of  PCs,  as  well 
as  gaining  Zenith's  substantial  overseas  operation. 

DATA  COMPANY  REPORTS 

market  share  fall  below  3%.  One  prob- 
lem: It  was  late  in  offering  a  version 
based  on  Intel  Corp.'s  Pentium  chip. 
And  its  major  government  contract,  a 
$700  million  deal  supplying  desktops  to 
the  Air  Force,  has  pretty  much  run  out. 
Bull  has  been  looking  for  a  buyer  for 
the  subsidiary  for  more  than  a  year,  so 
it  welcomed  Alagem's  offer  to  consoli- 
date it  into  Packard  Bell. 

Alagem  won't  confii-m  that  Packard 
Bell  lost  money  in  1995,  as  analysts  con- 
tend, but  the  company  is  showing  all 


This  year  could  be  eve 
more     demanding.  Th 
growrth  of  the  U.  S.  PC  mai 
ket  will  slow  to  16%  froi 
last  year's  22%,  according  1 H 
researcher     Internation;  | 
Data  Corp.  Plus,  there  wi 
be  tough  competition  from  such  con  ut 
panies  as  Hewlett-Packard  Co.  anjui 
Acer  America  Corp. 

Still,  Packard  Bell  has  gone  to  tlL; 
brink  and  back  at  least  twice  in  tl 
past  three  years,  and  the  irrepresi 
ible  Alagem  thinks  he'll  bring  it  baclct, 
again.  "Now,  we  have  a  complete  glol  \ 
al  enterprise,"  he  beams.  Brave  tal 
Time  to  make  good  on  it. 

By  Larry  Armstrong  in  Los  Angth 
les,  with  Peter  Elstrom.  in  Chicag  j 
arid  bureau  reports 
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IRLINES 


BREAKTHROUGH 
I  THE  SKY 

e  U.S.  and  Germany  are  near  a  landmark  reg-slashing  deal 


ess  than  five  years  ago,  unfettered 
international  airline  competition 
Iseemed  a  hopeless  fantasy.  Then,  in 
2,  the  U.  S.  struck  a  deregulation 
t  with  the  Netherlands.  Last  year,  it 
1  similar  accords  with  nine  small  Eu- 
ean  nations.  Now,  U.  S.  and  German 
ition  officials  are  close  to  reaching 
it  could  be  a  landmark  reg-slashing 
1:  an  "open-skies"  pact  that  would 
ually  end  restrictions 
flights  between  the 
'  I  nations — and  pos- 
y  usher  in  a  new  era 
North  Atlantic  air 
;el. 

'he  agreement  could 

I  "ease  air  traffic  be- 

'  en  the  U.  S.  and  Ger- 
ly  by  10%,  industry 
government  analysts 
mate,  and  generate 
3xtra  $200  million  in 

I  ual  revenues  for 
erican  carriers.  Air- 
sources  say  it  could 
1  to  new  German- 
id  flight  connections 
iestinations  in  Asia 
Africa.  Most  impor- 
it  could  pressure 
-resistant  Britain  and 
nee,  among  others, 
comparable  pacts, 
fnder  the  terms 
ked  out  in  six 
iths  of  closed-door 
atiations  between  the  U.  S.  Trans- 
-ation  Dept.  and  the  German  Trans- 
,  Ministiy,  carriers  from  both  coun- 
s  would  be  free  to  set  their  own 
s  and  flight  schedules,  according  to 
i.  officials.  While  the  agreement 
Id  not  allow  Lufthansa,  for  example, 
ly  between  U.  S.  cities,  it  would 
it  the  carrier  access  to  any  U.  S. 
ort  that  maintains  customs  and  im- 
ration  services.  "This  is  a  break- 
lUgh  agreement,"  says  Matthias 
smann,  Germany's  Ti-ansport  Minis- 
"We've  set  a  flight  path  to  deregula- 
."  Announcement  of  a  final  deal  is 
icted  later  this  month. 
Hiy  now?  German  aviation  officials 
i  the  pact  will  help  Lufthansa  coun- 
rivals  such  as  British  Airways  plc, 
:h  sources  say  is  close  to  nailing 
n  a  partnership  with  American  Air- 
)  Inc.  That  deal  faces  several  hur- 


dles: U.  S.  transportation  officials  are 
threatening  to  block  it  unless  Britain 
grants  U.  S.  carriers  greater  access  to 
London's  Heathrow  Airport,  Europe's 
busiest.  If  it  flies,  though,  the  pact 
would  allow  American  to  feed  domestic 
U.  S.  passengers  into  parts  of  ba's  glo- 
bal network,  and  vice  versa,  creating 
the  lai'gest  and  most  powerful  airline  al- 
liance in  the  world.  It  also  would 


AIRLINE  OFFICES  IN  MUNICH:  For  U.S. 
carriers,  the  pact  would  make  Ger- 
many a  m.ajor  gateway  to  Asia 
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threaten  ba's  troubled 
relationship  with  partner 
us  Air. 

Lufthansa  entered 
into  a  similar  joint  oper- 
ating agreement  with 
United  Airlines  Inc.  in 
1994.  That  alliance  would 
be  cb'amatically  strength- 
ened by  an  exemption 
from  U.  S.  Justice  Dept. 
antitrust  restrictions,  which  German 
negotiators  are  demanding  before  they 
agree  to  open  skies.  The  exemption 
would  free  the  airlines  fi'om  laws  pro- 
hibiting collaboration  on  fares  and  coor- 
dinating schedules.  As  a  result, 
Lufthansa  and  United  could  realize  ef- 
ficiency savings  totaling  $40  million, 
some  U.  S.  analysts  estimate.  "It's  a 
win-win  situation  for  both  airlines," 
says  Lorne  Campbell  of  Schroder 


Miinchmeyer  Hengst  & 
Co.,  a  German  investment 
bank. 

The  prospect  of  a  strong- 
ei-  United-Lufthansa  alli- 
ance is  ah'eady  redraw- 
ing the  competitive 
map.  American  Airlines 
has  ended  its  flights  be- 
tween Chicago  and  Munich,  saying  it 
cannot  compete  against  the  potent  com- 
bination. For  its  part,  American  is  call- 
ing on  U.S.  negotiators  to  speed  up 
talks  on  gaining  more  route  rights  in 
Japan. 

BUSIEST  HUB.  Ti-ansportation  Dept.  offi- 
cials, meanwhile,  are  eyeing  Britain 
and  France.  Heathrow  now  handles  as 
much  as  70%  of  air  traffic  from  the 
U.  S.  to  the  rest  of  Eui'ope.  But  British 
authorities  have  only 
granted  landing  rights 
there  to  just  two  U.  S. 
carriers,  American  and 
United.  The  U.S.  envi- 
sions a  deregulated  Ger- 
many siphoning  off  traf- 
fic from  Heathrow  and 
tiu'ning  Frankfurt  into  a 
major  gateway  to  the 
booming  Asian  markets. 
"Is  it  realistic  to  think 
German  airports  will 
provide  key  gateways  to 
the  rapidly  expanding 
Asia-Pacific  market?  Ab- 
solutely," says  Senator 
Lany  Pressler  (R-S.  D.), 
a  key  negotiator  for  the 
U.  S.  in  talks  with 
Germany. 

The  British  scoff  at 
the  U.  S.  gambit  to  lev- 
erage such  a  deal,  and 
say  there  simply  is  no 
space  at  Heathrow  for 
more  American  carriers. 
British  Aimays  spokes- 
man Michael  Blunt  says 
the  idea  that  British  Aii-- 
ways  officials  are  afraid 
to  compete  against  lean- 
er and  meaner  American 
rivals  "is  absolute  cod- 
swaflop."  But  on  Feb.  7, 
British  Foreign  Secre- 
taiy  Malcolm  Rifldnd  de- 
clared his  wiUingness  to 
reopen  U.  S. -British  aviation  talks, 
which  stalled  in  October.  "Last  year, 
we  made  some  progress  before  talks 
broke  down,"  Rifldnd  says.  "There's  no 
good  reason  not  to  resume  those  talks." 
And  now  there's  a  veiy  good  reason  to 
do  so:  Germany. 

By  Christina  Del  Valle  in  Washington 
and  Paula  Dwyer  in  London,  ivith 
Karen  Lowry  Miller  in  Bonn  and 
bureau  reports 
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TELECOMMUNICATIONS 


HOLD  THE  PHONE- 
IT'S  A  MARKETING  FREE-FOR-ALL 

The  opening  of  local  service  will  bring  a  flood  of  sales  pitches 


Brace  yourself.  If  you're  fed  up  with 
phone  company  ads,  never  want  to 
hear  another  pin  drop,  think  you'll 
yank  the  thing  out  of  the  wall  if  you  get 
one  more  call  from  a  long-distance  tele- 
marketer during  dinner — you  ain't  seen 
nothing  yet.  Congress'  Feb.  1  passage  of 
the  Telecommunications  Act  of  1996  is 
about  to  unleash  a  toirent  of  marketing 
campaigns  importuning  you  to  change 
something  you  probably  never  thought 
much  about  before:  local  phone  service. 

The  landmark  legislation,  scheduled 
to  be  signed  into  law  by  President 
Clinton  on  Feb.  8,  will  open  up  local 
calling  to  competition  for  the  first  time 
in  decades.  It  will  take  six  months  or 
so  for  federal  rules  to  be  worked  out, 
but  by  the  end  of  1996,  consumers 
across  the  U.  S.  should  ^^^^""••^^ 
be  able  to  ditch  their 
local  monopoly  in  favor 


cable  TV,  or  other  services.  The  idea, 
though,  is  unproven.  In  a  recent  sur- 
vey by  Mercer  Management  Consulting 
Inc.,  just  6%  of  respondents  said  they 
would  consider  buying  all  of  their  ser- 
vices fr"om  one  company. 

Then  again,  nobody  has  had  the  op- 
tion before.  "We  believe  that  if  each 
service  in  and  of  itself  is  of  high  value, 
then  single-stop  shopping  is  a  strategy 
that  can  work,"  says  Joseph  P.  Naccio, 
executive  vice-president  for  at&t's  con- 
sumer business.  And  carriers  may  offer 
some  steep  discounts  on  parts  of  the 
package.  "When  I  look  into  the  futui'e,  I 
see  local  service  in  some  cases  given 
away  for  free,"  predicts  Sprint  Corp. 
poUcy  chief  John  R.  Hoffrnan. 

For  now,  companies  such  as  at&t  and 


PHONE  HOME 

A  Nynex  service 
call  in  New  York; 
long-distance 
carriers,  cable 
companies,  and 
others  are  eyeing 
the  local  market 
hungrily 


|ATE( 


III 

i! 


ASSAULT  ON  THE  BABY  BELLS 

Long-distance  companies'  marketing  plans 


MCI  Communi 
tions    Corp.  \ 
have  to  lease  c 
ing  lines  from 
local  phone  com 
ny  in  order  to  p 
vide  service.  I 
most  plan  to  swi 
to  an  alternat 
network  quid 
That's  when  Me 
get  confusing 
con.sumers.  Cho 
ing  a  long-distance  carrier  mainly 
volves  price  comparisons.  But  with  k 
service,  consumers  could  opt  to  plug 
phone  into  the  cable-TV  outlet,  now  t, 
major  cable  operators  are  upgrad 
their  networks  to  offer  phone  service 
WIRELESS  WORLD.  If  that's  not  app(  fryen 
ing,  there's  wireless.  Sprint's  first  w 
less  network  using  new  personal  c( 
munications  service  (PCS)  technologj  Wtte 
up  and  nmning  in  Washington.  The 
rier  expects  to  be  offering  the  servicf 
15  states  by  yearend — for  a  basic  fee  rii 
$15  a  month,  at&t  also  plans  a  natio 
PCS  service  by  mid- 1997  and  has  stro 
ly  hinted  that  it  is  prepared  to  bi 
its  own  local  wired  lines  in  some  arc 
MCI  has  built  local  fiber-optic  netwo, 
in  25  cities. 

The  Baby  Bells  have  their  olmjvf.p 
strategies.  Once  new  rivals  enter  th 
local  markets,  the  new  regs  allow 
Bells  to  offer  long-distance  servic 
which — you  guessed  it — they  plan 
bundle  with  other  options  such  as  ce 
lar  calling.  They  may  also  improve  th 
images.  "No  more  putting  customers 
hold  when  they  call,"  pledges  Brian 
Lane,  marketing  vice-president 
Nynex  Cor{3.  "Our  service  quality  she 
improve  cb-amatically,  and  that's  the  h  j, 
marketing  strategy." 

Phone  company  executives  routin 
say  they  don't  want  to  inundate  e 
sumers  with  ads  and  telemai'keting  a 
But  let's  face  it:  Brand  awareness 
become  crucial  in  a  market  where  soL 
30%  of  consumers 
think  they  get  lo| 
phone    service  fr 


mtecis: 


of  AT&T,  MCI,  Sprint,  a   at&t.  (No  one  do( 


cable  company,  or  an 
out-of-state  local  phone 
company. 

NEW     TERRAIN.  The 

pitch?  Bundling.  Phone 
companies  figure  that 
customers  really  want 
a  single  source  for  all 
their  communications 
needs,  be  they  local, 
long-distance,  interna- 
tional, wireless,  online, 


AT&T  Will  initially  resell  local  service  purchased  from  local  phone 
companies.  By  mid-1997,  it  will  market  mobile-phone  service,  too. 
Other  services:  satellite  TV,  Internet  connections. 

MCI  Has  built  local  calling  networks  in  25  cities,  but  it  still  needs  a 
link  to  individual  homes.  To  get  that,  it  also  will  start  to  resell  local 
phone  service.  Other  services:  paging,  satellite  TV. 

SPRINT  Has  partnerships  with  three  cable-TV  operators  and  Teleport, 
an  alternative  local  phone  company  that  by  yearend  will  offer  consu- 
mers phone  service  over  their  cable  lines.  Other  services  include  digital 
wireless  calling. 


Notes  Thomas  Elliotf* 
managing  partner  wl 
Aithiu-  Andersen  &  (j 
"For  the  first  time, 
industry  is  going 
have  to  communicate 
Groan.  Get  ready 
take  your  phone  off 
hook  during  dinnert: 
By  Catherine  Ar\ 
in  Neu)  York,  with  Mi 
Lewyn  in  Washingto] 
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rRATEGIES 


S  THERE  REALLY  ROOM  AT  THE  INN 
OR  STEVE  BOLLENBAGH? 

Iton's  new  CEO  still  has  to  answer  to  the  chain's  patriarch 


t Stephen  F.  Bollenbach  likes  fast  cars 
^arid  the  California  coast.  Barron 
P  Hilton  favors  Cuban  cigars  and 
im  service  at  the  Hilton-owned  Wal- 
f  Astoria  in  New  York  City.  They 
I't  hang  out  together  much, 
strange  corporate  bedfellows,  indeed, 
t  there  they  were,  chatting  amiably 
id  the  cigar  smoke  in  Hilton's  Bever- 
Hills  office.  On  Feb.  5,  Bollenbach 
ran  his  new  job  as  Hilton  Hotels 
rp.'s  chief  executive  officer.  Replac- 
68-yeai-old  BaiTon  Hilton,  who  ,  ^ 
i  remain  chaimian,  Bollenbach,  ^-r-Jr 

became  the  first  non-Hilton  f 
head  the  50-year-old,  $1.7  bil- 
1  hotel  and  gaming  empu"e. 
iow  long  the  ex-surfer  and  the 
rician  can  co-exist  is 
one's  guess.  Hilton  Ho- 
;  is  a  chi'onic  under- 
former,  plagued  by 

indecision  of  its 
irman.  Bollenbach 
I  strong,  forceful 
cutive.  For  now, 
ey're  on  their 
leymoon,"  says 
ney  manager 
rio  Gabelli,  who 
ds   about   5%  of 
ton  shares  through 
ious  funds.  "After  the 
t  100  days,  who  knows?" 
|:k  and  forth.  During 
years  at  Hilton's  helm, 
'ron  Hilton,  the  son  of 
ipany  founder  Conrad  N. 
ton,  has  forged  a  tortu- 

path.  He  has  twice  put 

company  up  for  sale  only 


to  renege,  torn  by  his  emotional  attach- 
ment to  the  family  business.  He  con- 
sidered, then  rejected,  a  spin-off  of 
Hilton's  gaming  operations  late  last  year. 
And  he  has  frozen  out  executives  who 
wanted  to  make  changes  too  fast,  say 
insiders.  Hilton's  stock  has  suffered  as  a 
result:  Before  jumping  21%  in  two  days 
on  word  of  Bollenbach's  appointment, 
shai'es  were  stuck  around  60,  no  higher 
than  they  had  been  in  1989  (chart). 
Enter  Bollenbach,  a  sure-handed  fi- 
nancial executive  with  a  solid  rep 
on  Wall  Street.  He  engineered  a 
$2.6  billion  recapitalization  of  Hoh- 
day  Corp.  in  1986  and  a  massive 
spin-off  at  Marriott  Corp.  seven 


HILTON  HEAD 


Ex-Disney  CFO 
Bollenbach,  who 
negotiated  the 
Capital  Cities/ 
/VBC  deal,  is 
known  for  his 
dealmaking  skill, 
but  he'll  have  his 
hands  full  at  the 
troubled  hotelier 


years  later.  In  between,  Bollenbach 
saved  Donald  Trump's  skin,  coaxing 
banks  into  a  restructuring  deal  that  al- 
lowed Tr-ump  to  hold  on  to  his  Atlantic 
City  casinos  in  1990.  And  last  year,  as 
chief  financial  officer  of  Walt  Disney 
Co.,  he  negotiated  the  $19  bilhon  ac- 
quisition of  Capital  Cities/ABC  Inc. 
"There  isn't  a  blemish  on  his  record," 
says  Joseph  V.  Coccimiglio,  an  analyst 
with  Dean  Witter  Reynolds. 
"TREMENDOUS  UNCERTAINTY."  Industry 
sources  say  Bollenbach  left  Disney  be- 
cause ceo  Michael  D.  Eisner  brought 
in  superagent  Michael  Ovitz  as  presi- 
dent, diluting  Bollenbach's  power  Bol- 
lenbach denies  that,  pointing  instead  to 
the  chance  he  will  have  at  Hilton 
to  nm  his  own  show.  "My  job  is  to  get 
involved  in  the  operations  and  get  per- 
formance to  a  higher  level,"  he  says. 

Will  he  really  get  the  chance?  BaiTon 
Hilton  says  he  intends  to  retire  to  his 
550,000-acre  Nevada  cattle  ranch  to 
spend  more  time  flying  his  fleet  of  an- 
tique airplanes.  But  to  keep  tabs  on 
Bollenbach,  "I'm  going  to  keep  a  cell 
phone  with  me  wherever  I  go," 
jokes  BaiTon. 

Ominous  words,  perhaps,  for 
Bollenbach,  a  man  with  much  to 
do.  Despite  240  hotels  worldwide 
and  a  strong  Las  Vegas  gaming 
presence,  Hilton  needs  a  boost. 
Its  retiuTi  on  gaming  assets  was 
4.9%  last  year,  about  half  that  of 
competitors  Mu'age  Resorts  Inc. 
and  HajTah's  Entertainment.  The 
hotel  businesses  ai'e  faimg  better 
1995  operating  profits  were  $208 
million,  up  41%.  But  investors 
and  other  critics  charge  that 
Hilton's  long-endunng  cachet  has 
faded.  More  important,  it  badly 
trails  competitors  in  the  fast- 
growing  midprice  market  for 
business  travelers,  while  inter- 
national expansion  has  been  slow. 
"There's  been  tremendous  uncer- 
tainty at  Hilton,"  says  Fred 
Malek,  chainnan  of  Thayer  Cap- 
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ital  Partners  and  a  former'  pi-esident  of 
Man-iott  Hotels  &  Resorts. 

Bollenbach  must  persuade  Barron 
Hilton,  who  still  holds  33%  of  the  com- 
pany's shares,  to  support  decisive  ac- 
tion. Most  likely,  the  new  ceo  will  ftrst 
address  Hilton's  gaming  strategy.  His 
second  day  on  the  job,  Bollenbach  flew 
to  Las  Vegas  to  tour  the  Flamingo 
Hilton  and  Las  Vegas  Hilton  casinos. 
Those  casinos,  after  face-lifts  costing  a 
combined  $200  million,  ai'e  performing 
nicely.  But  they're  old-fashioned  resorts 
with  httle  room  for  expansion,  and  such 
rivals  as  Mirage  and  Circus  Circus  En- 
terprises Inc.  are  spending  lavishly  to 
build  megapalaces  down  the  street. 

More  problematic  is  Atlantic  City, 
where  Hilton  has  repeatedly  failed  to 
follow  through  on  plans  to  enter  the 
resurgent  gaming  market.  Some  ana- 
lysts predict  that  Bollenbach  will  use 
Hilton's  strong  balance  sheet  to  muscle 
onto  the  Boardwalk  by  purchasing  a 
Bally's  or  Trnamp  property.  And  Bollen- 
bach vdll  have  to  address  a  series  of 
missteps  in  smaller,  soft  markets,  such 
as  Kansas  City  and  New  Orleans,  where 
Hilton  owTis  a  middling  riverboat  casino. 
MEDDLER.  Similtu'ly,  Bollenbach  needs  to 
push  Hilton's  hotel  unit  to  exploit  new 
mai'kets.  Overseas  operations  are  slated 
to  grow  from  6  to  some  25  by  2000. 
Meanwhile,  Hilton  plans  to  blanket  the 
country  with  its  new  Gaitlen  Imis.  Dieter 
H.  Huckestein,  president  of  the  hotel  di- 
vision, plans  to  plunk  dovro  about  100 
of  the  midpiice  hotels  near  the  popular 
Couityai'd  by  Marriott  locations,  slash 
prices,  and  offer  more  amenities. 

Str"ategy  is  one  thing.  Dealing  with 
the  unpredictable  Barr'on  Hilton  is  an- 
other Industry  insiders  say  the  chair- 
man has  alienated  aggr-essive  and  tal- 
ented senior  manager's  befor'e  with  his 
meddling  conservatism.  In  1993,  after 
failing  to  persuade  Hilton  to  expand 
into  Atlantic  City,  gaming  unit  chief 
John  V.  Giovenco  left  to  head  itt  Sher- 
aton Hotels.  For  the  next  few  years, 
Barron  Hilton  relied  heavily  on  then- 
Hilton  President  Raymond  C.  Avansino 
Jr.  But  insiders  say  Avansino  departed 
without  making  much  of  an  impact. 

Will  Bar'ron  Hilton  make  r'oom  for 
the  new  guy?  "He's  the  boss,  he's  in 
char'ge,"  says  Hilton  thr'ough  a  cloud  of 
pungent  cigar  smoke.  "I  want  to  fly  air- 
planes while  I'm  still  young  enough." 
But  one  day,  Hilton  may  land  to  find 
that  Bollenbach  has  leveraged  the  com- 
pany or  diluted  the  family  stock  hold- 
ings. If  that  happens,  the  sparks  will 
fly.  The  honeymoon  may  be  over. 

By  Eric  Schitie  and  Rottald  Gwver 
in  Los  Angeles 


COMMODITIES 


WHY  GOLD'S  FLASH 
WON'T  LAST 

Prices  are  rising,  but  the  upside  is  limited 
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For-  two  year's,  Lucille  Paler-mo  strug- 
gled as  the  price  of  gold  went 
nowher-e.  Her-  Van  Eck  Gold  Re- 
sources Fund  underperfor-med  stocks  by 
17  per-centage  points  in  1994,  then  by  33 
points  last  year.  But  today,  her  faith  in 
the  precious  metal  has  been  r'evived: 
"We've  definitely  tm-ned  the  comer  This 
is  a  long-term  bull  market,"  she  says. 

Amazing  what 
a  month-long 
runup  will  do 


pelling.  Demand  for  gold  for  jewel 
electr-onics,  and  investments  soared  1( 
last  year" — much  of  the  increase  comi  ^ 
fr-om  India,  wher'e  gold  r'emains  a 
vor-ed  storehouse  of  value.  Mine  pi 
duction,  meantime,  dechned  for  the  s( 
ond  consecutive  year.  "The  physi 
market  pr-ovided  the  launching  pad" 
a  r-ally,  notes  Stewart  Miui-ay,  chief  ( 
ecutive    of  Gc 


PITY  MR.  T 
Rising  gold  prices  are 
driving  up 
jewelry  costs  for 
consumers.  That 
will  eventually 
undermine 
demand 
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Spot  pr-ices  for-  the  met- 
al have  jumped  7%  in 
1996,  closing  at  $414 
per  ounce  on  Feb.  7. 
That's  paltry  next  to 
gains  of  high-flying 
commodities  such  as 
coffee,  wliich  has  soar'ed 
27%  in  the  same  period. 
Yet  even  a  small  move 
in  gold  has  an  outsized 
impact  on  investor  psy- 
chology, and  on  stocks: 
Palermo's  fund,  tyj^ical 
of  others  specializing  in 
gold-mining  stocks,  was  up  27%  for  the 
year-  thr-(tugh  Feb.  6. 
DUMPING  HOARDS.  This  party  pr-obably 
won't  last  long,  though.  In  the  absence 
of  runaway  inflation,  a  financial  melt- 
down, war-,  or  political  crisis,  the  metal's 
potential  upside  likely  is  limited.  Many, 
indeed,  believe  that  gold  has  already 
seen  its  best  days  this  year-:  "We'r-e  in 
the  eighth  inning,"  cautions  analyst  J. 
Clar'ence  Mor-r-ison  of  Pr-udential  Securi- 
ties Inc. 

True,  the  fundamentals  seem  com- 


GLinERING,  FOR  NOW 


LONDON  AFTERNOON 
GOLD  FIX 
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Fields  Mineral  S|s,  is  a 
vices  Ltd. 

What  ignited  ttniiientr 
rise,  though,  was  f 
big  drop  in  f( 
ward-selling 
mining  compani( 
Through  most 
1995,  the  mines  htil 
kept  a  lid  on  gc  ttiei 
prices  by  extending  their-  use  of  hedgi 
pr'ogi-ams  designed  to  lock  in  futur'e  s(  man  of 
ing  prices.  But  late  in  the  year,  centi 
banks  didn't  keep  up  with  demand  i  b  aiiv 
gold  supplies  used  to  finance  the  hec 
ing  activities.  Their  r-esulting  high 
r'ates  made  hedging  less  profitable,  e;  s  '.i 
ing  selling  pr-essm-e  in  the  market.  A  s 

Barrick  Gold  Corp  «  ques' 
Jan.  30  disclosure 
plans  to  cut  forwar 
selling  by  one-thir-d  cc  i 
fir-med  the  suspicions 
bullish  speculator's,  w  t 
quickly  pushed  pric 
higher  The  market  a! 
drew  str-ength  fr-om  t 
r-obust  dollar,  the  fe  th\ 
eral  budget  stalemai  5  fioliat 
and  interest-rate  cu 
at  major  central  barrl 
The  price  increa 
could   quickly  undi 
mine  gold's  fiuidamentals.  Investors  n( 
are  likely  to  dump  some  of  their  hoanj 
Consumers  will  back  off  pr-icier  jewe' 
while  analysts  say  pr'oduction  will  ed 
up  this  year.  For'ward-selling  on  t 
part  of  pr-oducers  could  well  ramp 
again.  And  gold's  best  friend — inflation] 
r-emains  indisposed.  Ultimately,  then 
little  r-isk  that  pr-ices  will  fall  below  $3 
per  ounce.  But  ther-e's  not  much  upsi 
left,  either.  Advice:  If  you'r-e  not  in| 
gold  yet,  stay  out. 

By  Greg  Burns  in  Chica, 
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ELIX  AND  ALAN: 

OW  THAT'S  AN  ODD  COUPLE 

Tiay  be  fireworks  at  the  Fed  if  Rohatyn  gets  the  No.  2  post 


OUTSPOKEN:  Roliatyn  would  be  a 
forceful  advocate  for  growth 


obody  ever  said 
that  Felix  G. 
Rohatyn  was  a 

inking  violet. 

N,    the  Lazard 

res  &  Co.  invest- 

it  banker,  who 
behind  such  ma- 
deals    as  the 

Os    New  York 

f  bailout  and  the 

4  employee  buy- 
of  United  Air- 

s,  is  about  t  ' 

3  an  even  more 

minent  role:  HeV 

ig  to  Washing- 

— if  he  can  win 

ate  confirmation, 

;  is. 

iny  day  now, 
sident  Clinton  is 
ected  to  nomi- 

i  the  67-year-old  financier  as  vice- 
rman  of  the  Federal  Reserve.  The 
sident's  clear  hope:  that  the  out- 
ken  advocate  of  faster  economic 
vth  will  sei-ve  as  a  counter-weight  to 
tight-money  tilt  of  Fed  Chairman 
n  Greenspan,  whom  Clinton  also 
is  to  renominate. 

"11  QUESTIONS.  Given  Greenspan's 
1  esteem  with  Republicans  and  on 
1  Street,  Chnton  feels  he  has  to  re- 
linate  the  Fed  chief.  But  in  an  elec- 
I  year,  the  President  also  wants 
leone  on  the  board  to  rein  in 
enspan's  inflation-fighting  tenden- 
.  Outgoing  Fed  Vice-ChaiiTnan  Alan 
Blinder  occasionally  challenged 
enspan,  and  the  Administration 
es  Rohatyn  will  do  the  same — more 
n.  "If  Greenspan  thought  Blinder 
a  troublemaker,  he'll  find  Rohatyn 
be  much  less  judicious,"  says  one 


White  House  insider. 

But  first,  Rohatyn 
must  win  confirma- 
tion from  a  GOP-con- 
trolled  Senate  that 
hardly  shares  his  Ub- 
eral  views.  White 
House  insiders  and 
Capitol  Hill  lawmak- 
ers say  Rohatyn  will 
face  a  tough  giilling 
but  is  likely  to  sur- 
vive. He  has  the  sol- 
id support  of  Demo- 
crats gi"ateful  for  his 
years  as  a  party 
fund-raiser.  More- 
over, the  Senate  has 
never  blocked  a  Fed 
nomination  solely  on 
policy  gi'ounds. 

That  doesn't  mean 
the  GOP  will  accept 
Rohatyn  cjuietly.  Senate  Republicans 
probably  won't  raise  a  whimper  when  it 
comes  to  reapproving  the  conservative 
Greenspan,  whose  current  temi  expii'es 
on  Mar.  2.  But  some  lawmakers  plan 
to  giill  Rohatyn  about  his  past  as  well 
as  his  monetary  views  and  his  relation- 
ship with  the  Fed  chairman.  "The  fii'st 
question  we'll  have  is,  'How  well  can  he 
work  with  Alan  Greenspan?'  "  warns 
Senator  Robert  F.  Bennett  (R-Utah). 

Another  major  source  of  questions 
is  likely  to  be  recent  scandals  in 
Lazard's  municipal-bond  business — an 
operation  the  fii-m  built  up  largely  on 
Rohatyn's  stellar  reputation  ft-om  the 
New  York  City  bailout.  Late  last  year, 
Lazard  agreed  to  pay  .$12  million  to 
settle  a  muni  probe  in  Massachusetts;  in 
1994,  it  and  Merrill  Lynch  &  Co.  anted 
up  $3.6  million  as  a  result  of  alleged 
wrongdoing  in  munis  in  Washington, 


D.C.  The  firm  also  faces  an  ongoing 
Securities  &  Exchange  Commission 
probe  over  its  muni  dealings  in  Los 
Angeles.  Rohatyn  declined  to  comment 
for  this  story. 

Rohatyn  also  may  take  fire  from 
Western  lawmakers.  To  comply  with  a 
law  that  prevents  any  two  Fed  gov- 
emors  from  representing  the  same  dis- 
trict, the  White  House  would  have  to 
nominate  the  Wall  Streeter  not  as  a 
New  Yorker — which  is  Greenspan's 
home — but  as  a  representative  of  the 
region  that  includes  Wyoming,  where 
Rohatyn  is  building  a  ranch. 
POLICY  FEUD.  If  Rohatyn  gets  on  the 
Fed  board,  the  fireworks  may  really 
begin.  Never  shy  about  expressing  his 
views,  Rohatyn  could  trigger  a  major 
policy  feud.  "There's  potential  for  a 
clash  of  egos,"  says  one  Wall  Street 
economist.  "I  don't  think  Rohatyn  is 
going  to  the  Fed  to  be  vice-chairman  so 
much  as  co-chairman." 

At  issue  is  the  economy's  gi'owth  po- 
tential. While  Fed  officials — and  Clin- 
ton's economic  advisers — doubt  the 
economy  can  grow  much  more  than 
2.5%  a  year  without  rekindling  infla- 
tion, Rohatyn  thinks  it  can  safely  ex- 
pand at  a  3.5%  clip.  The  implication  of 
his  argument:  The  Fed  is  preventing 
job  creation.  That's  a  sentiment  that 
many  executives  share.  "We  clearly 
need  some  creative  thinking  as  to  how 
we  can  have  faster  growth,"  says  Rob- 
ert L.  Crandall,  ceo  of  Dallas-based 
AMR  Corp.  "Felix  is  a  very  creative 

my-" 

Within  the  marble  walls  of  the  Fed, 
however,  such  ideas  probably  won't 
wash.  Other  members  of  the  policy-set- 
ting Federal  Open  Market  Committee 
strongly  back  Greenspan's  campaign  to 
drive  inflation  sharply  below  the  sub-3%' 
level  of  the  past  four  year's.  If  outvoted 
by  his  peer's,  Rohatyn  may  take  his 
case  public.  "He  will  play  mor-e  of  an 
outside  game,"  pr'edicts  a  Clinton  advis- 
er. "He  has  a  big  enough  name  and  ego 
to  use  the  media  to  cause  Greenspan 
problems."  At  least,  that's  what  the 
Clintonites  are  hoping. 

By  Dean  Foust  hi  Washington,  with 
bureau  repoHs 


ON  FED  POLICY  "If  the  govern- 
ment settles  for  slow  growth 
through  restrictive  monetary  poli- 
cy, on  top  of  the  fiscal  drag  from 
reducing  the  rate  of  federal  spend- 
ing by  over  $1  trillion . . .  over  the 
next  7  to  10  years,  the  country  will 
incur  needless  pain  and  runs  the 
risk  of  increasing  social  strain." 
( Quest  Editorial,  U.S.  News  & 
World  Report,  ^wflf.  28, 1995) 


ON  THE  1980s  "We  have  just 
seen  the  end  of  the  greatest 
decade  of  speculation  and  finan- 
cial irresponsibility  since  the 
1920s. . . .  The  jurrk-bond  peddlers 
and  the  raiders,  the  speculators 
and  the  savings-and-loan  hus- 
tlers . . .  turned  this  country  into  a 
vast  casino." 

( Speech  at  Northwestern  Univer- 
sity, February,  1991 ) 


ON  REBUILDING  AMERICA  "The 
federal  government  should  com- 
mit to  provide  at  least  $500  billion 
over  the  next  10  years ...  to 
rebuild  America  by  investing  in 
infrastructure.  A  5<(-per-gallon  gas 
tax,  increasing  over  10  years  to 
50<f. .  .would  generate  $50  billion 
per  annum  by  2002." 
( Op-Ed  column,  The  Washington 
Post,  July  6,  1992) 
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I'D  RATHER  BE 
RICH  THAN... 

Powell  is  earning  a  fortune 
by  not  running  for  President 

He's  not  running  for  President.  And 
his  book  just  dropped  off  The  New 
York  Times  best-seller  list  after  a 
five-month  run.  But  Colin  L.  Powell  is 
no  old  soldier  fading  away. 

Since  he  took  himself  out  of  the 
Presidential  sweepstakes  on  Nov.  8, 
Powell's  political  stock — and  bank  ac- 
count— have  soared.  If  he  maintains  his 
current  pace,  business  week  estimates 
that  Powell,  who  charges  $60,000  to 
$100,000  per  appearance,  may  earn  $6 
million  this  year  from  speech-making 
alone.  And  Random  House  Inc.  has  put 
1.6  million  copies  of  his  autobiogi'aphy, 
My  American  Journey,  in  bookstores. 
Powell  will  start  to  get  an  estimated 
15%  of  the  book's  gi'oss  if  the  publisher 
recovers  the  general's  rejjoited  $6.5  mil- 
lion advance — a  possibility  this  year. 


All  told,  not  a  bad 
supplement  to  Pow- 
ell's military  pension 
of  $90,000  a  year. 

Powell's  routine  is 
to  give  about  two 
speeches  a  week, 
most  often  to  a  cor- 
porate audience.  He 
spoke  to  100  chief 
executives,  for  in- 
stance, on  Jan.  19  at 

the  BUSINESS  WEEK 

President's  Foinam  in 
Palm  Springs,  Calif., 
2,300  American  Hos- 
pital Assn.  members 
in  Washington  on 
Jan.  29,  and  an  overflow 
crowd  of  800  on  Jan.  30  at 
the  Societv  of  Four  Aits  in  . 
Palm  Beach,  Fla.  He  talks  ^{p* 
without  notes  for  about  an 
hour,  generally  concluding  with  a  pow- 
erful call  for  U.S.  global  leadership. 
"He's  the  most  impressive  speaker  I've 
heard  in  25  years,"  says  Victor  L. 
Campbell,  senior  vice-president  at  Co- 
lumbia/HCA  Healthcare  Corp. 

Despite  his  appeal  to  business,  Pow- 
ell hasn't  signed  on  as  a  corporate  di- 


$6  MILLION  MAr 


Powell,  who 
routinely  gives 
two  speeches  a 
week,  charges 
$60,000  to 
$100,000  per 
appearance 

rector.  Rather, 
serves  gratis  on  t 
boards  of  the  Bo 
&  Girls  Clubs  a 
the  New  York-bas 
Children's  Health  Fund.  He's  also 
tnistee  of  Howard  University  and  pla 
to  join  the  board  of  the  Ellis  Isla 
Restoration  Commission. 

Will  Powell  yet  run  for  Presidei 
The  general  tells  friends  what  he  te 
his  audiences:  He's  not  a  candidate  t] 
year,  though  he  might  run  one 
these  days.  The  way  he's  going,  Pow 
may  be  able  to  finance  a  White  Hoi; 
bid  in  the  fashionable  new  way — wi 
his  own  money. 

By  Stan  Crock  in  Washingt 


CHESS 


YOUR  MOVE. 
DEEP  BLUE 

Can  chess  king  Kasparov  beat 
an  IBM  supercomputer? 

Big  Blue  wants  to  help  science  find 
life-saving  drugs,  forecast  hurri- 
canes, and  study  galaxies.  It  wants 
to  divine  the  economy.  First,  though,  it 
wants  to  whip  Gary  Kasparov's  butt. 

IBM  is  into  chess.  Its  Deep  Blue 
supercomputer,  the  fruit  of  eight  yeai*s  of 
research,  will  take  on  world  chess 
champion  Kasparov  in  a  six-game 
match  in  Philadelphia  starting  on 
Feb.  10.  The  winner  gets  $400,000 
from  the  sponsoring  Association  foi' 
Computing  Macluneiy.  No  computer 
has  evei-  beaten  a  world  champion  in 
a  standard  toumament  of  unhuniei  I 
games — but  this  time,  some  chess 
fans  ai'e  wagering  on  the  machine. 

No  wonder.  Deep  Blue  is  a  new 
sort  of  supercomputei',  based  on  a 
standard  jjarallel-processing  system 

KASPAROV:  "Mistakes  come  when 
you  're  in  a,  fury  or  nervous  " 


called  the  Rise  System  6000  Scalable 
Power  Parallel  System.  That  machine — 
SP  for  short — is  ah'eady  pretty  fast.  But 
IBM's  crew  made  it  go  perhaps  1,000 
times  faster  on  chess  problems  by  sur- 
rounding each  of  its  32  processors  with 
eight  chips  hard-wired  to  do  nothing 
but  race  through  the  analysis  of  mil- 
lions of  chessboard  positions.  Deep  Blue 
can  sort  through  an  awesome  100  mil- 
lion positions  per  second. 
MIDGAME  MANEUVERS.  The  hybrid  de- 
sign has  commercial  potential,  IBM  be- 
lieves. The  basic  computer  can  be  pro- 
grammed to  handle  all  kinds  of  tasks. 
And  when  it  comes  time  for  a  special- 
ized job — drug  design,  say — the  extra 
chips  kick  in  horsepower  on  rote  tasks. 


While  Deep  Blue  isn't  for  sale,  simili 
ly  customized  SP  machines  could  coi 
to  market  in  the  next  couple  of  years 
prices  ranging  from  $150,000  to  tens 
millions  of  dollars. 

Kasparov  admits  to  being  a  1 
spooked  by  Deep  Blue,  especially  sir 
the  brand-new  computer  hasn't  play 
any  games  foi'  him  to  analyze.  He  thir 
he  will  win,  though,  by  playing  as  co 
ly  as  the  computer  itself:  "Mistak 
come  when  you're  in  a  fiuy  or  neivou 
And  he  believes  he'll  be  able  to  dete 
Deep  Blue's  weak  points.  A  comput 
he  says,  is  hamstrung  by  its  inabili 
to  adjust  its  progi'ammed-in  prioriti 
during  a  game.  So  if  Deep  Blue  is 
structed  to  give  top  priority  to  keepi 
the  king  safe,  it  continues  to  do 
even  when  developments  in  t 
game  dictate  a  shift  in  strategy. 

IBM  agi'ees  that  the  inability 
learn  midgame  is  Deep  Blui 
Aclulles'  heel.  So  can  it  vrin?  Chur 
Jen  Tan,  leader  of  the  Deep  Bl 
engineei'ing  team,  is  a  bit  diffidei 
"We're  pretty  confident,  but  it's  hs 
to  tell,"  he  says.  Kasparov,  typical 
is  bolder:  "My  general  knowled 
of  the  game  and  my  ability  to  ke 
the  game  under  control  will  event 
ally  prevail."  Deep  Blue  was) 
available  for  comment. 

By  Peter  Coy  in  Philadelph 
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RESERVED   IS  WHERE  YDU  PARK. 
NDT  HDW  YDU  DRIVE. 


The  new  Pontiac'"  Bonneville*  SSEi,™ 
the  car  that  looks  as  powerful  charging 
down  the  open  highway  as  it  does 
unwinding  in  an  executive  parking  space. 

Take  connmand  of  240  supercharged 
horsepower.  Experience  the  passion  of  one 
of  the  fastest  performance  sedans  in  the 
world,  the  car  that  outperformed 
competition  like  the  BMW  740i* 
Strengthen  your  connection  to  the  road 


with  speed-sensitive  steering,  traction 
control  and  ABS.  Fasten  yourself  into  the 
response-oriented  interior  surrounded  by 
sophisticated  design.  Feel  power  and 
prestige  once  exclusive  to  European 
performance  sedans,  all  for  thousands  less* 

Choosing  exactly  what  you  want  in 
a  car  is  difficult.  Finding  it  is  simple.  The 
new  Bonneville  SSEi,  the  car  that  knows 
where...  and  where  not  to  be  reserved. 


For  complete  information,  please  call 


1-800-2PONTIAC  or  check  out  our  site 


on  the  World  Wide  Web  at 


http://vwvw.pontiac.com. 


PONTIAC  CARES  with  a  3-year/36,000-mile  no-deductible 
bumper-tobumper  limited  warranty,  plus  free  24-hour 
Roadside  Assistance  and  Courtesy  Transportation.  See  your 
dealer  for  details.  'Based  on  tests  conducted  by  the  United 
States  Auto  Club  against  1995  BMW  S30i,  BMW  740i, 
Mercedes-Benz  S420,  Infiniti  |30  and  Lexus  LS400  mcxJels. 
1996  Bonneville  SSEi  compared  to  1995  BMW  740i  in  0-60 
acceleration  and  quarter-mile  tests.  "Based  on  1995  MSRP 
of  BMW  5301,  BMW  740i,  Mercedes-Benz  S420,  Infiniti  |30 
and  Lexus  LS400  models.  Level  of  equipment  varies. 

PONTIAC 

BONNEVILLE 

WE  ARE  DRIVING  EXCITE/WENT 


ir  new  dream  team 
11  revolutionize  the 
ncept  of  international 
derstanding. 


Deutsche  Telekom,  France 
Telecom  and  America's  Sprint 
have  banded  together  in  a  glob- 
al alliance  unlike  any  other. 
For  customers  whose  commu- 
nications needs  are  global,  this 
alliance  offers  customized, 
cutting-edge  performance 
through  information  networks 
worldwide. 


Nowadays,  more  and  more 
companies  aren't  just  selling 
worldwide,  they're  also  develop- 
ing, purchasing  and  manufac- 
turing from  a  number  of  differ- 
ent bases.  No  wonder  the  need 
for  international  communica- 
tions solutions  is  in  the  middle 
of  a  mighty  growth  spurt.  To 
give  these  businesses  what 
they  need,  we  have  shaped  a 
unique  alliance  pooling  Euro- 
pean and  Amehcan  telecommu- 
nications resources. 

"Together,  Deutsche 
Telekom,  France  Telecom 
and  Sprint  form  what  is  prob- 
ably the  strongest  alliance 
in  the  world." 

But  don't  take  our  word  for  it. 
That's  what  the  Massachusetts- 
based  Forrester  Research  Insti- 
tute had  to  say  about  our  alli- 
ance. The  Institute  points  to  our 
common  vision,  versatile  port- 
folio, virtually  full-coverage 
service  and  vast  expehence  in 
network  technology.  In  other 
words,  our  telecom  triumvirate 
is  a  promise  of  professionalism 
and  integrated  expertise  second 
to  none.  From  day  one,  some 
2,100  specialists  in  50  plus 
countries  will  be  putting  their  un- 
paralleled prowess  in  building 
round-the-world  networks  at 
the  service  of  customers  faced 
with  global  communications 
challenges. 


Joining  forces  in  the  name  of 
customers  everywhere. 

Together  with  France  Telecom, 
we've  set  our  sights  on  revolu- 
tionizing the  quality  of  inter- 
national communications  prod- 
ucts in  the  world's  biggest 
common  marketplace:  the  Euro- 
pean Union.  France  Telecom 
can  point  to  virtuoso  perfor- 
mance and  many  years'  exper- 
tise in  the  field  of  global  data 
services.  A  player  in  all  major 
markets  across  the  globe, 
Deutsche  Telekom  not  only 
boasts  the  densest  fiber  optics 
network  in  Europe,  but  can  also 
point  to  satellite  capacity  from 
all  leading  operators  and  top- 
notch  connections  to  Eastern 
Europe  in  particular.  By  hook- 
ing up  with  Sprint,  we  are  now 
adding  a  truly  global  dimension 
to  this  spirit  of  partnership. 

What  our  teamwork  means  for 
American  businesses  is  an 
excellent  line  into  the  biggest 
common  market  in  the  world, 
the  EU,  plus  strong  links  to  the 
up-and-coming  nations  of 
Eastern  Europe  and  the  CIS. 

Deutsche  Telekom: 
Innovating  the  future  -  for 
you,  too. 

We  are  Europe's  No.  1  telecom- 
munications company  and  the 
second-largest  network  opera- 
tor in  the  world.  In  Germany  our 
ISDN  network  counts  as  the 
most  advanced,  our  fiber  optic 
network  as  the  densest  and  our 
broadband  cable  network  as  the 
most  extensive  -  and  all  three 
are  accessible  on  the  world's 
most  sophisticated  Infobahn. 
These  resources  -  not  to  men- 
tion the  synergies  generated 
by  our  globe-spanning  consor- 
tium -  can  be  a  boon  for  your 
company,  too. 


Europe's  No.  1  in 
telecommunications. 


Deutsche 


In  Business  This  Week 
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A  FRUIT  FREEZE? 
PERISH  THE  THOUGHT 

FEAR  NOT,  TANGELO  LOVERS. 

The  South  got  a  bracing  blast 
of  winter,  but  most  crops 
pulled  through.  As  tempera- 
tui'es  dropped  below  freezing 
on  Feb.  1,  citrus  growers 
broke  out  smudge  pots  to 
warm  their  groves,  and  fruit 
and  vegetable  farmers  gave 
their  produce  a  protective 
layer  of  ice  to  fight  off  freeze 
damage.  Georgia's  peaches 
and  pecans  escaped  the  cold 
spell  unscathed.  Meanwhile, 
Florida  Citrus  Mutual,  a 
gi'owei-s'  organization,  expects 
a  reduction  in  orange-juice 
yield,  but  only  "moderate" 
price  increases.  Indeed,  after 
spiking  to  $1.32  a  pound  on 
Feb.  1,  juice  futures  settled 
back  to  $1.20  on  Feb.  7.  Even 


CLOSING  BELL 


CUT  TO  THE  gUICK 

There  are  better  lists  to 
make.  On  Feb.  6,  the  Cahfor- 
nia  Public  Employees'  Retire- 
ment System  put  U.S.  Surgi- 
cal at  the  head  of  its  annual 
ranking  of  10  underperform- 
ing  companies.  CalPERS  says 
investors  lost  51%  on  the 
surgical  instruments  maker 
in  the  three  years  ended  May 
31, 1995.  But  CalPERS  might 
want  to  reconsider.  True,  U.S. 
Surgical  stock  is  depressed. 
But  it  soared  8%  Feb.  1  on 
news  that  '95  profits  had 
quadrupled,  to  $79  million. 
Higher  margins  led  analysts 
to  hike  earnings  estimates. 


MAY  "J.  FEB  6, '96 

DATA:  BLOOMBhRG  riNANCIAL  MARKETS 


if  damage  turns  out  worse 
than  expected,  "there  will  be 
fewer  oranges  left  on  the 
tree,  so  we'll  get  more  mon- 
ey," figures  Orlando  grower 
Jerry  Chicone. 


ANHEUSER 
GIVES  UP  SNACKS 

so     MUCH     FOR  BARROOM 

synergy:  Putting  beer  and 
snacks  under  the  same  roof 
only  left  Anheuser-Busch 
with  soggy  chips.  After  shop- 
ping its  perpetually  money- 
losing  Eagle  Snacks  division 
since  October,  Anheuser  an- 
nounced on  Feb.  7  that  it 
will  close  the  unit  and  take  a 
massive  $206  million  aftertax 
write-off.  "It's  extraordinary 
to  take  a  great  trademark 
and  see  it  die,"  says  Paine- 
Webber  analyst  Emanuel 
Goldman.  Anheuser  will  sell 
four  plants  to  Frito-Lay,  the 
industry  giant  that  helped 
force  Eagle's  demise. 

EXPORTS  TO  ASIA 
TRIM  THE  TRADE  GAP 

THANKS  TO  A  ROLLING  EXPORT 

sui'ge,  the  U.S.  merchandise 
trade  deficit  shrank  27.5%  in 
November,  the  fifth  straight 
monthly  decrease  in  the  trade 
gap.  That's  welcome  news  for 
the  Clinton  Administration, 
which  is  getting  hammered 
about  the  issue  on  the  cam- 
paign trail.  The  big  bright 
spot:  exports  to  Japan,  which 
grew  at  four  times  the  rate 
of  imports.  Exports  to  China 
were  up  25%  in  1995  through 
November,  compai'ed  with  an 
18%  increase  in  imports.  Such 
expoit  strength  makes  fuither 
shrinkage  in  the  deficit  likely. 
Even  so,  the  deficit  for  the 
year,  in  goods  alone,  stands  at 
a  record  $162  billion. 


SONY:  A  NEW  ROUND 
OF  SWORDPLAY 

THE  MUSICAL  CHAIRS  AT  SONY 

America  continues.  Following 


HEADLINER:  ALBERT  COSTELLO 


The  heat  was  on  Albert  Co- 
stello.  The  chairman  and 
CEO  of  W.R.  Grace  hadn't 
delivered  a  promised 
spin-off  of  the  com 
pany's  kidney  dial- 
ysis unit,  Nation- 
al Medical  Care. 
Grace's  stock 
was  stalled. 
Some  investors 
were  growing 
frustrated  with  a 
manager  one  said  was 
'Invisible  to  the  Street." 

Then  came  Baxter  Inter- 
national's public  airing  of  a 
$3.8  billion  bid  for  National 
Medical  on  Feb.  2.  But  Co- 
stello  had  a  deal  of  his  own. 
On  Feb.  5,  Grace  unveiled  a 
surprise  agreement  to  com- 
bine NMC  vrith  a  dialysis- 
supplies  business  owned  by 
Germany's  Fresenius.  Grace 


shareholders  would  own  ; 
44.8%  of  the  new  company, ; 
plus  some  preferred  sharesj 
Grace  itself  would  get 
3  billion. 

Baxter  reftised 
to  back  off.  "We! 
believe  that  ouri 
offer  is  substan- 
tially higher," 
said  CFO  Harry 
Kraemer  Jr.  in  a 
Feb.  6  conference 
call.  But  Baxter  need 
to  up  its  bid  to  at  least 
biUion,  Grace  execs  say, 
adding  that  Baxter  had  lo 
balled  earlier  bids.  And  the 
pressure  seems  to  be  off 
Costello — for  now.  "Every- 
thing I've  told  [investors], 
I've  delivered  on,"  he  says. 
"I  really  want  to  get  on 
with  the  damn  business." 

By  Gail  DeGeor, 


the  December  ouster  of  ceo 
Michael  Schulhof,  Sony  pai'ent 
President  Nobuyuki  Idei  ap- 
pointed Tadasu  Kawai  as  his 
personal  deputy  in  the  U.S. 
Now,  Kawai's  predecessor  at 
the  troubled  U.S.  unit.  Execu- 
tive Vice-President  Kyoji 
Hoshikawa,  is  being  recalled 
to  Japan.  Sony  Electronics 
consumer-products  marketing 
chief  Yuki  Nozoe  will  join  the 
U.S.  unit's  top  management, 
concentrating  on  developing 
new  businesses  involving  both 
hardware  and  entertainment. 


RINGLEADERS  FOR 
THE  REVLON  SALE 

RONALD     PERELMAN'S  1992 

attempt  to  sell  part  of  Rev- 
Ion,  his  crown  jewel,  proved 
an  embarrassing  flop.  A  weak 
stock  market  and  Revlon's 
perilous  debt  burden  helped 
kill  the  offering.  But  another 
factor  was  the  confusing  pro- 
fusion of  underwriters,  eight 
in  all.  Perelman  has  learned 


from  his  mistake:  This  t 
he  has  hired  11  Wall  Str 
fuTTis  to  underwrite  an  e 
mated  $150  million  offering 
15%  of  Revlon,  likely  in 
next  few  weeks.  But  he 
also  made  certain  that  Mer 
Lynch  and  CS  First  Bost( 
the  co-lead  managere,  are  n 
ning  the  show.  The  others, 
eluding  Goldman  Sachs  a 
Bear  Stearns,  cannot  atte 
due  diligence  sessions,  sa 
one  banker.  "They  just  | 
theii'  name  on  the  front  cov( 
of  the  prospectus,  he  says, 

ETCETERA... 


■  "Mirror,  mirror  on  t 

wall  You  talkin'  to  ME 

Scorsese  signed  with  Disn^ 

■  Mattel  abruptly  abandon  ; 
its  bid  to  press  rival  toymj 
er  Hasbro  into  a  merger. 

■  Fat  wins:  McDonald's 
phase  out  some  salads  and 
McLean  Deluxe  sandwich 

■  Ray  Mclntire,  the  D( 
Chemical  scientist  who 
vented  Styrofoam,  died. 
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43  5%  Return 

Over  10  Years  Is  Nice, 

out 

Is  It  Enough? 


After  suck  an  increditle  gain,  the  Putnam 
Voyager  Fund  coulc!  he  considered  one  of  tke 
test  mutual  funds  avai  laLle  today.  But  fifty- 
eiglit  years  of  ejfperience  kave  taugfit  us  tliat 
there's  more  to  money  management  tlian  just 
performance.  Wlien  trying  to  ackieve  long- 
term  goals,  investors  need  a  selection  of  fimds 
tkat  matck  expectations.  Tkerefore,  we  offer 


INVESTMENTS 


BOSTON-LOINOON-TOKYO 


TIME 


HONORED 


TRADITION 


I  N 


investments  in  a  kroad  range  of  asset  classes 
and  styles.  Our  list  includes:  equities  and 
fixed  income,  glokal  and  domestic, 
fundamental  and  quantitative,  aggressive  and 
conservative.  So  if  you  re  designing  a  portfolio, 
see  a  financial  advisor.  Tken  work  witk  a  firm 
tkat  knows  tkat  wken  it  comes  to  investing, 
numkers  aren't  tke  only  tilings  tkat  count. 


MONEY 


MANAGEMENT 


Annualized  class  A  returns  were  32.13%,  20.98%,  and  17.56%  at  POP  for  1-,  5-,  and  10-year  periods,  respectively,  ended 

12/31/95.  CumiJative  10-year  returns  at  NA\'  and  POP  were  435%  and  404%.  Perfo  rmance  re  fleets  ck  anges  in  net  asset  value,  reinvestment  of  distrikii- 
tions,  and,  for  POP  data,  deduction  of  tke  maximum  sales  ckarge  of  5.75%.  Tke  performance  data  quoted  represent  past  performance.  Tke  investment  reliini 
and  principal  value  <if  an  investment  will  fluctuate  so  tkat  an  investor's  flinres,  wken  redeemed,  inay  ke  wortk  more  or  less  tkan  tkeir  original  cost,  ftrformance 
for  otker  skare  classes  will  differ  For  more  information  akout  a  fund,  including  risk  factors,  ckarges,  and  expenses,  oktain  a  prospectus  from  your  finan- 
cial advisor  or  call  Putnam  at  1-800-521-0541.  Read  it  care  kdlv  k  efore  you  invest  or  send  money.  Putnam  Mutual  Funds  Corp.  Memker,  NASD,  Inc. 


After  years  of  making  some  of  the  best  tele- 
visions in  the  industry,  we  did  the  only  logical  thing. 
We  stopped. 

You  see,  televisions  as  we  know  them  are  a 
dying  breed.  The  fact  is,  it's  only  a  matter  of  time 
before  everything  in  your  home  will  be  controlled 
by  a  centralized  computer  system.  With  a  flat  screen 
monitor  thin  enough  to  hang  on  your  wall,  you'll  be 
able  to  change  the  room  temperature.  You'll  be  able 
to  talk  with  your  friends,  face  to  face.  And,  in  case 
you  were  worried,  you'll  stil 
be  able  to  catch  your 
favorite  episode  of 


„V0GV  HAS 


star  Trek.  ^ 


At  NEC,  we're  doing  , 
everything  possible  to  make  this 
technology  a  reality.  We're  pioneering  LCD  screens 
and  flat  screen  monitors.  We're  expanding  our  global 
satellite  communication  networks  that  will  connect 
you  with  information  sources  from  around  the  world. 
And,  of  course,  we're  designing  microprocessors 
powerful  enough  to  run  a  multimedia  system  this 
complex. 

For  more  information,  you  can  reach  us  on 
the  Internet  at  http://www.nec.com  or  by  phone 
at  1-800-338-9549.  Of  course,  in  ten  years,  you 
might  also  be  asking  "what's  a  phone?" 

SEE,  HEAR  AND  FEEL  THE  DIFFERENCE: 


Renaissance  Hotels  And  Resorts.  The  Mark  Of  A  Fine  Hotel. 
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With  75  fine  hotels  and  resorts  in  24  countries,  we  have  the 
h)cations  you  need,  the  impeccahle  service  you  deserve, 
and  all  of  the  amenities  you  would  expect.  For  reservations, 
call  your  travel  agent  or  1-800-HOTELS-l  (1-800-468-3571). 


RENAISSANCE. 

HOTEtS  AND  RESORTS 

The  Mark  Of  A  Fine  Hotel. 
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Vashington  Outlook 
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REE  TRADE: 

EPUBLIGANS  MAY  BE  LOSING  FAITH 


Iver  since  Ronald  Reagan  came  to  Washington,  fi'ee  trade 
has  been  bech'ock  Republican  pliilosophy.  While  Democrats 
I  flirted  with  protectionism,  the  Reagan  and  Bush  Admin- 
ations  launched  the  North  American  Free  Trade  Agree- 
it,  closer  Asia-Pacific  economic  ties,  and  a  global  accord  to 
er  tariffs — all  with  broad  support. 

Jut  as  the  '96  campaign  unfolds,  mainstream  Republicans' 
or  for  open  markets  shows  signs  of  cooling,  and  that  has 
•porate  America  sweating.  Exhibit  A:  GOP  Presidential 
it-runner  Bob  Dole  (R-Kan.),  an  avowed  fi-ee- 
ler  and  early  nafta  fan,  is  expressing  second 
ughts,  partly  because  trade  with  Mexico 
I't  been  the  big  CJ.  S.  job  creator  that  backers 
mised.  In  November,  the  Senate  Majority 
der  called  for  a  "cooling-off  period"  on  new 
le  deals,  a  position  that  put  him  at  odds  with 
ise  Ways  &  Means  Committee  ChaiiTnan  Bill 
her  (R-Tex.)  and  other  Republicans  who  favor 
le's  quick  entry  into  NAFTA. 
ISENSUS  CRACKS.  Dole  is  also  pushing  for  a 
il  escape  clause  to  let  the  U.  S.  wiggle  out  of 
new  World  Trade  Oi'ganization  if  it  ti'am- 
on  American  sovereignty.  His  idea  gained 
)ort  in  Congi'ess  after  the  wro,  in  its  fii'st  nil- 
sided  against  the  U.  S.  on  Jan.  17  in  a  case 
ight  by  Brazil  and  Venezuela, 
'ole's  harder  line  on  trade  may  be  both  an  election-year 
■  and  a  bow  to  the  new  Republican  reality:  the  gop's  flir- 
m  with  economic  nationalism.  Although  gop  Presidential 
comer  Steve  Forbes  I'emains  an  um-econstnicted  free- 
.er,  Republican  candidate  Pat  Buchanan  has  tapped  into 
die-class  economic  insecurity  with  antitrade  rhetoric.  In- 
i,  he  credits  his  victory  in  Louisiana's  Feb.  6  gop  caucus 
art  to  his  attacks  on  multinationals  moving  jobs  abroad, 
hat's  causing  the  gop's  free-trade  consensus  to  crack.  "I 
a  shift  to  protectionism,"  laments  Representative  David 
ier  (R-Calif.),  a  trade  stalwart.  Many  gop  rank-and- 


WAVERING:  Dole  backs  off 


filers  blame  global  competition  for  America's  stagnant  wages 
and  vanishing  jobs.  That  sentiment  in  1994  helped  elect 
House  Republican  ft'eshmen  who  are  cooler  to  ft'ee  trade. 
"Once  a  Wall  Street  party,  the  gop  is  increasingly  a  Main 
Street  party,"  says  Paula  Stern,  a  former  chair  of  the  U.  S. 
International  Trade  Commission. 

It's  little  wonder  that  American  companies  are  on  edge, 
since  many  see  their  gi-eatest  gi'owth  abroad.  "There  is  a 
deep  concern  in  the  business  community"  about  gi'owing  gop 
protectionism,  says  the  Republican  ceo  of  a  ma- 
jor high-tech  company.  In  fact,  business  already 
has  been  disappointed  by  its  gop  allies.  On  Jan. 
26,  the  Senate  a{3proved  a  bill  that  would  make  it 
easier  for  Florida  farmers  to  obtain  import  reUef 
against  a  flood  of  Mexican  tomato  shipments — 
with  little  opposition  from  Finance  Committee 
Chaii-man  WiUiam  V.  Roth  Jr.  (R-Del),  a  free- 
trader To  the  dismay  of  big  business,  Senator  Al- 
fonse  M.  D'Amato  (R-N.Y.)  has  co-sponsored  a 
resolution  calling  for  restrictions  on  Mexican 
truckers  operating  in  the  U.  S.  And  gop  China 
critics  are  threatening  to  scuttle  Wliite  House 
plans  to  renew  Beijing's  preferential  ti-ade  status 
in  June. 

Business  gi'oups  gripe  that  the  Senate  has  be- 
come noticeably  more  protectionist  since  Senate 
Finance  Committee  Chairman  Bob  Packwood  (R-Ore.)  re- 
signed. "There  is  no  obvious  champion  for  open  trade  among 
Senate  Repubhcans,"  complains  one  lobbyist. 

Without  strong  gop  advocates,  business  can  forget  about  an 
expansion  of  nafta,  a  proposed  transatlantic  free-trade  deal, 
or  a  new  round  of  global  trade  negotiations.  In  the  long  nin, 
economic  globalization  may  be  unstoppable.  But  if  the  Re- 
publicans' newfound  distrust  of  open  markets  proves  to  be 
more  than  convenient  election-year  politics,  the  next  few 
years  could  be  bleak  indeed  for  free  trade. 

By  Amy  Borrus 


CAPITAL  WRAPUP 


FIVE-FIGURE  THANK  YOU? 

'resident  Chnton  has  a  new  fan  club 
Lexington,  Mass.,  home  of  Raythe- 
Co.  Accoi'ding  to  new  Federal  Elec- 
n  Commission  reports,  22  senior 
ytheon  officials  each  gave  the  legal 
ximum  of  $1,000  to  Clinton's  reelec- 
n  campaign  last  November.  Donors 
lude  Chief  Executive  Officer  Den- 
J.  Picard,  two  executive  vice-presi- 
■its,  and  two  senior  veeps.  Why  the 
gesse?  Perhaps  because  intense  Ad- 
iiistration  lobbying  helped  Raythe- 
win  a  $1.4  billion  contract  from 


Brazil  in  1994  for  an  environmental 
surveillance  system  for  the  Amazon 
rain  forest.  And  in  1995,  the  Adminis- 
tration fought  attempts  by  a  French 
company  to  steal  the  business  away 
from  the  U.  S.  electronics  giant.  A 
Raytheon  official  insists  the  donations 
"have  nothing  to  do  with"  the  Admin- 
istration's helping  hand. 

THE  CHINA  SYNDROME 

►  The  Clinton  Administration  is  tell- 
ing corporate  lobbyists  to  forget 
about  getting  U.  S.  Export-Impoit 
Bank  financing  for  deals  in  Vietnam 


this  year.  The  problem:  President 
Clinton  must  decide  whether  to  ex- 
pand trade  with  Vietnam  by  June, 
which  is  when  China's  most-favored- 
nation  trade  status  also  comes  up  for 
renewal.  Granting  trade  benefits  to 
either  of  the  authoritarian  regimes 
will  be  controversial  in  Congress,  and 
Clinton  doesn't  want  two  fights  on  his 
hands,  aides  say.  So  he'll  take  flak  for 
renewing  China's  mfn  status  and  let 
Vietnam  wait.  Lawmakers  are  upset 
with  Beijing's  huge  trade  surplus 
with  the  U.  S.,  weapons  proliferation, 
and  human  rights  abuses. 
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INTRODUCING  THE  ALL-NEW  1996  MERCURY  SABI 

Imagine  an  automobile  with  styling  so  fresh  it  makes  the  word  "aerodynamic"  seem  new  again  hnagine, 
StdriiniiiK  autcimohile  li  engineered  to  such  precise  tolerances  and  with  such  structural  integr 

*19755 

uvll-ftjiii|)|)rti  1 1\  feels  as  if  It  were  tomied  from  a  single  piece  of  steel.  Imagine  that  it  not  only  gties  100 
^22,705  IS  as  sliouii  miliidcN 

Alis,  24-valvev-6,  remote  keyless  miles  between  scheduled  tune 'Ups  but  that  its  so  rewarding  you  11  actually  want  toe 

entry  system,  and  power  driver's 

seat,  windows  and  locks."  ■     i      r      t         •  i  -i     i       ■  i  i      i    ■     •  • 

  It  that  far  imagine  an  automobile  that  impresses  you  with  both  its  interior  room 


H'luitT  nouuid  duvini^  Lonjiliuin  with  umww  jlwdlfiha  ^hiiniii:\  Qa\cd  im  MSK!'  with  /'E/'^^^kA  Tin,  tide  cwa    Based  <m  MsKPu'iffi  I'Er^Df  \(md  listed  iifiliiiii\  Tax,  rttlc  i  xlni 


hat  Looks  So  Ruid 
3  Solid. 


Mercury  Sable  IS 

Automobile  Magazine 
Ail 'Star  and  Desig?!  of  ihe  Year 


1,  in  fact,  than  Honda  Accord  and  Toyota  Camry)  and  its  interior  amenities^  On  the  other  hand,  why  miagine 
^W^VgVgVgJ  -    any  of  those  thmgs  when  you  can  see,  hear  and  feel  them  firstliancl 


■0  examples  of 
ring:  all 

ie,mm  *'^<;^,^ 

M*uncl  a  strong  sa/ci\ 
h  xmovmve  cross-car  l^eam 
■oxeet  occupants. 


instead?  With  a  test  drive  in  the  all-new  Mercury  Sable  For  more 
information  call  1  800  446  -8888, 
or  enter  klp:llmvxv.  Mercuryvehicks.com 
for  access  to  the  hitemet. 


Mercury  <^ 

IMAGINE  YOURSELF 
IN  A  MERCURY 


International  Business 


MARKETS 


AWASH  IN 
CHEAP  MONEY 

Emerging  markets  are  surging 


When  the  stock  of  Mexico's  bank- 
nipt  airline,  Corporacion  Mex- 
icana  de  Aviacion,  rises  18.5% 
in  one  day  with  naiy  a  smid- 
gen of  good  news  in  sight,  as  it  did  on 
Feb.  1,  something  big  is  happening. 

Mexicana  is  up  because  foreign  in- 
vestors— the  ones  who  deserted  Me.xico 
in  droves  as  the  peso  and  stock  market 
collapsed  in  '94  and  '95 — are  suddenly 
back.  They're  buying  troubled  banks 
and  battered  builders,  too.  And  they're 
haitUy  limiting  theii'  sights  to  Mexico.  In 
fact,  American  and  other  overseas  inves- 
tors are  pouring  cash  into  the  develop- 
ing world's  bourses  again  (chaits).  That's 
sending  prices  soaring  from  Warsaw  to 
Sao  Paulo  and  on  to  Singapore,  where 
stocks  just  touched  an  all-time  record. 
BUSY  PUMP.  Of  course,  there's  still  no 
shortage  of  political  concems  to  make 
investors  worry — including  dnag-money 
scandals  in  Mexico  and  Colombia,  Rus- 
sia's leftward  drift,  and  Beijing's  saber- 
rattling  over  Taiwan.  But  investors  are 
accentuating  the  positive  because  cash  is 
surging  into  the  world  economy. 

With  the  German  Bundesbank  and 
U.  S.  Federal  Reserve  joining  the  Bank 
of  Japan  in  cutting  interest  rates  ag- 
gressively in  recent  weeks  to  spur 

THESE  BOURSES  ARE 
TAKING  OFF  AGAIN... 


BRAZIL 


MJEXICO 


INjDONESIA 


S  AFRICA 


AVERAGE* 


J  16.1% 

 1 14.9% 

_J  12.5% 
 ^10.3% 

LililJJH  3.7% 
■■ARGENTINA  3.6% 
■{ISRAEL  2.7% 

*ING  BARINGS  EMERGING  MARKETS  INDEX 


1  23.3% 


gi'owth,  the  global  money  pump  is  be- 
ginning to  work  overtime.  And  even  af- 
ter the  stock  markets  of  the  industrial 
world  absorb  their  share,  plenty  is  left 
over  for  emerging  markets. 

Perhaps  the  cash  flow  will  reverse 
course — as  it  did  in  1994  and  '95 — if  glo- 
bal interest  rates  turn  up  late  this  year 
or  in  1997.  But  no  one  is  too  wonied 
about  hot  money  flows  right  now.  In 
the  U.  S.,  which  sets  the  trends  in  global 
investing,  amg  Data  Services  estimates 
that  nearly  $2  billion  has  gone  into 
emerging-market  equity  mutual  funds 
since  Jan.  1. 

The  Areata  (Calif.)  research  ftrm  fig- 
ures that  U.  S.  investors  are  now  mov- 
ing $1  billion  a  week  into  Men-ill  Lynch, 
Morgan  Stanley,  and  Fidelity  Invest- 
ments inter-national  ecjuity  funds,  among 
others,  all  of  which  are  big  buyers  of 
emer-ging-market  stocks.  "Cash  flows 
are  incredibly  strong,"  says  Mark  B. 
Geist,  president  of  San  Francisco-based 
Montgomery  Asset  Management,  whose 
emer-ging-mar'ket  funds  have  gar-nered 
$50  million  since  Dec.  31.  "Nobody  ex- 
pected the  kinds  of  inflows  we've  seen 
thus  far-  in  19%,"  adds  Deutsche  Mor-gan 
Grenfell's  emer-ging-mar-kets  equities 
strategist,  Chr-istopher  Wood. 


.BECAUSE  STOCKS 
ARE  CHEAP... 

20- 


33.7% 


PERCENT  INCREASE 
IN  DOLLARS 
SINCE  DEC.  31 


All  told,  global  investors  may  sh  wons 
as  much  as  $50  billion  into  emergir 
market  stocks  this  year,  estimates  str; 
egist  Michael  Howell  of  ing  Baring  ^  if 
cur-ities  Ltd.  If  the  for-ecast  holds  tn 
that  would  be  the  busiest  pace  sin  tisrae 
foreigner-s  pumped  a  r-ecord  $62.4  1:  J.-tat^ 
lion  into  these  mar-kets  in  1993.  fitaeloj 
The  new  flow  of  cash  to  the  emergi  k  to  s 
wor-ld  will  help  bolster-  economic  r-efon  h  m 
and  finance  the  heavy  schedule  of  p  b  sha 

fiidieiiee 

...AND  FOREIGN  CASH 
IS  FLOWING  IN 
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NET  STOCK  PURCHASES 
BY  FOREIGN  INVESTORS 


PRICE-EARNINGS        1996  GDP 
RATIO  GROWTH* 
A  PERCENT 


EXPORT  1996  EARNINGS 
GROWTH  GROWTH* 

1995-2000*  'ESTIMATES 


0 

'92  '93  '94  '95  '9f 
A  BILLIONS  OF  DOLLARS  ES 

DATA  ING  BARING  SECURITIES  LTD  ,  SMITH 
BARNEY  INC  ,  BLOOMBERG  FINANCIAL  MARKETS 
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izations  many  countries  hope  to  pull 
this  yeai'.  China,  for  one,  has  lined  up 
companies  for  listing  overseas.  And 
,h  many  pundits  predicting  a  30% 
3  in  the  Tel  Aviv  stock  market  this 
ir,  Israel  hopes  to  offer  shares  in 
ee  state-owned  banks.  Some  30  Israe- 
.echnology  companies  are  also  pre- 
•ing  to  sell  shares. 

The  new  outpouring  of  emerging- 
rket  shares  is  likely  to  find  a  friend- 
audience.  Not  only  is  money  cheap, 
,  as  BUSINESS  WEEK  pointed  out  last 
(BW — Sept.  11,  1995),  many  emerg- 
markets  are  still  a  bargain.  The  rise 
nterest  rates  that  pricked  East  Asia's 
•3  equity  market  bubble  and  then 
nbled  Mexico  left  emerging-country 
ii'ses  vdth  an  average  price-earnings 
io  of  16,  says  Smith  Barney  econo- 
it  John  Mullin.  But  industrial  mar- 
s  trade  at  21,  while  the  Standard  & 
)r's  500-stock  index  goes  for  18. 
Two  of  Mullin's  favorites,  Hungary 
I  Poland,  trade  at  p-e  ratios  that  are 
lUt  half  the  U.  S.  level.  Paitly  that  re- 
ts the  markets'  limited  share  ros- 
-s,  lack  of  hquidity,  and  the  economic 


To  nearly  everyone's  surprise, 
U.S.  investors  are  now  moving  an 
estimated  $1  billion  a  week  into 
international  equity  funds 


and  political  risks  that  go  hand-in-hand 
with  new  markets.  Yet  Hungary  boasts 
shrinking  budget  deficits  and  may  soon 
become  the  second  Central  European 
nation,  after  Poland,  to  earn  an  invest- 
ment-grade i-ating  on  government  debt. 
And  Poland  expects  to  have  the  best 
economic  growth  in  Europe  this  year: 
5.5%,  after  7%  in  1995.  It  also  has  some 
high-gi'owth  companies.  Suzanne  D.  Pat- 
rick, a  vice-president  at  New  York  bro- 
ker Arnhold  &  S.  Bleichroeder  Inc., 
notes  that  the  earnings  of  Krosno,  a 
PoUsh  glassware  exporter,  ai'e  expand- 
ing by  30%  a  year  Says  Kiistin  Nichol- 
son, reseai'ch  manager  at  Wood  &  Co.  in 
Warsaw:  "This  market  is  cheap." 
In  fact,  nearly  across  the  board, 


emerging  countries  now  offer  faster  ec- 
onomic and  profit  gi-owth  than  most  of 
their  moi"e  developed  competitors.  There 
are  some  notable  exceptions,  of  course. 
Mexico,  burdened  by  25%  inflation  as 
it  tries  to  recover  fi'om  last  year's  peso 
shock,  will  be  lucky  to  see  2%  economic 
gi'owth  in  1996.  It  must  refinance  $22 
biUion  in  loans  from  the  U.  S.  and  other 
aUies  in  1997  and  '98,  and  any  stumbles 
could  panic  investors.  But  many  other 
emerging  economies  face  no  such  trou- 
ble. Notes  William  W.  Priest,  CEO  of 
BEA  Associates,  a  big  New  York-based 
global  fi.md  manager  that  dramatically 
stepped  up  its  allocation  of  cash  to 
emerging  markets  as  1996  began:  "You 
have  a  combination  of  liquidity  and  rath- 
er attractive  valuations." 

That's  certainly  tnie  for  Brazil,  which 
Richai'd  M.  Johnston,  managing  du-ector 
of  Offitbank  in  New  York,  dubs  "the 
China  of  the  Western  Hemisphere"  for 
its  prodigious  industrial  output  and 
growing  consumer  markets.  Aracruz 
Celulose,  one  of  the  world's  most  effi- 
cient pulp  producers,  is  trading  at  only 
70%  of  book  value.  Yet  it's  flush  with 
cash  and  may  see  earnings  grow  14% 
this  year.  And  despite  an  18%  price 
jump  since  December,  "there's  a  lot  of 
gain  left,"  says  Wayne  Perkins,  reseai'ch 
director  for  Brazil's  Bank  Norchem. 
CHINA  BULL.  Further  big  gains  may  be 
harder  to  come  by  in  Asia.  But  Menily 
Chiam,  head  of  Nomm-a  Research  Insti- 
tute's Singapore  office,  still  expects  "a 
Chinese  New  Yeai*  bull  run"  in  Febmaiy 
as  overseas  investors 
keep  buying  Singapore- 
an shares.  Indonesia, 
too,  may  surge  on  the 
back  of  anticipated  20% 
earnings  gi'owth.  And 
Nigel  Webber,  Hong 
Kong-based  manager  of 
the  Lexington  Cros- 
by Small  Cap  Asia 
Growth  Fund,  sees  advances  for  the 
British  colony.  Some  disagi-ee,  but  Weber 
and  other  bulls  argue  that  Beijing  has 
ample  incentive  not  to  stifle  Hong  Kong's 
growth  after  it  takes  over  in  1997. 

Webber  is  equally  enthusiastic  about 
almost  every  other  country  in  his  re- 
gion, and  that's  the  case  for  a  growing 
number  of  his  rivals,  too.  As  interest 
rates  fall  across  the  developed  world, 
investors  are  again  lured  by  the  ro- 
mance and  potential  of  emerging  mar- 
kets. Whatever  the  risks,  they  seem  to 
enjoy  what  these  markets  offer. 

By  William  Glasgall  in  New  York, 
with  Dave  Lindorff  iji  Hong  Kong,  Eli- 
sabeth Malkin  in  Mexico  City,  and 
bureau  reports 
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International  Business 


JAPAN 


FUJITSU  SHOKKir  IS  JOLTING 
AMERICAN  PC  MAKERS 

The  company's  price  war  has  U.S.  rivals  scrambling  in  Japan 

The  Japanese  called  it 
"Compaq  sliokkii." 
or  shock.  In  1992, 
the  Houston  person- 
al computer  maker 
brought  U.  S.-style  com- 
petition to  Japan:  It 
started  selling  desktop 
PCS  for  less  than  half  of 
what  hometown  manu- 
facturers had  been  ask- 
ing. The  result?  Other 
U.  S.  computer  makers 
quickly  caught  on,  and 
within  three  years, 
American  companies 
drove  PC  prices  down 
by  37%,  helped  annual 
computer  shipments 
triple,  and  seized  one- 
third  of  Japan's  $12.3 
billion  market. 

It  was  an  American 
success  stoiy — until  last 
year's  fourth-quarter  earnings.  First, 
Apple  Computer  Inc.  cited  plunging 
earnings  in  Japan  as  a  primaiy  reason 
for  its  $69  million  quarterly  loss.  Then 
on  Jan.  28,  Compaq  President  Eckhard 
Pfeiffer  told  Wall  Street  that  gi-oss  prof- 
it margins  for  the  company  sank  to 
21.7%,  fr-om  24.4%  a  year  ago,  owing,  in 
part,  to  brutal  price  competition  in 
Japan.  U.  S.  PC  makers,  also  hurt  by 
the  stronger  dollar,  are  no  longer  on 
the  fast  track.  Many  of  them,  including 
Ajjple  and  Comi)aq  Computer  Coip.,  ai'e 
ditching  low-end  machines  in  Japan  to 
concentrate  on  more  poweiful,  higher- 
margin  PCS  and  network  sei-vers. 
BIG  TUMBLE.  What's  eating  profits? 
Amt^ricans  call  it  "P\ijitsu  shokku." 
Japan's  biggest  computet'  company  is 
on  a  tear.  The  vertically  integTated  com- 
pany is  determined  to  grab  market 
share — even  selling  machines  at  a  loss, 
since  it  can  easily  make  it  up  with  pi'of- 
its  from  semiconductors  and  telecom 
gear.  That  has  stiired  up  market  leader 
NEC  Coip.,  which  saw  its  PC  share  tum- 
ble to  40%/  last  year  from  a  commanding 
53.4%  in  1992.  nec — also  in  chips  and 
telecom  products — is  matching  Fujitsu 
Ltd.'s  price  cuts  and,  in  some  cases,  un- 
dercutting them. 

Fujitsu  and  nec  can't  afford  to  be 


PALMTOP  DYNAMO:  IBM  is  posit  10 iied  best  to  compete 


shut  out  of  the  booming  PC  business  in 
their  own  backyard.  Market  researcher 
Dataquest  Inc.  says  PC  shipments  in 
Japan  soared  71%  last  year,  to  5.7  mil- 
hon  units.  Dataquest  expects  shipinents 
in  the  world's  second-largest  PC  mai'ket 
to  expand  to  7.6  million  units  this  year. 

It's  Fujitsu's  aggressive  prices,  how- 
ever, that  send  shock  waves  through 
U.  S.  companies.  Rivals  accuse  Fujitsu  of 
dumping  in  its  home  market.  Analysts 
reckon  the  company  is  losing  $300  on  a 
$2,000  machine,  at  a  total  cost  of  more 
than  $1  milUon  each  day.  Fujitsu  insists 
it  is  selling  pes  near  cost,  not  including 
advertising,  distribution,  and  other  over- 
head. "It's  a  potential 
issue  for  the  Japanese 
Fair  Ti'ade  Commis- 
sion," says  Masaru  V. 
Murai,  president  of 
Compaq's  Japanese 
unit.  How  long  will  Fu- 
jitsu continue  its  price 
war?  "Business  is  sur- 
vival," responds  Fujit- 
su President  Tadashi 
Sekizawa. 

A  relative  latecomer 
to  the  PC  mass  market, 
Fujitsu  is  making  up 
for  lost  time.  The  com- 


FALLING  PC 
PRICES  IN  JAPAN 
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pany  overhauled  its  supply  networ 
dumping  locally  made  parts  in  favor 
foreign  components  20%  to  30%  cheap< 
It's  working:  Last  year,  Fujitsu  doubk 
its  Japanese  market  share  to  18.2%, 
coming  the  No.  2  PC  maker.  Now,  tl 
company  says  it  wants  to  take  30% 
the  home  mai'ket  and  sell  5  million  uni 
by  1998. 

U.  S.  executives  may  have  start 
something  they  already  regret.  Ta. 
Apple.  Until  last  year,  the  company  w 
No.  2  in  Japan — it's  now  third.  Ev 
with  lower  Mac  prices — the  Perfori 
588  was  cut  to  $760  from  $1,615— A 
pie's  share  slipped  more  than  a  pa 
in  1995,  to  14.2%.  John  Floisand,  cha: 
man  of  Apple  Computer  Japan  Inc.,  sa 
competing  on  price  for  mai-ket  shai'e  i; 
no-win  proposition.  Instead,  Apple  w 
focus  on  highei-margin  machines  for 
ucation,  entertaimnent,  and  other  nichi 
"If  you  say  we're  the  ones  limiting 
own  ultimate  market  share  with  tl 
strategy — so  be  it,"  Floisand  says, 
U.S.  HOPE.  Compaq  didn't  fare  mu 
better.  Fourth-quarter  operations 
Japan  were  in  the  red.  The  world's  le; 
ing  PC  vendor  boosted  its  market  sha 
ojily  0.1  point  last  year,  to  a  puny  3.8 
CEO  Pfeiffer  now  plans  to  deemphasi 
low-margin  consumer  sales  and  piu 
higher-margin  business  PC  and  serv 
sales.  "We're  putting  the  highest  foe 
on  sales  of  ser-ver  products;  that's  wh( 
Japan  is  moving,"  he  says. 

The  U.  S.  company  best  positioned 
take  on  Fujitsu  and  nec  may  be  ll 
IBM  Japan  Ltd.,  unHke  most  U.  S 
makers,  does  a  lot  of  product  devek 
ment  for  the  local  market,  keeping 
touch  with  local  companies  so  it  can  t 
trends  faster  than  U.  S.  livals.  Its  $2 
palmtop  computer,  unveiled  in  Jap 
last  December,  is  a  good  example, 
was  co-developed  with  Ricoh  Co.  a 
Canon  Inc.,  which  together  built  a  ti 
digital  camera  that  slots  into  the  r 
chine  to  make  it  a  storage  medium 
still  photos,  or  a  video-conferencing  s 
tern.  Analysts  say 
has  sold  i0,000  of  1 
gadgets.  Says  Kazi 
Hotta,  director  of 
marketing  for  i 
Japan:  "You've  got 
be  on  the  gi'ound  bu 
ing  up  your  br 
name."  Still,  nobody 
pects  an  IBM  shok 
until  the  company 
I'eady  to  fight  as  te 
ciously  as  the  Japane 
Steven  V.  Bndl 
Tokyo,  with  Gary  I 
Williams  in  Houston 
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To  Gain  True  Competitive 
Advantage  From  Your 
Computing  Investment... 


Competitive  advantage  means  making  the  most 
of  your  strategic  business  assets:  people,  data, 
and  computer  hardware.  It  means  ehminating 
the  obstacles  to  enterprise  information  dehvery. 
And  it  means  empowering  everyone  in  your 
organization  with  facts  to  fuel  effective  decisions. 

SAS  Institute's  software  solutions,  backed  by  our 
exclusive  core  technologies,  provide  everything 
you  need  to  achieve  true  competitive  advantage. 

■  Enterj)ri'e  Infonnation  Systems  (EIS)... 
for  ensuring  that  key  decision  makers  have  fast, 
mer-friendly  access  to  the  most  relevant  and 
up-to-date  business  infonnation 

■  The  SAS  Data  Warehouse...for  managing  and 
organizing  data  from  caiy  source,  and  then  exploiting 
that  data  using  a  full  range  ofbusimss  intelligeiwe 
and  analytical  took 

•  The  SAS  MidtiVendor  Archilectnre"'...for  sharing 
data  and  business  solutions  across  your  entire 
hardware  kimhcape — desktop  and  beyond 

Wed  like  to  hear  about  your  current  information 
needs.  We'll  respond  with  a  software  solution  that's 
customized  for  the  way  you  do  business. 


Call  noiv  for  your  free 
SAS  Institute  overvien; 
or  send  us  E-mail  at 
bwvsas.sas.com 


/M 


SAS  Instiiiitc 

K-mail:  l)Wiffl.sa».sas.roin 
URL:  htl|>://www.sas.c()m/ 


.  -  Dr.  jtimpti  H .  Jdoodnigla/^Pr^ideny 


We're  SAS  Institute, 
and  we'll  help  you 
leverage  technology 
to  meet  your 
business  goals. 


Software  for  Successful  Decision  Making 


SAS  is  a  registfred  Irudcmat  k  of  SAS  Iiislilnlc  Inc 
Copyright  ©  1996  l)y  SAS  Instilule  Inc  . 


International  Business 


FRANCE 


THIS  FREE-MARKET  PROPHET 
MAY  FIND  HONOR  AFTER  ALL 

Former  Economics  Minister  Madelin's  comeback  drive 


It  looked  like  a  career  in  niins.  Last 
August,  French  Economics  Minister 
Alain  Madelin  was  fired  by  his  boss, 
Prime  Minister  Alain  Juppe,  for  public- 
ly questioning  why  government  workers 
deserved  their  rich  benefits.  Pundits 
took  Madelin's  sacking  as  a  sign  that 
serious  economic  reform  in  France  was 
dead — and  that  Madelin,  politically 
speaking,  was  a  goner. 

But  the  maverick  Madelin  refus- 
es to  stay  on  the  mat.  Six 
months  later,  he's  back  in 
the  news,  garnering  head- 
lines in  Le  Point  and  other 
periodicals  as  author  of  a 
best-selling  book  and  the 
possible  leader  of  one  of 
France's  biggest  political  pai- 
ties.  And  with  France's  mal- 
aise deepening,  Madelin's 
standing  as  agent  provoca- 
teur of  free-market  reform 
looks  likely  to  grow. 
GODCHILD.  The  49-year-old 
Madelin  launched  his  come- 
back effort  on  Jan.  30,  when 
he  declai'ed  liis  candidacy  for 
the  leadership  of  the  center- 
right  Union  for  French  De- 
mocracy, the  junior  partner 
in  France's  governing  right- 
wing  coalition.  An  intellectu- 
al   godchild    of  Margaret 
Thatchei',  Madelin  wants  to 
imify  the  udf  behind  his  pro- 
gi-am  to  get  govemment  out  OUSTED  by  Juppe,  Mudelii/  i 
of  the  markets  and  to  slash 
public  spending  and  taxes.  He  also 


But  even  if  he  fails  to  win  the  udf 
post,  Madelin  has  other  ways  to  keep 
his  public  profile  high.  The  boyishly 
handsome  politician  has  gotten  himself 
elected  as  a  representative  fi'om  a  dis- 
trict in  Brittany,  and  he  is  mayor  of 
the  small  town  of  Redon.  He  is  run- 
ning a  think  tank,  called  Idees-Action. 
And  he  has  just  published  a  book  pro- 
moting his  solutions  for 
France's  troubles. 

Ti'ue,  Madelin's  work. 
When  the  Ostriches  Final- 
ly Lift  Their  Heads,  does 
not  offei'  anything  much 


best  the  govemment  was  able  to  cc 
up  with  was  a  dollop  of  Keynesian  stl 
ulus,  unveiled  on  Jan.  31.  Few  expj 
the  plan,  which  lowers  the  govemmej 
set  interest  rate  on  passbook  savif 
and  provides  new  incentives  for 
struction,  to  make  any  noticeable 
ference  in  the  poor  economic  outlc 
A  new  round  of  state  spending  to  be 
the  economy  is  also  unlikely:  The 
ernment  has  sworn  to  contain  its  s\ 
ing  budget  deficit  to  qualify  for  mc 
tary  union  by  1999. 

With    France    in    such    a  m€ 
Madelin's  critics  doubt  he  could  do 
ter  than  Juppe,  should  he  ever  h^ 
the  chance  to  put  his  ideas  into  acti 
Juppe  in  fact  did  try  to  scale  back 
ser-vant  perks — one  of  Madelin's  ideal 
shortly  after  Madelin  left  the  gove 
ment.  A  series  of  crippling  strikes 
sued.  And  even  supporters  admit  tl 
as  Economics  Minister  and  in  an  ear| 
stint  as  Industiy  Minister,  Madelin 
played  disappointingly  little  skill  at 


ICI 
10 


asm: 
iofmi: 


.es  - 
ves 


n  ■•'■•'"'•Iflmli 

tatter  i 


im 


pfterii 

tonsiii( 
btaTi 


jienci 


jtiiitiia 


pushing  Thatclterite  theories  in  his  ncir  In 


'II, 


wants  private  pension  fimds  that  could 
invest  in  small  businesses,  which  Made- 
lin believes  are  key  to  creating  new 
jobs. 

Madelin's  platform  is  shaking  to  the 
roots  a  UDF  membership  divided  be- 
tween free-marketeers  and  those  who 
back  a  strong  state  role  in  economic 
planning.  Several  centrist  candidates 
may  still  challenge  Madelin  for  the  par- 
ty leadership,  so  his  gi"ab  for  powei-  is 
not  sure  to  be  successful.  But  a  victory 
would  be  an  enormous  boost  for  him: 
The  leader  of  the  udf  wields  great  influ- 
ence over  national  legislation,  and  is 
usually  a  serious  contender  in  presiden- 
tial elections. 


more  radical  than  standard  Thatcherite 
economics.  Yet  as  France's  costly  wel- 
fare state  continues  to  grow  at  an 
alarming  rate,  Madelin's  prescriptions 
look  better  and  better  to  the  shopkeep- 
ers and  small-business  owners  who  have 
been  I'allying  against  punitive  tax  rates, 
rigid  labor  laws,  and  heavy  social  charg- 
es. Madelin,  the  son  of  an  auto  worker, 
also  wants  to  appeal  to  the  working 
class,  which  he  says  is  being  overtaxed 
and  overregulated  by  an  elitist  politi- 
cal class. 

Madelin's  quest  for  more  power  may 
bpnefit  ft'om  Juppe's  own  rocky  perfor- 
mance. After  promising  a  strong  anti- 
dote for  a  paralysis  of  consumer  confi- 
dence and  a  slide  toward  recession,  the 


plementing  even  mimdane  policies,  m 
less  the  kind  of  ft'ontal  assault  he  ei 
sions  for  reforming  the  welfare  stafc 

But  Madelin  doesn't  have  to  lom 
country  to  be  influential.  He  just 
to  cultivate  his  image  as  a  hard-think 
realist,  the  only  one  with  new  idt 
now  that  Juppe  is  paralyzed  and 
opposition  Socialists  have  no  clear 
ternatives.  "Madelin's  ideas  are  go 
to  be  dominant,"  says  Morgan  Stanley 
Co.  economist  Eric  Chaney.  "He's  in 
trend  of  what  is  happening  in  evifciiiUoti 
European  country."  This  is  one  voice  itiree 
the  wilderness  the  French  vrill  be  heft?!) 
ing  more  and  more. 

By  Bill  Javetski,  with  Mia  Trenej 
in  Paris 


CM 
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international  Outlook 


ITED  BY  STANLEY  REED 


S  CLINTON  DRIFTING 

m  A  CRISIS  OVER  TAIWAN? 


I  Fujian  Province,  across  from  Taiwan,  tens  of  thousands 
if  Chinese  troops  are  massing  for  large-scale  military  ex- 
rcises.  These  maneuvers  are  meant  to  frighten  the  Tai- 
lese  electorate  into  voting  against  independent-minded 
sident  Lee  Teng-hui  in  the  island's  first  democratic  pres- 
itial  elections,  on  Mar.  23.  But  the  strategy  is  backfiring, 
jing's  tactics  are  helping  to  make  Lee  the  innaway  leader. 
China's  misreading  of  the  mood  in  Taiwan  is  just  one  of  a 
es  of  miscalculations  on  both  sides  that  could  lead  U\  a 
gerous  confi'ontation  in  the  coming 
iths.  Many  analysts  now  believe 
;  if  the  salier-rattling  fails  to  curb 
it  Beijing  perceives  as  Taiwan's 
■e  toward  independence,  China  may 
tempted  to  take  more  aggi-essive 
on  after  the  election.  Lobbing  mis- 
s  and  disruption  of  shipping  are 
1  possibilities. 

lIND  THE  SCENES.  Until  very  re- 
tly.  the  Clinton  Administration  has 
med  oddly  disengaged  from  the 
wing  tensions  in  the  Pacific — espe- 
ly  considering  the  enormous  prob- 
that  a  Taiwan-China  fight  would  pose  for  the  U.  S.  Now 
Administration  says  it  is  working  behind  the  scenes  to 
id  a  conflict.  Officials  say  they  are  reviewing  Taiwan's  de- 
iive  capabilities,  which  they  describe  as  "formidable." 
Americans  are  also  telling  Beijing  that  its  belligerence  is 
nating  other  countries  in  the  region. 
Jut  Cliina's  near-hysterical  reaction  to  the  rise  of  Lee,  Tai- 
l's fli'st  native-born  President,  is  going  to  make  it  hard  to 
a  the  situation.  Despite  Lee's  denials,  Chinese  leaders 
ply  fear  that  he  is  pro-independence.  That  is  heresy  in 
iing,  where  it  is  an  article  of  faith  that  the  island,  with  its 
3  billion  economy,  is  just  a  renegade  province.  China  has 
ously  attacked  Lee  and  his  family.  "They'll  have  to  deal 
1  Lee  Teng-hui,"  says  a  China  expert  in  Hong  Kong, 


MANEUVERS:  China  hopes  to  rattle  Taiwan 


"but  how  do  you  do  that  after  attacking  him  so  personally?" 

The  Taiwanese  have  also  made  some  missteps.  They  have 
badly  underestimated  Beijing's  sensitivity  on  the  Taiwan 
question.  While  something  of  a  diplomatic  breakthrough, 
Lee's  visit  to  the  U.  S.  last  year  clearly  wasn't  worth  the 
furor  it  provoked  in  China.  Beijing  shifted  to  a  more 
aggressive  tack  that  has  damaged  confidence  in  Taiwan's 
economy  and  slammed  its  financial  mai'kets.  "No  fund  man- 
agers want  to  buy  Taiwan  stocks,"  says  Huan  Guocang  of 
Bzw  Asia  Ltd.  in  Hong  Kong. 

One  wonders  if  Lee's  government 
is  overestimating  the  value  of  the 
many  friends  its  well-oiled  lobbying 
campaign  has  won  in  the  U.  S.  Con- 
gi-ess.  Could  it  be  that  Taiwan  is  inter- 
preting the  praise  it  hears  in  Washing- 
ton for  its  budding  democracy  and 
economic  success  as  a  guarantee  of 
IT.  S.  military  support? 

If  so,  tliis  is  very  risky  for  the  Clin- 
ton Administration,  which  may  be 
sleepwalking  into  a  serious  foreign  cri- 

  sis.  Unlike  the  Bush  Administration, 

which  had  plenty  of  goodwill  in  Beijing,  Clinton's  people 
have  viitually  no  guanxi,  or  good  connections,  in  the  Chinese 
capital.  The  arrival  of  former  Senator  Jim  Sasser  in  Beijing 
as  ambassador  after  nearly  eight  months  with  no  top  U.  S. 
envoy  there  may  give  the  U.  S.  better  access.  Sasser  may 
also  be  able  to  convey  how  much  Chinese  human  rights 
abuses  and  failure  to  halt  ripoffs  of  software  and  cos  are 
hurting  China's  cause  in  Washington. 

Tlie  U.  S.  is  mainly  betting  that  its  low-key  approach,  wliich 
somewhat  eased  tensions  with  Beijing  late  last  year,  will  work 
again.  Still,  imless  Taiwan  and  China  focus  more  on  the  price 
they  will  pay,  then-  decades-old  rivahy  may  get  out  of  hand. 

By  Joyce  Barnathan  in  Hong  Kong,  with  Stan  Crock  in 
Washington  and  Margaret  Dawson  in  Taipei 


GLOBAL  WRAPUP 


ERMAN  PHONE  WARS 

British  Telecommunications  PLC  has 
amed  up  with  rwe,  the  giant  Ger- 
an  energy  utility,  and  industrial 
cup  Viag  to  break  Deutsche 
ilekom's  stranglehold  on  the  Ger- 
an  phone  market,  rwe  brings  more 
an  4,000  kilometers  of  fiber-optic  ca- 
e,  reaching  50%  of  the  German  pop- 
ation,  to  the  partnership.  Together, 
e  three  companies  plan  to  spend  up 
$2.7  billion  over  a  10-year  period  to 
rest  away  business  and  residential 
stomers  from  Germany's  biggest 


monopoly,  which  will  be  privatized 
this  summer  in  a  $10  billion  stock  of- 
fering. The  deal  is  a  coup  for  British 
Telecom — which  now  has  a  strong  po- 
sition in  Europe's  biggest  phone  mar- 
ket. But  it  means  that  the  group 
AT&T  is  trying  to  put  together  with 
Mannesmann  and  Deutsche  Bank — 
rwe's  ex-partners — will  face  tougher 
competition. 

PEACE  CABINET  FOR  JORDAN 

►  In  a  move  likely  to  speed  improved 
relations  with  Israel,  Jordan  unveiled 
a  new  government  last  Sunday  with 


Abdul  Karim  Al  Kabaritis  as  the  new 
Prime  Minister.  In  his  previous  post 
as  Foreign  Minister,  the  outspoken 
Kabaritis  warmly  embraced  growing 
ties  with  Israel,  backed  up  King  Hus- 
sein's distancing  of  Jordan  from  for- 
mer partner  Iraq,  and  worked  to  heal 
relations  with  Kuwait  and  Saudi  Ara- 
bia, former  patrons.  The  new  Finance 
Minister,  Marwan  Awad,  is  also  seen 
as  a  plus  because  he  has  private-sec- 
tor credentials.  It  is  hoped  that  he 
will  push  for  the  economic  liberaliza- 
tion that  is  badly  needed  to  encourage 
foreign  investment. 
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Environment 


POLLUTION 


CAN  FLOWERS 
CLEANSE  THE  EARTH? 

Plants  hold  great  promise  in  waste  cleanup 


A former  Energy  Dept.  uranium-con- 
version complex  outside  Ashtabula, 
Ohio,  is  an  environmental  night- 
mare, its  soil  laced  with  deadly  lu'anium. 
Cleaning  it  up  would  ordinarily  mean 
calling  away  thousands  of  tons  of  poOut- 
ed  diit  at  gi'eat  expense.  Now,  hope  for 
a  better,  cheaper  approach  is  bloom- 
ing— literally.  In  a  small  gi'eenhouse  on 
the  factoi-y  gi'ounds,  scores  of  simflowers 
are  sucking  the  uranium  out  of  contam- 
inated water  pumped  from  the  soil. 

The  idea  of  enlisting  nature's  flora  to 
cleanse  polluted  soil  is  called  phyto-reme- 


AS  EASY 
AS  1.2 

Cleaning  up  polluted 
sites  that  cover  a  wide 
area  is  expensive  and 
time-consuming.  New- 
ly identified  plants 
make  the  process  much 
easier  and  cheaper. 


Ohio — have  sprouted  to  commercialize 
the  new  approach.  Tlie  biggest  Im-e:  cost. 
Burt  Ensley,  an  Amgen  Inc.  veteran 
who  founded  Phytotech  in  1993,  esti- 
mates that  plants  may  do  the  job  of  en- 
vironmental engineers  for  one-tenth  the 
price.  That  advantage,  Ensley  figin-es, 
should  win  him  a  nice  piece  of  the  $12 
billion-per-year  hazardous-waste-reme- 
diation industiy.  And  it  could  lower  costs 
enough  for  companies  and  governments 
to  tackle  contaminated  areas  without 
prodding  from  regulators.  Insui'ers,  too, 
are  intrigued.  Phyto-i'emediation  could 


smelter  to  recover  the  metals  (diagran 
or  disposed  of  appi-opriately  in  approve 
landfills.  Even  if  the  metals  ai-en't  reco' 
ered,  the  amount  of  waste — in  the  fori 
of  contaminated  plants  rather  tha 
dill — is  reduced  by  98%. 

Raskin's  work  is  now  being  sponsore 
by  $1.2  million  from  Phytot«ch.  Tlie  con',' 
pany's  tests  in  Uki-aine  suggest  Indie.! 
mustard  could  clean  up  strontium-ladd 
soils  near  Chernobyl  within  five  years;  ■ 

The  plants  are  only  part  of  the  stor' 
By  adding  chemicals  that  gi"ab  on  to  me 
als  in  the  soil,  scientists  can  boost  uptal,. 
a  thousandfold.  DuPont's  Cunningham 
trying  such  a  strategy  with  lead.  He  use; 
ordinaiy  plants  such  as  com  or  peas  thi 
don't  nomially  extract  metals  and  ad( 
chemicals  to  the  soil  that  flush  the  leawlh 
into  the  siuTounding  water  The  plan 
then  readily  suck  up  the  metal. 
GENE-TWEAKING.  Genetic  engineerii 
promises  fiu-ther  gains.  At  the  Unive 
sity  of  Georgia,  geneticist  Richai 
Meagher  added  a  bacterial  gene  to. 
mustard  relative  named  Arabidopst  'k 


pi 


(vears 


1  Crops  such  as  sunflowers  and  Indian 
mustard,  which  have  been  selected  for 
their  ability  to  absorb  lead  or  other  pollu- 
tants, are  planted  in  contaminated  soil. 


2  The  plants  are  harvested  and  discarded 
in  a  specially  designated  site  or  sent  to  a 
smelter  where  the  metals  can  be  extracted 
and  sold  off. 


diation — and  it's  spi-eading  faster  than 
fertihzed  kudzu.  "It's  an  incredible  tech- 
nology," raves  DuPont  Co.  scientist  Scott 
Cunningham.  "Not  only  does  using  jjlants 
to  clean  up  the  world's  environmental 
excesses  make  sense,  it's  a  heck  of  a  lot 
prettier  than  engineering  solutions." 
NEW  NICHE.  Cunningham's  own  experi- 
ments show  that  common  crops  such  as 
com  or  Bermuda  gi-ass  may  be  able  to 
yank  neai'ly  a  ton  of  lead  per  acre  ft-om 
contaminated  soil  each  year — ^just  the 
ticket  for  lead-polluted  DuPont  facilities 
and  thousands  of  other  U.S.  sites.  A 
variety  of  plants,  including  trees,  are 
proving  adept  at  cleaning  London  sew- 
age sludge,  TNT-laden  ground  at  a  Ten- 
nessee mimitions  factoiy,  and  radioactive 
fields  near  Chernobyl.  "We  are  ju.st  be- 
ginning to  explore  the  possibilities,"  says 
University  of  Missomi  biochemi.st  Doug- 
las D.  Randall. 

Ah-eady,  a  handful  of  companies — such 
as  Phytotech  in  Monmouth  Junction, 
N.J.,  Phytokinetics  in  Logan,  Utah,  and 
Applied  Natui'al  Sciences  in  Hamilton, 


be  "a  significant  new  strategy,"  says  Stu- 
art Ferguson,  vice-president  of  am-re 
Services  Inc.,  a  subsidiary  of  American 
Re-Insurance  Co. 

The  big  environmental  fii-ms  are  still 
on  the  sidelines,  waiting  foi"  proof  that 
natm-e  can  do  the  job.  "We  haven't  seen 
enough  data  for  us  to  go  out  and  apply  it 
yet,"  says  Roger  Olsen,  vice-president 
at  Camp  Dresser  &  McKee  Inc. 

Researchers  acknowledge  that  they 
have  more  work  to  do,  but  they  believe 
convincing  data  is  on  its  way.  Take  the 
progress  with  heavy  metals.  Back  in 
1990,  Rutgei-s  Univereity  biochemist  Ilya 
Raskin  was  looking  for  a  biological  meth- 
od to  clean  up  lead,  zinc,  and  other  met- 
als. He  knew  that  many  plant  species 
can  accumulate  staggering  amounts  of 
these  elements,  but  that  most  are  too 
small  to  do  much  good.  So  he  screened 
thousands  of  metal-munching  plants  be- 
fore finding  a  few,  such  as  Indian  mus- 
tard, that  are  both  large  and  able  to 
vacuum  up  metals.  Once  grown,  the 
plants  can  be  harvested  and  put  into  a 


matio 


can  i 


The  resulting  transgenic  plant  can  tal  if-  f 
up  a  dangerous  form  of  mercury  frc 
soil,  transform  it  into  a  less  harmi|Fftives 
form,  and  allow  it  to  evaporate  into  t 
atmosphere.  "Everyone  told  me 
wouldn't  work,"  says  Meagher  "But  nc 
we  have  something  really  spectacul 
to  offer"  Scientists  are  creating  trar 
genie  plants  that  target  other  meta 
too.  "The  technical  breakthi'oughs  in  t 
whole  field  are  coming  a  mile  a  mi 
ute,"  says  Cunningham. 

Still,  even  phyto-remediation's  mc 
ardent  boosters  admit  the  technolo, 
is  not  a  panacea.  Plants  won't  be  able 
tackle  all  sites,  such  as  those  where  tcl 
ins  lurk  deeper  than  roots  can  rea( 
And  since  metal-containing  plants 
themselves  hazardous  waste,  they  mi 
be  off-limits  to  gi-azing  animals.  Desp 
these  limitations,  phyto-remediation  s 
has  enormous  promise,  scientists  s; 
The  high-tech  cleanups  of  tomorrAaboveran 
may  simply  be  a  matter  of  letting 
thousand  flowers  bloom. 

By  John  Carey  in  Washingt^-ri}!.' ^ 
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1  he  II  Mopean  Region  Md 
for  the  past  5  years. 


Lipper 
Rank 

Periods 
Ended  12/31195 

#  of  Funds  in 
Category 

Average  Annual 
Total  Return* 

#; 

1  Year 

42 

24.60'A 

#1 

3  Years 

19 

22.56% 

ai 

5  Years 

16 

14.12", 

}  SEC  standardized  average  annual  total  returns  below 

Which  European  Fund?  Dean  Witter  European 
I'owth  Fund.  In  fact,  as  the  number  of  European 
'  ;gion  mutual  funds  more  than  doubled  in  the  past 

e  years,  Dean  Witter  European  Growth  Fund  has 
\  ntinued  to  remain  at  the  top,  for  the  past  one, 
I  ree  and  five  years. 

Dean  Witter  European 
•owth  Fund  is  just  one  of  our 
elusive  family  of  mutual 
ids -from  domestic  to 
ternational  stock,  bond 
d  money  market  funds- 
at  Dean  Witter  has  to 
fer.  Funds  with  specialties, 


Dean  Witter  European  Growth  Fund 

$890  Million  hi  Assets 

Growth  of  a  hypothetical  SIOJJUU  investment 
since  the  fund's  inception  on  6/1/90 


a  mountain  of 
evidence  to  prove  it. 


specific  fund  recommen- 
dations tailored  to  your 
financial  goals. 

Perhaps    that's  why 
over  five  million  investor 
accounts  have  come  to 
rely  on  Dean  Witter.  And 
why  our  mutual  fund 
assets  under  management 
or  administration 
have  grown  to  more 
than  $75  billion. 

For  more  information 
on  these  and  other 
impressive  numbers,  call 


jectives  and  risk  levels  for  every  investor. 

But  Dean  Witter  offers  more  than  just  great  numbers. 
5  have  a  network  of  some  8,500  Account  Executives, 
ch  with  the  expertise  to  provide  you  with  something 
u  can't  get  investing  on  your  own.  Advice.  With 


us  for  the  office  nearest  you.  Ask  for  a  free  brochure  and 
prospectus,  which  contain  complete  information  on  the 
charges,  expenses  and  the  special  risks 
associated  with  investing  in  foreign  mar- 
kets. Read  the  prospectus  carefully  before 
you  invest  or  send  money. 

  1-800-THE-DEAN  

We  Measiire  Slccess  One  Invest  ok  At  A  Time 

DEAN  WITTER 


le  SEC  standardized  average  annual  total  returns  (wtiich  take  into  account  the  contingent  deferred  sales  charge)  for  the  1-,  3-,  and  5-year  periods  and 
:e  the  fund's  inception  on  June  1,  1990;  19.60%  21.89%  13.88%  and  10.40%.  SEC  standardized  returns  assume  you  sold  your  shares  at  the 
i  of  each  reporting  period.  A  sales  charge,  which  applies  only  if  the  shares  were  sold  within  six  years  of  their  purchase,  is  reflected  in  these 
jrns.  Investment  return  and  principal  will  fluctuate  so  that  your  shares,  when  redeemed,  may  be  worth  more  or  less  than  their  original  pur- 
ise  price.  Past  performance  is  no  guarantee  of  future  results. 

►3  above  rankings  for  the  1-,  3-,  and  5-year  periods  ended  December  31,  1995.  are  based  on  total  return  and  were  provided  by  Lipper  Analytical 
"Vices,  Inc.,  a  leading  monitor  of  mutual  fund  performance. These  rankings  did  not  take  into  account  the  fund's  contingent  deferred  sales  charge 
DSC),  which,  if  taken  into  account,  might  have  affected  the  fund's  rankings.  The  CDSC  declines  from  5%  in  the  first  year  to  zero  after  six  years 
\  applies  only  upon  the  sale  of  fund  shares.  The  graph  illustrates  the  growth  of  $10,000  since  the  fund's  inception  on  June  1,  1990,  through 

'oember  31 ,  1995.  Dividends  and  capital  gains  were  reinvested  at  net  asset  value,  assuming  no  redemption. 

■eign  securities  and  markets  pose  different  and  possibly  greater  risks  than  those  customarily  associated  with  domestic  securities,  including 
rency  fluctuations  and  political  instability  ©  /yyr,  Dean  Wiitur  DisirihiiUns  luc 


ly^o  Motor  irena 


^      (Y>;//f/  have  been  any  one  of 
\^  dozens  of  thoiiglufui  new 
touches  that  put  the  new 
Dodge  Caravan  over  the 


top  in  the  minds  of  the  Motor  Trend  editors. 
Maybe  it  was  the  avaikihle  driver's  side 
Muiiiig  door  Or  the  way  Easy  Out  RoUer  Seats''''  make 
renumil  and  reinstallation  a  snap.  Could  have  been 
something  as  small  as  the  ratcheted  cupholders  upfront 


that  hold  eveiything  from  a  Big  Gulp®  tc 
your  favorite  cupfnmi  home.  Might  hav 
been  the  quiet.  Or  the  ride.  The  handlin, 
—  Safety  features  like  standard  driver  and 
front  passenger  airhags.  Or  the  magic 
way  the  new  Caravan  can  turn  in  a 
smaller  circle  even  though  it  '.v 
longer  Then  again,  perhaps   '  y 
it  was  all  those  nooks  and 


Grcuid  Caravan  LE 


inies  for  everything  from  the  kids'  toys 

mbrellas.  Or  maybe  it  was  simply  all 
room  and  comfort  for  people,  ami  all 
versatile,  flexible  space  for  cargo. 
Whatever  it  was,  all  of  us  here  at  Dodge 

'  very  proud  and 

py  about  this 

•ular  honor  An 

or  made  all  the 


more  special  by  one 
remarkable  fact:  For  the  first 
time  ever,  the  Motor  Trend  Car 
of  the  Year  is  more  than  a  car 


It's  a  Caravan. 


The  New  Dodge  Caravan 


For  niiiiv  mfnrnuition.  call 

I  S()U-4-A-l)(ll)GE  or  iv.s/V  inir  Wi'h 

^ilf  at  hnjT://wm\:4udod)it'.com 

Big  Gulp®  is  a  registered 

trademark  of  The  Southland 

Corporation. 

Always  wear  \our  seat  bell. 
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RESTRUCTURINGS 


WHY  D&B  IS  GLUED 
TO  THE  TICKER 

Wall  Street  greets  a  breakup  plan  with  deafening  silence 


His  beeper  keeps  going  off.  Dun  & 
Bradstreet  Chairman  Robert  E. 
Weissman  is  sitting  in  his  office 
trying  to  explain  his  spin-off 
strategy,  but  he  keeps  getting  inter- 
i-upted.  The  beeper  is  signaling  yet  an- 
other story  moving  over  the  wires  on 
the  company's  financial  results  for  1995. 

The  news  isn't  exactly  wondeiful.  Net 
income  was  nearly  halved,  to  $1.89  per 
share,  because  of  a  $448  million  writeoff 
for  costs  associated  with  a  plan  to  break 
up  the  information-services  giant.  Still, 
Weissman  could  also  report  that  reve- 
nues grew  10.6%,  to  $5.4  billion,  the 
first  double-digit  rise  since  1990. 

For  Weissman,  however,  even  the 
good  news  about  revenue  growth  only 
underlines  an  unusual  problem  he  be- 
lieves confronts  Dun  &  Bradstreet 
Corp.:  Its  shareholders,  who  value  the 
company  for  its  high-dividend  payouts, 
are  preventing  him  fi"om  more  aggi'es- 
sively  cariying  out  a  strategy  to  sustain 
that  kind  of  healthy  top-line  growth. 
His  solution:  to  bust  the  155-year-old 
corporation  into  three  publicly  traded 
companies. 

So  fai;  mai'ket  reaction  has  been  little 
more  than  a  collective  yawn,  and  some 


critics  say  Weissman's  novel  rationale 
for  the  spin-off  makes  little  sense.  Un- 
like AT&T,  which  saw  its  stock  leap  11% 
the  day  of  its  spin-off  announcement, 
D&B  shares  continue  to  languish.  As  the 
overall  mai'ket  has  i-eached  record  liighs, 
D&B  stock  has  risen  just  4%,  to  $66  a 
share,  since  Weissman  unveiled  his 
strategy  on  Jan.  9. 

The  i-eason:  Investors  now  realize  the 
spin-off  disguises  a  huge  cut  in  the  div- 
idend, to  about  $1.55  from  $2.64  a  shai-e, 
and  that  d&b's  market  research  unit, 
A.  C.  Nielsen,  is  far  more  beleaguered 
than  previously  thought.  Locked  into  a 
price-cutting  war  with  a  tough  rival, 
Nielsen  posted  only  $6  million  in  net 
income  on  $1.3  billion  in  revenues  last 
year.  "Suddenly,  people  realized  how 
badly  it  was  doing,"  says  Edward  J. 
Atorino,  an  Oppenheimer  &  Co.  ana- 
lyst. "Some  are  skeptical  it  will  show 
dramatic  improvement  anytime  soon." 

Undaunted,  Weissman  has  chosen 
what  is  becoming  the  strategy  du  jou  r. 
Breakups  are  being  adopted  by  a  gi'ow- 
ing  numbei'  of  corporate  giants,  from 
AT&T  and  ITT  to  Hanson  and  oM.  Al- 
I'eady  this  year,  more  than  $73  biUion  in 
spin-off  transactions  are  pending,  up 


from  a  record  $47.9  billion  in  1995, 
cording  to  J.  P.  Morgan  Securities  I 

Studies  show  that  the  stock  mar^ 
rewards  a  parent  company's  decisio: 
do  a  spin-off.  J.  P.  Morgan  asserts, 
example,  that  on  average  a  parent  c 
pany's  stock  will  outperform  the  mar 
by  6%  by  the  date  of  the  actual  bre 
up.  Spin-offs  then  outperform  the 
ket  by  an  average  of  more  than  2j 
in  the  first  18  months  of  independe 

Weissman  is  hoping  his  strategy 
work  the  same  kind  of  magic.  Man^ 
today's  spin-offs  are  the  result  of  fai 
strategies  and  the  market's  desire 
"pure  plays."  What  makes  d&b's  mi 
different — at  least  as  it  is  explained 
Weissman — is  the  motivation  behind 
breakup:  Essentially,  he  wants  to 
tract  a  diffei'ent  breed  of  shareholc 
The  $448  million  price  tag  on  this  str 
egy  isn't  cheap,  however,  and  some 
gue  that  its  primary  purpose  could 
accomplished  by  better  communicatii  fe  ti- 
the new  gi'owth  strategy  and  followi 
through  on  it — all  without  a  cos 
breakup.  "On  the  surface,  this  mal 
no  sense,"  says  Thomas  Z.  Lys,  a  Nor 
western  University  business  profess 
"The  managers  should  do  what  they  ' 
lieve  is  right  and  let  the  shareholdi 
reshuffle  themselves." 
ANEMIC  GROWTH.  In  one  sense,  Wei 
man's  strategy  is  born  of  frustrati 
He  has  presided  over  a  highly  pro 
able  company  saddled  with  an  aner 
growth  record  and  a  stock  that  \ 
missed  one  of  the  biggest  bull  mark( 
of  all  time.  Since  early  1994,  wh 
Weissman  became  ceo,  d&b  stock  1  \i%  \\ 
eked  out  a  gain  of  only  5%.  at  a  tii 
when  the  Standard  k  Poor's  500-stc  im 
index  rose  more  than  36%.  Reven 
gi-owth  averaged  just  1.7%  a  yeai"  sii 


DUN  &  BRADSTREErS  OFFSPRING 


!ft( 


COGNIZANT 

REVENUES  $1.4  billion 

EMPLOYEES  10,000 

KEY  UNITS  Nielsen  Media 
Research,  Gartner  Group, 
IMS  International 

PITCH  TO  INVESTORS  Poten- 
tial for  high  growth 


DUN  &  BRADSTREET 

REVENUES  $2.0  billion 

EMPLOYEES  16,000 

KEY  UNITS  Moody's  Investors, 
Reuben  H.  Donnelley 

PITCH  TO  INVESTORS  High 

profits,  low  risks — and 

low  growth  . 


A.C.  NIELSEN 

REVENUES  $1.3  billion 
EMPLOYEES  17,000 


mi 


KEY  UNITS  A.C.  Nielsen 
market  research 


PITCH  TO  INVESTORS  Poten- 
tial turnaround  in  tough 
market 

DATA.  COMPANY  REPORTS,  BUSINESS  WEEK 
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0.  Yet  the  company's  retmii  on  equi- 
has  averaged  34.2%  in  the  past  five 
rs,  nearly  foui*  times  the  profitability 
Dow  Jones  &  Co.  and  more  than 
ce  that  of  The  McGraw-Hill  Compa- 
5,  pubhsher  of  business  week. 
Nh'dt  to  do?  Weissman  tried  to  carve 
a  new  image  for  the  not-so-glamor- 
company  based  in  Wilton,  Conn.  His 
t  annual  report  shocked  some  d&b 
-timers  because  it  overflowed  with 
itations  from  trendy  management  gu- 
as  well  as  repi-oductions  of  abstract 
More  important,  Weissman,  55,  who 
led  D&B  in  1979,  began  to  focus  on 
enue  gi-owth. 

)&b's  investors  were  none  too 
ased.  When  Weissman  lowered  Wall 
eet's  earnings  estimates  early  last 
ir  so  he  could  invest  an  extra  $75 
lion  in  new-product  development  and 
jmational  expansion,  the  decision  cost 

company  hundreds  of  millions  in 
rket  capitalization.  After  Weissman 
i  a  key  investor  that  he  would  pur- 

revenue  growth  even  if  it  meant 
ting  d&b's  dividend,  the  stock 
ipped  12%.  "Over  a  billion  dollars  in 
rket  value  disappeai'ed  within  a  week 
1  a  half,"  says  Weissman.  "That  was 

kind  of  sensitivity  our  shareholders 
1  over  it.  We  needed  to  deal  with  it." 
Ultimately,  Weissman  concluded  that 
shai'eholders  failed  to  match  up  with 

kinds  of  diverse  businesses  that  now 
nprise  the  company.  They  think  of 
B  as  a  "preferred  stock  with  modest 
)wth  potential,"  he  says.  He  main- 
ns  that  those  high-dividend  expecta- 
fis  constrained  d&b  fi'om  making  lai'g- 

investments  in  businesses  with 
•h-gi'owth  potential  as  well  as  fi'om 
Mng  defensive  investments  to  shore 


WEISSMAN:  He  wants 
to  attract  a  different 
breed  of  shareholder 

up  units  under  attack 
fi'om  rivals. 

With  investment 
hanker  Goldman, 
Sachs  &  Co.,  Weiss- 
man pondered  alter- 
natives, from  selling 
D&B  to  making  a  siz- 
able acquisition  him- 
self— one  big  enough 
10  transform  the  en- 
tire company.  No 
buyer  was  willing  to 
offer  a  hefty  premi- 
um for  D&B.  Gobbling 
up  another  company, 
he  figured,  wasn't 
the  answer,  either. 
"To  the  degree  you 
made  growth  inves- 
tors happy,  they  also 
would  say  it  doesn't 
look  like  as  much  of  a  growth  veliicle  as 
we  would  like,"  he  says. 

Breaking  up  the  company  into  three 
parts  with  different  capital  needs  and 
gi'owth  prospects,  Weissman  thinks,  will 
make  it  easier  for  executives  to  manage 
operations  and  for  shareholders  to  in- 
vest. Those  who  like  d&b  foi-  its  stability 
can  keep  their  shares  in  the  $2  biUion 
D&B  spin-off,  which  includes  Moody's. 
Investors  who  seek  the  potential  for 
high  gi-owth  might  find  $1.4  billion  Cog- 
nizant Corp.  a  worthwhile  bet.  To  be 
headed  by  Weissman,  Cognizant  includes 
health-care  market  reseai'ch  company 
IMS  International  and  broadcast  ratings 
fiiTO  Nielsen  Media  Research.  Prospec- 
tors looking  for  a  potential  turnaround 
might  go  for  troubled  A.  C.  Nielsen. 
TAKEOVER  BAIT?  Although  investors 
haven't  registered  their  approval  in  the 
market,  some  shareholders  like  the 
breakup.  They  think  the  move  makes 
D&B  takeover  bait.  "There  is  a  good 
likehhood  now  that  one  or  more  of  the 
newly  created  businesses  could  be  ac- 
quired," says  Mark  A.  Boyar,  who  man- 
ages a  $100  milhon  investment  portfolio 
with  a  stake  in  d&b.  Boyar  maintains 
the  breakup  value  is  over  $80  a  share. 

Maybe — but  not  just  yet.  Weissman 
says  he  is  not  disappointed  that  d&b's 
stock  hasn't  yet  taken  off.  On  the  day 
the  board  approved  the  spin-off  plan, 
he  told  his  directors  he  wasn't  sure 
whether  the  stock  would  go  up  or  down. 
"We  believed  that  if  we  do  this,  the  val- 
ue of  the  company  will  eventually 
grow,"  he  insists,  just  after  his  beeper 
sounds  a  third  time.  Weissman  may 
have  to  wait  a  long  time  for  the  beep 
announcing  good  news. 

By  John  A.  Byrne,  in  Wilton,  Conn. 


Intel  and  the 
Smithsonian 
are  proud  to 
bring  you  the 
Smithsonian 
150th  Anniversary 
traveling  exhibit. 
February  9  to 
March  7, 1996  at 
the  Los  Angeles 
Convention  Center 
and  April  10  to 
May  19, 1996  at 
the  Kansas  City 
Convention  Center 
For  information  call 
1-800-913-TOUR. 


PROUD  PAR  TNIrR 


Smithsonian 
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INSURANCE 


GE  SAILS  INTO 
A  WHITE  SQUALL 

Controversy  swirls  around  its  insurer's  sudden  liquidation 


It  seemed  wholly  innocuous,  certain- 
ly not  the  sort  of  move  that  would 
stir  up  an  international  insurance 
imbroglio. 

At  a  hearing  in  Boston  last  June, 
David  F.  St.  Lam-ent,  chainnan  and  j^res- 
ident  of  Electnc  Mutual  Liability  Insur- 
ance Co.,  asked  Massachusetts  ■^■■■■h 
regulators  to  allow  him  to  split 
his  company.  Insurance  poli- 
cies covering  the  large  and 
costly  environmental  liabili 
ties  of  policy-holder  Gen- 
eral Electric  Co.  woul 
remain  in  Electric  Mu- 
tual, which  would  re- 
locate to  Bermuda. 
As  a  mutual,  Eld 
trie     Mutual  i- 
owned  by  its  policy- 
holders, and  GE  was 
the  largest.  The  I'e- 
maining  healthy  busi- 
ness would  be 

MOVED: 

Electric 
Mutual  in 
Massachusetts 


$500  million.  Electric  Mutual  filed  for 
liquidation,  the  equivalent  of  a  bank- 
ruptcy filing  for  an  insurance  company. 
The  move  raises  questions  about  how 
such  a  massive  hit  appeared  out  of 
nowhere  and  questions  about  ge's  role 
in  the  debacle.  Under  Bei'muda  law, 


GE's  Offshore  Gambit 

DEC.  31,  1994  Electric  Mutual,  an 
nsurer  owned  largely  by  General 
Electric,  its  biggest  policyholder, 
reports  a  steep  increase  in 
expected  payouts  on  GE  policies 
stemming  from  environmental 
■    and  asbestos  claims. 


moved  to  an 
already  exist- 
ing subsidiaiy. 
Electric  In- 
surance Co., 

which  would  be  sj^un  off  as  a 
separate  company  and  stay  in 
Massachusetts.  Despite  a  no- 
tice in  The  Boston  Globe  a 
week  earlier,  no  one  besides 
St.  Laurent  and  a  handful  of 


JUNE  20,  1995  Electric  Mutu- 
al applies  to  Massachusetts 
^  insurance  regulators  to  split  into 
two  companies.  Policies  covering 
the  risky  liabilities  would  remain 
at  Electric  Mutual,  which  would 
move  to  Bermuda.  Less  risky  liabilities 
would  be  transferred  to  a  separate  company. 
Electric  Insurance,  which  would  stay  in  Massachusetts. 


JUNE  28,  1995  Massachusetts  regulators  approve  the 
restructuring.  Electric  Mutual  prepares  to  move  to 
Bermuda. 


OCT.  20,  1995  Electric  Mutual  identifies  $750  million 
in  potential  liabilities  and  files  a  voluntary  petition  for 
executives  involved  in  the  deal    liquidation,  the  insurance  equivalent  of  bankruptcy.  poj. 


showed  up  at  the  hearing. 
Eight  days  later,  the  Massa- 
chusetts Insurance  Div.  gave 
St.  Laurent  the  go-ahead. 

The  fallout  from  that  deci- 
sion, however,  has  garnered 
considerably   more  atten- 


tion— and  heated  controversy. 
Last  October,  just  four 
months  after  Electric  Mutual 
moved  offshore,  the  compa-  PI^*^?^^ 
ny  suddenly  identified  $750 
million  in  potential  environ- 
mental and  asbestos  liabili- 
ties tied  to  GE  policies.  Fac- 
ing a  capital  deficit  of  about 


NOV.  30,  1995  Underwriters  at 
Lloyd's  of  London,  who  had  been 
paid  to  provide  backup  reinsurance 
coverage  for  some  of  Electric  Mutu- 
al's  liabilities,  file  the  first  of  four 
lawsuits  that  seek  to  reverse  the 
move  to  Bermuda.  Some  reinsurers 
allege  that  the  move  will  allow  GE  to 
exert  control  over  the  liquidation 


GE,  as  the  sole  policyholder  of  Electr| 
Mutual  after  the  restructuring,  cs 
have  significant  control  over  the  liqi 
dation  process.  In  the  U.  S.,  state  ii 
surance  departments  typically  overstj 
liquidations. 

(jE's  advantageous  position  has  rei: 
sui'ei's  crying  foul.  Reinsurers — inclui 
ing  Kemper  Reinsm-ance,  General  Rei 
surance,  Allstate  Insurance,  and  so 
underwriters  at  Lloyd's  of  London 
wei'e  paid  to  provide  backup  coverai 
for  Electric  Mutual's  policies  with  g: 
These  four  reinsurers  have  filed  la 
suits  against  the  Massachusetts  Insu: 
ance  Div.,  seeking  to  reverse  the  mo\| 
to  Bermuda.  Their  primary  worry:  th 
GE  will  dictate  when  and  how  mu 
reinsurers  will  have  to  pay  on  the 
claims.  Those  payments  go  to  Elect: 
Mutual,  but  would  eventually  flow 
■HH^H  the  sole  creditor,  GE.  "Th 
concern  is  that  GE  will  contn 
the  show,"  says  Debra 
Hall,  general  counsel  for  th 
Reinsurance  Assn.  of  Amer 
ca.  The  Massachusetts  regi 
lators  have  asked  the  coui 
to  dismiss  the  suits,  argxiin 
that  any  harm  to  reinsurei 
is  speculative. 
INSIDERS?  Electric  Mutualj 
St.  Lam-ent  contends  that  th 
reinsurers'  contractual  oblige 
tions  and  legal  defenses  d 
not  change  simply  becaus 
the  company  is  in  Bermudi 
And  a  GE  spokesman  says  th 
comjiany  did  not  direct  Ele( 
trie  Mutual's  restructuring 
Still,  the  deal  was  handled  b 
an  Electric  Mutual  boar 
elected  largely  by  ge  wit' 
four  of  its  nine  seats  held  b 
former  ge  executives,  inclu( 
ing  St.  Laurent,  who  headel 
investor  communications  a] 
the  Fan-field  (Conn.)  giant 
til  i;i89.  And  GE  is  no^l 
to  take  a  direct  rol 


APR.  12,  1996  Hearing  scheduled 
for  Bermuda  authorities  to  rule  on 
the  proposed  liquidation. 

DATA  COMPANY  REPORTS,  A  M  BEST  CO 


NEW  HOME:  The  company's 
Beriii /(da  headquarters 
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gratulations  to  our  customers  recognized  by  Business  Week  for  developing  some  of  "The  Best  New  Products  of 
5."  Your  innovative  products  are  among  the  many  appHcations  powered  by  Motorola  microcontrollers  and 
er  semiconductors. Thank  you  for  letting  us  be  a  small  part  of  your  success.  Motorola  powers  the  products  that 
ver  your  life. 


POWERED  BY 
MOTOROLA 


^  MOTOROLA 


''6  Motorola,  Inc.  The  Powered  By  Mororola  name  and  logo  are  trademarks  of  Motorola,  Inc.  Motorola  and  v>*)  are 
ired  trademarks  of  Motorola,  Inc.  All  other  product  and  brand  names  are  the  property  of  their  respective  companies. 


What  you  never  thought  possible.' 


The  Corporation 


in  the  deal:  On  Dec.  20,  the  company 
agreed  to  pay  roughly  $125  million  to 
buy  the  healthy  Electric  Insurance, 
which  for  now  is  controlled  by  Electric 
Mutual  through  a  trust. 

The  expected  licjuidation  of  Electric 
Mutual  highhghts  the  problems  insurers 
face  as  the  costs  of  asbestos  liabilities 
and  environmental  cleanup  mount. 
Standard  &  Poor's  Corp.  figures  that 
losses  to  insurers 
from  claims  related  to 
pollution  traceable  in 
part  to  manufacturing 
by  large  industrial 
companies  like  ge, 
could  top  $40  billion — 
more  than  20%  of  the 
industry's  capital 
base.  And  as  insur- 
ance companies  are  increasingly  forced 
to  pay  claims  tied  to  asbestos  and  en- 
vironmental problems,  they  are  turning 
to  their  reinsurers  to  cover  part  of  the 
bill.  The  collection  process  can  be  par- 
ticularly complicated  in  insolvencies  like 
Electric  Mutual's.  "This  is  the  issue  for 
the  1990s,"  says  Hall  of  the  Reinsur- 
ance Assn.  In  the  case  of  Electric  Mu- 
tual, A.M.  Best  Co.  analyst  John  H. 
Snyder  figures  that  the  bill  to  reinsur- 


ers for  claims  could  be  $100  million  or 
more. 

Environmental  headaches  were  of  lit- 
tle concern  when  Electric  Mutual  was 
founded  in  1927  to  provide  workers' 
compensation  coverage  for  ge  employ- 
ees. Over  time,  though,  Electric  Mutual 
expanded,  providing  multiple  lines  of 
business  to  ge,  as  well  as  to  outside 
companies  and  individuals.  Problems 


Some  reinsurers  suggest  that  Electric 
Mutual  relocated  to  Bermuda  so  that  GE, 
its  largest  policyholder,  could  dictate  the 
terms  of  the  liquidation  process 


began  to  surface  in  the  early  1990s  as 
the  company  upped  its  reserves  for  fu- 
ture losses  on  policies  in  a  number  of 
product  lines,  a  move  that  dragged 
down  earnings.  In  1994,  Electric  Mu- 
tual nearly  doubled  its  reserves  for  as- 
bestos and  environmental  liabilities,  to 
$185  million.  Most  of  that  was  tied  to 
exposure  to  GE  environmental  liabili- 
ties at  polluted  sites  around  the  coun- 
try. It  was  those  warning  signs  that 


set  last  year's  reorganization  in  moti 
St.  Laurent  declines  to  comment 
how  the  new  environmental  hit  s 
faced,  citing  the  litigation  surround 
the  restnictiuing.  But  the  filing  by  E 
trie  Mutual  for  liquidation  has  rai, 
eyebrows.  "You  don't  just  find 
overnight  that  you  have  a  huge  er 
ronmental  liability  with  a  big  indust 
company  like  ge,"  says  Best's  Sny( 
who  slashed  Elect 
Mutual's  rating  fr 
A-  to  D  after  the  ( 
closure.  And  Daniel 
Judson,  deputy  ger 
al  counsel  for 
Massachusetts  ins 
ance  regulator  v 
signed  off  on  the  di 
said  he  had  foi 
"nothing  in  the  record  to  indicate"  t 
Electric  Mutual  would  be  liquidail.(,j6 
when  it  moved  to  Bermuda. 

Regardless  of  the  questions 
rounding  Electric  Mutual's  collapse 
seems  certain  that  ge  will  benefit 
dealing  with  the  claims  in  Bermuda 
stead  of  Massachusetts.  While  Elect 
Mutual  executives  decline  to  comm 
on  how  the  company  will  be  Uquidat 
But  in  Bermuda,  creditors  may  choi 
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If  you  plan  to  be  alive 
during  the  next  decade  ... 
you  should  definitely  read  this  book. 

— Lewis  F  Piatt,  Ctiairman  President,  and  CEO,  Hewlett-Packard  Company 

"A  fascinating  and  sobering  look  at  our  undeniably 
digital  future." 

-Gerald  H  Taylor,  President,  MCI  Communications  Corp 

"Forget  every  rule  you  ever  learned  about  succeeding 
in  business — and  grab  hold  for  the  ride  of  your  life." 

-Ward  MacKeiizie,  Vice  President,  txlYNEX  Business  Network  Solutions 

"Required  reading  for  everyone  trying  to  make  sense 
of  the  convergence  of  communications,  computing, 
and  content  industries." 

—Jean  C  Monty,  President  and  CEO,  Norttiern  Telecom  Limited 
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The  Second  Annual 


Awards 


LL  FOR  ENTRIES 


hampions  of 

ZYBERSPACE 

CEILENCE  RECOGNIZED 

e  National  Information  Infrastructure  (Nil)  Awards 
ognize  best  practices  and  excellence  in  use  of  the 
iformation  Highway." 

:e  President  Gore  calls  the  Nil  Awards  "important 
our  future"  ard  Newt  Gingrich  says  the  Awards  are 
model  for  how  important  national  objectives  can 
achieved." 

id  out  why.  Enter  your  project,  application  or 
vice  today  and  help  demonstrate  the  power  and 
:ential  of  networked,  interactive  communications. 

YARD  CAT  E  G  O  Rl  E  S 

rs  &  Entertainment  Business 
4MUNITY  Education 

VERNMENT  HEALTH 

XT  Generation 

'ECIAL  AWARDS 

Nil  Telecollaboration  Award 
Postal  Service  Nil  Public  Access  Award 
ldren's  Award 

lEAD  L  I  N  E  S 

entries  must  be  received  by  April  12,  1996.  Enter  early  -  by 
:ch  13  -  and  you  will  be  eligible  for  valuable  prize  drawings. 

I  N  N  E  RS 

iners  will  be  honored  at  a  special  ceremony  in  the  Fall  ot  1996 
will  be  featured  in  a  national  education  and  awareness  program 


ONSORS 

nsors  include  the  Academy  ot  Television  Arts  &  Sciences,  C.  Everett  Koop 
itute.  Merino  Institute,  National  Education  Assoc.,  American  Library 
ic,  National  League  of  Cities,  U.S.  Information  Infrastructure  Task  Force, 
),  Business  Wire,  PC  Week.  Electronic  Learning.  Network  World.  Internet 
Id,  Federal  Computer  Week  and  other  leading  organizations,  including: 


UNITED  STATES 
POSTAL  SERVICE  . 


BELLSOUTH 

@  Business  Systems 


JjlTSU     Pncem,erho,^eu.i>^  ^CompuSeFve 


#sun 


3R  ENTRY  INFORMATION 
It  http://www.gii-awards.com  send  email  to  info@gii-awards.com  or  call  soo  250  2838 


Nil  Awards.  Gll  Awards  and  C,\]  Atjdci 


-  trademarks  of  Alccss  Media  Inc 


Science  &  Technology 


an  expedited  workout,  which  is  not 
available  in  Massachusetts.  To  wind  up 
the  process  early,  Bermuda  liquidators 
can  estimate  all  future  claims,  generat- 
ing early  payments  to  policyholders, 
and  therefore  early  bills  to  reinsurers 
for  those  claims.  That  means  policy- 
holders may  collect,  and  reinsui'ers  may 
be  asked  to  pay,  on  claims  that  haven't 
materialized  yet.  In  Massachusetts,  reg- 
ulators liquidating  an  insurance  com- 
pany typically  pay  claims  and  bill  in- 
surers only  as  claims  are  brought.  So, 
while  liquidations  in  the  U.  S.  can  take 
more  than  20  years  to  finish,  the 
Bermuda  approach  has  resolved  liqui- 
dations in  half  that  time.  Unless  re- 
insurers are  able  to  block  that  process, 
in  short,  (;e  could  get  its  claims  money 
sooner. 

"SUBSTAf4TIAL  INFLUENCE."  CE  could  also 
have  a  key  I'ole  in  how  the  insurance 
tab  is  calculated.  While  the  state  insur- 
ance commissioner  usually  oversees  in- 
solvencies in  the  U.  S.,  in  Bennuda  cred- 
itors generally  have  a  say  in  appointing 
the  liquidator.  So  as  the  only  creditor  of 
Electnc  Mutual,  cE  may  help  select  and 
oversee  the  liquidatoi-.  One  Bennuda  at- 
torney, who  declined  to  be  named,  says 
that  if  CE  opts  for  the  speedy  resolution, 
the  company  vdll  offer  evidence  of  the 
claims  it  is  likely  to  be  owed  in  the  fu- 
ture. In  doing  so,  ge  could  help  deter- 
mine how  much  reinsurers  pay  on  those 
claims.  A  General  Reinsiu-ance  brief  said 
the  company  "now  faces  the  reality  that 
GE  has  a  substantial  and  unanticipated 
influence  over  the  adjudication  of  ge's 
own  claims." 

If  so,  some  reinsurers  claim,  this 
would  not  be  the  fii'st  time.  They  con- 
tend Electric  Mutual  has  in  the  past 
cut  deals  with  GE  at  reinsiu'ers'  expense. 
Electric  Mutual  filed  four  lawsuits  in 
1993  to  force  several  London  reinsiu"ers 
to  pay  more  than  .$40  million  on  envi- 
ronmental and  asbestos  claims  the  in- 
surer had  settled  with  GE.  Attorneys 
for  the  reinsiu'ers  claim  the  losses  were 
not  covered  under  the  Electric  Mutual 
pohcies.  "It  is  our  position  that  there 
was  collusion  between  Electric  Mutual 
and  GE,"  says  Alice  E.  Richmond,  an 
attorney  who  is  representing  the  rein- 
surers in  the  still-pending  lawsuits. 
"They  just  turned  around  to  [the  rein- 
surers] and  said,  '  Pay  us.' " 

ge's  ingenious  BeiTnuda  gambit  could 
allow  it  to  reap  substantial  benefits  fi"om 
the  liquidation  of  one  of  its  own  entities. 
But  the  coziness  betwf  on  Electric  Mu- 
tual and  GE  may  have  a  downside.  The 
next  time  Electric  Insurance,  the  sur- 
viving company,  needs  baclaip  reinsui"- 
ance  coverage,  some  reinsurers  could 
well  run  the  other  way. 

By  Amy  Barrett  m  Washington,  ivith 
Tim  Svuni  in  New  Haven,  Conif. 


ELECTRONICS 


NOT  JUST  A  BLIP 
ON  THE  SCREEN 

For  this  mini  radar,  mass-market  potential  is  huge 


You  might  tliink  that  a  personal  ra- 
dar system  is  something  you  can 
safely  live  without.  But  makei's  of 
radically  smaller  and  cheaper 
Walkman-size  radar  systems  are  betting 
you're  wrong.  The  radar  is  about  to 
show  up  in  everything  from  burglar 
alarms  to  hand  tools.  It  will  measure 
the  water  level  in  toOet  tanks  and  the  oil 
level  in  cai"  engines.  It  will  warn  cbnvers 
of  blind  spots  and  monitor  the  triggeiing 
of  ail"  bags  in  collisions. 

Thomas  E.  McEwan,  a  researcher  at 
Lawi-ence  Liveiniore  National  Laborato- 
ry in  Livermore,  Calif.,  stumbled  across 
the  concept  of  personal  radai-  while  figiu-- 
ing  out  how  to  measure  the  output  of 
miniature  nuclear-fusion  reactions  creat- 
ed by  the  lab's  Nova  laser,  the  world's 
most  powerful.  The  technique  he  de- 
vised to  monitor  the  reactions  could  be 
used  to  make  a  radar  receiver,  he  rea- 


soned. So  he  put  together  $10  worti 
components  in  a  plastic  box  the  size  (  |K!tC 
pack  of  cigarettes,  and  it  worked.  ufrsV 

McEwan's  "micropower  impulse  i-ad 
(MIR)  sends  out  about  2  million  pulse 
second,  each  lasting  at  most  a  few 
lionths  of  a  second.  It  vv^orks  at  ranges 
150  feet  or  less  and  can  nan  for  yearsi 
a  single  batteiy.  It's  not  only  cheap 
small  but  uncannily  acciu-ate,  capable 
measiuing  distances  as  small  as  fractii 
of  an  inch.  McEwan  underestimiated 
potential  at  first.  "I  thought  it  wo 
make  a  veiy  cool  biirglai'  alaini,"  he  sjjrrl; 
"It  was  the  only  thing  I  thought  of." 

Industry  had  a  few  other  ideas, 
the  past  two  years,  more  than  3,( 
companies  have  looked  into  the  techr 
ogy,  and  15  have  paid  $100,000  each  to 
cense  it.  McEwan  has  30  patents  pel 
ing  or  issued  and  will  probably  net  ab( 
$300,000  as  his  share  of  the  $1.5  mill 
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RADAR  GOES  MICRO 

Micropower  impulse  radar  is  cheap,  tiny,  and  incredibly  accurate  at 
short  ranges.  Here's  how  it  can  locate  a  pipe  in  a  concrete  wall: 


1A  radar  module  "looks"  a  certain 
depth  into  the  wall  by  sending  out 
a  short,  sharp  pulse,  waiting 
a  precise  amount  of  time, 
and  watching  for  an  echo. 
If  no  echo  arrives  at  the 
predetermined  moment, 
then  the  pipe  must  be  either 
too  near  or  too  far  away. 


Iwer 


SStll( 


2 Each  other  module  in 
the  array  does  the 
same,  in  turn.  Then  the 
process  is  repeated, 
looking  slightly  deeper 
into  the  wall. 

3 A  computer  collects 
the  data  from 
each  pass  of  the 
array  and  processes 
it  into  an  image  of 
the  buried  pipe. 
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The  23rd  Edition  of  the 
Multinational  Executive 
TRAVEL  COMPANION^ 
Is  Now  Available 


Put  A  Travel  Agent 
In  Your  Pocket 

Often  called  the  'Rolls  Royce  of  Travel 
Books',  METC  packs  into  some  126 
countries  50,000  updated  facts. ..750 
pages  of  expert,  researched,  accurate 
essentials  for  the  business  traveler. 

There's  nothing  like  this  authoritative 
handbook.  "It's  the  encyclopedia  of 
business  protocols  and  local  customs", 
write  reviewers  for  a  top  business 
publication.* 

Among  new  1995-96  features  are 
exclusive  analyses  describing  selected 
countries  now  entering  into  new 
marketing  phases  and  international 
relationships... uncounted  information 
to  make  your  business  or  social  trip 
more  rewarding  and  productive. 

Larger  and  more  readable.  Special 
discounts  on  quantity  orders.  Single 
copy  in  softcover...gold  foil  and  full 
color:  USD60.  Overseas  USD80. 
Includes  shipping  and  handling.  Ask 
about  corporate  identification  programs 
and  the  VIP  presentation  edition  in 
leather,  gold  stamped,  gilt  edged, 
ribboned,  cased,  at  USD100. 


I  oyalties  under  the  terms  of  Law- 

1  ;e  Livermore's  patent  agreement, 
won't  confb-m  the  figiu-e.) 
he  first  pi-oducts  are  coming  to  mar- 
Amerigon  Inc.  of  Monr-ovia,  Cahf., 
incoiporated  McEwan's  radar  into 
nsor  that  helps  drivel's  avoid  backing 
objects.  The  radar— vdth  warning 
ts  and  an  audible  alarm  that  rises 
litch  as  you  get  closer — should  be 
1  in  a  half-dozen  car  models  by  next 
',  Amerigon  says.  The  startup  also  is 
jloping  a  complete  auto  safety  sys- 
with  AlliedSignal  Inc.  Among  other 
;,  the  radar  could  tell  if  a  passenger 
aning  foi-ward  in  the  seat.  If  so,  the 
engei''s  aii"  bag  would  open  slowly  at 
to  ease  the  passenger  back. 
E  DETECTOR.  The  most  complex  mi- 
lower  systems  have  an  array  of  ra- 
modules.  The  an-ays  can  distinguish 
jes  through  con- 

'  e,  under  the 
ind,  or  behind 
,s.  A  small  pro- 
or  combines  the 
I  generated  by 
various  modules 
a  single  image 
gram).  McEvi^an 
'orking  with  the 
jnse  Dept.  on  a  mine  detector  and 
1  the  Ti-ansportation  Dept.  on  a  de- 
to  check  for  coirosion  of  metal  rein- 
ements  in  concrete  bridges, 
ircon  Corp.,  of  Campbell,  Calif., 
;h  makes  the  popular  Stud  Sensor,  is 
dng  a  radar  array  to  spot  steel  rods 
mcrete  and  pipes  in  walls.  It  is  plan- 
;  products  that  can  find  wires,  pipes, 
sewer  lines  underground.  These 
5  should  be  more  accui-ate  and  versa- 
than  the  original  Stud  Sensor;  wliich 
!Cts  studs  inside  walls  by  looking  for 
ations  in  electrical  capacitance, 
''re  going  to  give  the  everyday  con- 
tor  access  to  tools  that  will  elimi- 
!  a  lot  of  guesswork  and  fiaistration," 
5  President  John  R.  Stauss. 
IR,  like  conventional  radar,  works  by 
ling  out  a  signal  and  listening  for 
echo.  But  instead  of  paying  atten- 
to  every  echo,  it  watches  only  for 
58  coming  from  a  certain  distance 
,y — say,  10  feet.  The  distance  is  ad- 
able.  That  was  the  key  to  making- 
system  simpler  and  cheaper  Con- 
tional  radars  must  sift  tkrough  and 
:e  sense  of  echoes  and  stray  sigTials 
ling  from  all  distances. 

•  IcEwan  also  came  up  with  an  ingeni- 
way  to  detect  the  radar's  pulses  in- 
ensively.  The  system  takes  a  series  of 
ipshots"  of  returning  signals,  each 
he  precise  time  an  echo  is  expected 
k.  The  snapshots — actually  measiire- 
its  of  voltage  levels — are  stored  in  a 
icitor  and  then  analyzed  using  cheap- 
slower  electronics  during  the  lull  be- 


tween snapshots.  It  may  be  hard  to  be- 
lieve thei'e's  much  of  a  lull,  with  2  million 
snapshots  per  second,  but  the  pulses  ai'e 
so  brief  that  it's  proportional  to  one-sec- 
ond-long pulses  separated  by  gaps  of  15 
minutes  or  so. 

One  early  success  has  been  level  sens- 
ing, the  sui'pr'isingly  tricky  business  of 
gauging  how  much  liquid  or  solid  is  in  a 
tank.  Tanks  containing  foam,  vapor;  or 
dust,  as  well  as  tanks  with  extreme 
pressures  or-  temperatur-es,  can  easily 
foil  even  sophisticated  sensors.  Ultr-a- 
sound,  for-  example,  can  be  fooled  if  sig- 
nals bounce  off  of  thei-mal  layers  in  gas- 
oline vapor's  or  steam  rather-  than  off  of 
the  liquid  siuface.  The  r'adar  sensor-  cuts 
r-ight  through  to  the  liquid's  surface. 

Titan  Technologies,  which  sells  level 
controls  for  oil,  gas,  and  chemical  plants, 
has  intr'oduced  an  mir  sensor'  at  a  cost  of 


$1,000,  one-thir'd  the  price  of  its  me- 
chanical float  sensor's  and  about  one- 
tenth  the  price  of  level  sensors  using 
conventional  r'adar.  The  price  should 
come  down  fur'ther  once  the  r'adar  and 
the  conti'ol  circuits  it  r'equir'es  are  inte- 
gi'ated  onto  a  single  chip,  says  John  F. 
Gr-imes,  vice-president  at  Titan,  a  Lamp- 
man  (Sask.)  subsidiary  of  Titan  Pacific 
Resources  Ltd.  Says  Grimes:  "Over 
time,  this  r'adar  should  obsolete  all  of 
our  products." 

FLASH  FLOODS.  In  the  constr-uction  field, 
Cleveland's  Pile  Dynamics  Inc.  has  built 
the  radar  into  a  system  that  records 
how  much  of  a  steel  or  concrete  founda- 
tion pile  r'emains  to  be  dr'iven  into  the 
gr'ound.  And  for  the  environment,  Re- 
mote Data  Systems  Inc.  in  Wilmington, 
N.  C,  in  January  introduced  a  battery- 
oper'ated  siuface-water  monitor'  for  such 
uses  as  watching  r-ivers  and  streams  for 
flash-flooding  or'  for  ensiu^ing  that  waste- 
water tr'eatment  pools  don't  over'flow. 

MIR  will  r'eally  hit  the  mass  mar-ket 
when  some  company  puts  McEwan's  de- 
sign on  a  chip  that  sells  for'  a  dollar  or 
so.  McEwan  thinks  that  may  happen 
witliin  a  year  Zh'con  sees  a  thr'ough-the- 
wall  r'adar'  pr'iced  at  less  than  .$50,  and 
Amerigon  hopes  to  sell  a  car  back-up 
r'adar'  that  could  be  installed  for'  under 
$25.  With  prices  like  that,  McEwan 
might  find  someone  willing  to  build  his 
burglar  alarm — a  self-adhesive  plastic 
box  to  be  sold  on  a  har'dware-stor'e  rack. 

By  Larry  Armstrong  in 
Liverm.ore,  Calif. 


Call  or  write: 
Strand  Publishing  Co.,  Inc. 
P.O.  Box  1293, 
207  Atlantic  Street 
Stamford,  CT  06901  USA 
ph:  1-203-324-3007 
fax:  1-203-967-8404 

'Source  on  request 


VERSATILE 


Among  the  first 
products  using  tlie  radar  is  an 
auto  sensor  that  helps  drivers 
avoid  backing  into  objects 
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Asset  Management 


When  you  have  b 


^n^e^trus|pd  with  that  kin 


of  money,  you  can  afford  to  malce  a  stronger 

promise  than  others. 


This  number  represents  the  trust 
thousands  of  pension  fund  managers 
and  individuals  have  put  in  AXA  in 
23  countries  worldwide. 
It  also  ranks  us  as  the  4th  largest 
global  insurer  in  terms  of  assets 
under  management.  So  we  do  not 
take  it  lightly  when  we  say  : 


Gj  ahead  ^ 


u  can  rely  on  us 


IhSURASCE  &  NVESTMENT 

w  i  1 1    our  ])      I  II  c  r 

JbQUITABLE 


evelopments  to  Watch 


TED  BY  PETER  COY 


PILOTLESS  PLANE  TO  SNOOP  OVER  BOSNIA 


;ginnin(;  next  month, 
e  skies  of  Bosnia  will  be 
trolled  by  Predator — an 
imanned  surveillance 
ine  equipped  with  some 
the  U.  S.  military's  most 
phisticated  cameras  and 
dar.  An  earlier  version  of 
•edator,  whose  prime  con- 
jctor  is  San  Diego-based 
;neral  Atomics  Aeronauti- 
1  Systems  Inc.,  began  fly- 
y  missions  in  Bosnia  last 


summer.  Among  other  ex- 
ploits, it  confirmed  that 
Serbian  gims  had  not  been 
pulled  back  from  Sarajevo 
as  promised.  Now,  three 
Predators  have  been  fitted 
with  an  advanced,  all- 
weather  radar  system  from 
Westinghouse  Electric 
Corp. 

Predator,  a  2,000-pound 
plane  with  a  48-foot  wing- 
span,  can  stay  aloft  for  60 


hours.  That's  almost  three 
days — far  longer  than 
manned  aircraft.  What's 
more,  if  the  unmanned  ve- 
hicle gets  shot  down,  "the 
pilot  just  turns  the  key  off 
and  goes  to  lunch,  260  miles 
away,"  says  Thomas  J.  Cas- 


sidy  Jr., 
president  of 
General 
Atomics 
Aeronauti- 
cal. Predator 
costs  less 
than  $4  million,  or  a  tenth 
the  price  of  a  military  recon 
jet.  Out  of  the  line  of  fire, 
Cassidy  says.  Predator 
could  be  used  for  monitor- 
ing oil  spills,  forest  fires, 
river  traffic,  and  national 
borders. 


ECKING 

ELINESWITH 

ALAMANDER 

LINE  COMPANIES  USE  SO- 

d  intelligent  pigs  to  trav- 
irough  pipes  and  look  for 
age.  The  mechanical  sys- 
;  are  good  at  finding  wall- 
ning  corrosion  but  can't 


detect  small  cracks.  To  find 
those,  inspectors  fill  a  pipe 
vidth  water  and  jack  up  the 
pressui'e  to  see  if  it  spiings 
a  leak — not  an  ideal  solution. 

Pipetronix  in  Karlsruhe, 
Gennany,  says  it  has  an  an- 
swer with  a  new  addition  to 
the  pipeline  zoo:  the  Risspnif- 
molch,  or  "crack-inspecting 
salamander."  It  spots  cracks 


using  896  transducers  that 
send  out  overlapping  waves 
of  ultrasound.  The  sheer  num- 
ber of  transducers  provides 
the  salamander  with  ulti-akeen 
vision.  It  can  detect  cracks  as 
short  as  a  centimeter,  even  if 
the  walls  of  the  crack  are 
pr-essed  together. 

The  ultrasonic  salaman- 
der— developed  with  Ger- 
many's Fraunhofer  research 
centers — is  battery-powered. 
It  is  pushed  along  by  fluid 
flowing  through  pipes  up  to 
.56  inches  wide.  Because  it 
may  have  to  travel  hundreds 
of  miles  before  coming  up  for 
ah;  it  can  record  hundreds  of 
gigabytes  of  inspection  data 
on  digital  tape.  No  petting  or 
purchasing  allowed:  It's  only 
for  Pipetronix'  own  inspector's. 


^N  THIS  TEST  AVERT  SUICIDES? 

'PRESSION  CLAIMS  MANY  VICTIMS,  BUT 

ly  a  fraction  of  them  are  actually  at  risk 
suicide.  The  problem  is  figuiing  out 
lich  ones.  Psychiatrists  administer  ques- 
innau'es  and  other  behavioral  tests,  but 
at's  an  inexact  science.  Now,  researchers 
the  University  of  Illinois'  College  of 
adicine  in  Chicago  have  devised  what 
ly  be  a  tipoff  test — a  way  to  spot  signs 
suicidal  tendencies  in  a  patient's  blood. 
Scientists  discovered  years  ago  that  the 
ains  of  suicide  victims  reveal  high  levels 
a  protein  called  5-HT2a.  This  didn't  help 
ctors  at  the  bedside,  though,  because  it's 


impossible  to  measui'e  the  level  of  5-HT2a 
in  the  brain  of  a  living  person.  Now  a 
team  led  by  phaiTnacologist  Ghanshyam  N. 
Pandeiy  has  found  high  levels  of  5-HT2a 
somewhere  else:  in  the  platelets  of  43  peo- 
ple who  had  attempted  suicide.  Because 
platelets  circulate  in  the  bloodstream,  they 
can  be  easily  inspected  for  the  telltale 
protein. 

Pandery  says  he  isn't  sure  why  elevat- 
ed levels  of  5-HT2a  should  appear  in  the 
platelets  of  potential  suicide  victims.  But 
whatever  the  cause,  if  the  new  test 
proves  an  effective  marker  in  larger  stud- 
ies, it  could  become  a  powerful  tool  to 
prevent  suicide. 


INNOVATIONS 


■  The  hemoglobin  in  red 
blood  cells  is  the  inspii'ation 
behind  a  new  kind  of  molecu- 
lar computer  memory  pro- 
posed by  a  multi-university 
team  headed  by  scientists  at 
the  University  of  Southern 
California.  Hemoglobin  fimc- 
tions  by  picking  up  and  re- 
leasing an  oxygen  atom — a 
good  model  for  stoi-ing  bits  of 
data  in  tiny  computers,  notes 
use  chemist  Larry  Dalton. 

■  Chairsores  might  be  a  bet- 
ter term  for  the  bedsores 
that  afflict  thousands  of  peo- 
ple who  are  forced  to  sit  mo- 
tionless in  wheelchairs.  So 
university  scientists  in  New 
Mexico  and  California  have 
designed  an  "active"  seat 
cushion.  It  won't  let  people 
sit  still.  If  its  sensors  don't 
detect  movement  for  a  while, 
the  cushion  forces  the  patient 
to  change  position  by  pump- 
ing air  from  one  place  to  an- 
other It  will  be  marketed  by 
Numotech  in  Sun  Valley, 
Calif. 

■  W.J.  Sunns  Inc.  of  Engle- 
wood,  N.J.,  has  developed  the 
Smart  Valve,  a  leak  detector 
that  knows  if  a  faucet  is  drip- 
ping or  if  a  pipe  has  burst. 
The  $500  Smart  Valve  can 
sound  an  alann  or  even  shut 
off  the  water  at  the  meter, 
says  Sunns  President  Josef 
Wodeslavsky,  its  inventor. 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwfeb@businessweek.com 
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Information  Processing 


TELECOMMUNICATIONS 


MCI  IS  SWARMING 
OVER  THE  HORIZON 

Its  deregulation  plan:  Offer  all  the  consumer  services  it  can 


Well,  it's  filially  here.  After  yeai-s 
of  dickering,  Congi'ess  passed 
a  landmark  bill  on  Feb.  1  that 
deregulates  every  aspect  of 
the  communications  business,  allowing 
cable-TV  providers,  local  phone  compa- 
nies, and  long-distance  camei's  into  one 
another's  markets  for  the  first  time.  It 
biings  to  a  logical  conclusion  the  process 
started  by  MCi  Communications  Corp., 
the  company  that  in  1968  became  the 
fii'st  to  challenge  the  Bell  System  m  long 
distance.  Since  then,  mci  has  built  a  rep- 
utation as  a  marketer  par  excellence, 
clavnng  20%  of  the  nation's  long-distance 
calls  away  from  at&t. 

Based  on  its  histoiy,  mci  would  seem 
to  be  an  odds-on  favorite  in  the  comj^et- 
itive  free-for-all  that  is  about  to  engulf 
the  telecom  industiy.  But  in  the  much 
more  broadly  defined  communications 
market  that's  coming,  MCI  has  to  leam 
how  to  sell  a  lot  more  than  long  dis- 
tance to  survive.  "It's  no  longer  a  ques- 
tion of  how  large  a  share  of  the  $75  bil- 
Uon  long-distance  market  you  can  get," 
says  tJBS  Securities  Inc.  analyst  Linda 
B.  Meltzer.  "It's  a  question  of  how  big  a 
shai'e  of  the  $.500  billion  convei'ged  oi' 
integi'ated  market  they  will  get." 
ON  AND  OFF.  Until  recently,  mci  has 
been  vexingly  vague  about  how  it  plans 
to  do  that.  Starting  and  then  stopping 
two  different  wireless  strategies  and  an 
online  service  effort  didn't  help.  But 
thanks  to  a  recent  fluny  of  deals,  culmi- 
nating with  a  Microsoft  Coip.  online  pait- 
nership  and  a  direct  broadcast  satellite 
(DBS)  venture  with  News  Coii).  in  late 
January,  m<'I  has  finally  pulled  together  a 
cohesive  convergence  strategy.  Now 
comes  the  task  of  getting  all  those  piec- 
es to  work  together,  mci,  the  only  piu'ely 
long-distance  canier,  still  has  something 
to  prove  on  that  score. 

Its  plan:  Concentrate  on  selling  sei-vic- 
es,  as  many  as  possible.  Thi'ough  joint 
ventures,  partnerships,  resale  agree- 
ments, and  new  mci  initiatives,  the  com- 
pany will  offer  just  about  any  service 
that  comes  over  a  wii'ed  or  wii-eless  com- 
munications system,  including  satellite 


TV,  Interact  connections,  electronic  com- 
merce transactions,  and  of  com'se,  local, 
long-distance,  and  international  phone 
calls  (table).  "We  want  to  get  as  many 
hooks  into  each  of  oui'  customers  as  pos- 
sible," says  mci  Chainnan  and  ceo  Bert 
C.  Roberts  Jr.  mci  studies  show  that  cus- 
toniei-s  who  buy  more  than  one  sei-vice 
switch  can-iers  at  a  40%  lower  rate. 

This,  of  course,  is  the  same  mantra 
that  all  the  phone  companies  ai'e  reciting: 
Offer  a  single  soiu'ce  for  long-distance 
and  local  calling,  video,  data,  and  wii-eless 
services,  bundle  them  onto  one  bill,  and 

FLEXIBLE 

Have  some  moves 
been  contradictory? 
CEO  Roberts  says: 
"We  are  quick  to 
move  fonvard  and 
quick  to  pull  back 
when  we  have  to" 

customers  will  come 
(page  32).  That's  the 
driving  force  behind  the 
flood  of  alliances,  acqui- 
sitions, and  restnictur- 
ings  in  the  telecom  in- 
dustry. No  one  can 
afford  to  stay  in  one 
telecom  sector  tmymore. 
The  new  telecom  law 
breaks  open  the  cozy  ol- 
igopoly of  the  big  thi'ee 
long-distance  carriers, 
which  control  90%  of 
the  long-distance  busi- 
ness. In  18  months  or 
so,  the  seven  Baby 
Bells  and  gte  Coip.  will 
enter  the  market,  put- 
ting dovraward  pressure 
on  prices  and  upward 
pressure  on  marketing 
costs.  And  any  local 
calling  business  that 
MCI,  AT&T,  or  Sprint 
gain  will  cairy  a  much 


lower  profit  margin  than  long  distan 
"The  cuiTent  environment  for  long  c 
tance  is  relatively  benign,"  says  J.  P.  M 
gan  Co.  analyst  Simon  P.  Flanne  i'"-'!"^ 
"There  ai-e  no  mai'keting  wars  right  ni 
no  real  pricing  pressures,  and  ace* 
charges  continue  to  come  down.  It' 
dream  woi'ld,  and  it's  about  to  end." 

MCI  insists  that  its  long  histoiy  a^'}  --^'^ 
scrappy  upstart  and  savvy  marketi 
machine  will  give  it  the  edge  in  tl 
harsher  world.  Indeed,  the  cocky  coi  i^'"' 
dence  of  its  top  executives  is  legenda  F 
But  vai-ious  studies  indicate  that  the  lopKt 
phone  companies  could  gi'ab  as  much 
10%.  to  15%  of  the  long-distance  marl|Bi 
in  their  home  regions.  An  executive  a 
local  can-ier  warns:  "If  mci  thinks  th  foffxa 
ai'e  the  only  ones  who  know  how  to  m  i!)''^^ 
ket,  they  are  due  for  a  fall.  They  shoi 
recognize  that." 

Roberts  does  recognize  the  need 
diversify  and  says  he  wants  MCI  to  p 
in  50%  of  its  I'evenues  from  new  v(  Ji'ur 
tures  by  2000.  The  company  has  spe  li 
more  than  $6  billion  over  the  past  ye  t 
buying  everytliing  from  a  cellular-pho  islabi 
reseller  to  shl  Systemhouse,  a  Car  matel 


litli 


:0 


stare  I 


III  .-i 
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■based  computer  systems  integi-a- 
And  it  has  built  fiber  links  in  25 
;  to  provide  local  service  to  business 
)mers. 

lese  new  ventures,  though,  won't 
;  producing  profits  for  some  five 
3.  MCI  just  reported  a  20%  gain  in 

earnings,  to  $1.07  billion — before 
ucturing  charges — on  a  14%  gain  in 
nues,  to  $15.3  bilUon.  But  1996  will 
)Ugher,  say  analysts.  J.  P.  Morgan's 
nery  estimates  that  MCi's  new  ven- 
;  could  dilute  earnings  by  more  than 
I  share  in  1996.  "They  will  be  siu-vi- 

but  I'm  not  sure  they  can  continue 
;port  double-digit  earnings  gi'owth 
6  next  few  years,"  he  says, 
ill,  MCI  keeps  plowing  ahead — though 
hat  one  executive  concedes  could  be 

as  a  scattershot  approach.  Last 

for  example,  MCi  spent  $2  billion 
I  13.5%  stake  in  News  Corp.,  an  in- 
ment  that  left  industry  observers 
,ching  their  heaas  over  the  seeming 

of  synergy.  Th-^  arrangement  be- 
i  clearer  on  Jan.  25,  when  MCi  and 
s  Corp.  announced  a  joint  venture  to 
.d  $1.3  billion  building  a  DBS  net- 
c.  But  three  days  later,  Roberts  an- 
iced  a  broad  alliance  with  Microsoft 
makes  MCi  the  primaiy  distributor 


of  Mici'osoft's  online  network.  Only  prob- 
lem is  that  for  the  past  five  months,  MCi 
had  been  an  equal  partner  in  an  online 
network  with  News  Coip.  "We  ai-e  push- 
ing our  boat  in  Microsoft's  waters," 
Roberts  said. 

Its  wii"eless  strategy  has  also  been  er- 
ratic. In  Febr-uary,  1994,  it  bought  a 
stake  in  wireless  staitup  Nextel  Commu- 
nications Inc.,  then  bailed  out  eight 
months  later.  It  talked  to  a  few  of  the 
Baby  Bells  about  bidding  jointly  for 
licenses  for  the  new  wii"eless  Personal 
Communications  Sei-vice  (pcs),  but  could 
not  reach  an  agi-eement.  Instead,  MCi 
plans  to  resell  wireless  sei-vice  pui'chased 
from  othei-s,  figuring  that  once  pc:s  net- 
works are  built,  thei'e  will  be  a  glut  of 
capacity.  To  beef  up  its  wii-eless  market- 
ing, MCI  paid  $190  million  last  September 
for  Nationwide  Cellular  Services  Inc.,  a 
large  reseller. 

MCI  is  honing  its  reselling  skills  with 
paging.  It  started  offering  paging  ser- 
vices purchased  fi'om  two  suppliers  in 
May,  slapping  on  its  brand  and  providing 
biUing,  service,  and  sales.  MCi  already 
has  more  than  .500,000  customers. 

Analysts  say  MCi  could  be  just  as  suc- 
cessful in  the  ceUulai'  calling  business — if 
there  is  a  capacity  glut,  though  that  isn't 


MCFs  Future  Comes  Into  Focus 

With  deregulation  looming,  phofie  companies  are  getting 
)  offer  bundles  of  services — by  developing  new  lines  of  business  or  by 
iking  partnerships  with  other  companies.  MCI,  which  still  gets 
f  its  $15  billion  revenue  from  long  distance,  is  less  diversified  than 
long-distance  rivals  AT&T  and  Sprint.  But  it  has  a  lot 
of  new  businesses  cooking. 


DESCRIPTION 


1995  REVENUE 


MCI  Metro  is  building  fiber-optic  loops  in  major 
cities  to  connect  businesses  directly  to  its  long- 
distance network 


DATA 
HG 


flAIN  MENU. 


After  striking  a  deal  with  News  Corp.  for  half 
interest  in  an  online  venture  last  fall,  on  Jan.  30 
MCI  backed  off  and  announced  a  sweeping  new 
deal  with  Microsoft 


MCI  and  News  Corp.  plan  to  spend  $1.3  billion 
over  the  next  two  years  developing  a  direct 
broadcast  satellite  network 


ONAL 


Joint  ventures  include  Concert,  a  partnership  with 
British  Telecom  to  offer  global  networking  services 
to  major  corporations,  and  Avantel,  a  Mexican  long- 
distance venture  with  Grupo  Banamex-Accival 


•E  NETWORKS  I  Through  its  $1  billion  purchase  of  SHL  System- 
house,  MCI  is  now  in  the  business  of  handling 
corporate  telecom  networks 


With  no  network  of  its  own,  MCI  is  reselling  cellular 
service  and  bought  Nationwide  Cellular,  a  national 
reseller 


$108  million 


None 


None 


$228  million 


$135  million 


$93  million 


DATA:  COMPANY  REPORTS 


a  given.  "Building  your  own  network  is 
incredibly  capital-intensive,  so  they'll  save 
a  lot  of  money,"  says  Mark  Lowenstein, 
consultant  with  market  researcher  Yan- 
kee Group  Inc.  "But  the  profit  picture  is 
quite  a  bit  muddiei-.  They'll  be  tiying  to 
negotiate  rates  with  the  same  compa- 
nies they  compete  against." 

MCi's  changes  in  direction  may  strike 
some  as  erratic,  but  to  Roberts,  they 
are  evidence  of  MCi's  flexibility — and  its 
strength.  "We're  quick  to  move  forward 
and  quick  to  pull  back  when  we  have 
to,"  he  says.  And  many  analysts  say  it 
doesn't  really  matter  how  many  times 
MCI  switches  dii-ection,  just  where  it  ends 
up.  "This  industiy  is  moving  at  gigabit 
speed,"  says  Beai;  Steams  &  Co.  analyst 
William  N.  Deatherage.  "I  think  mid- 
course  corrections  in  your"  strategy  are 
unavoidable."  MCi's  recent  moves  have 
finally  put  some  life  into  a  stock  that 
substantially  underperfor-med  the  mar- 
ket last  year*.  Shares  r-ose  from  26  in 
eai"ly  January  to  29M  on  Jan.  29,  after  the 
Microsoft  and  ubs  deals  were  annoimced. 
SHARING  RISK.  MCI  also  says  its  str-ategy 
is  based  on  a  consistent  set  of  pinnci- 
ples.  "We  buy  when  ther-e  are  finite  re- 
sour'ces  and  lease  when  there  is  a  glut," 
says  Timothy  F.  Price,  pr'esident  of  MCi's 
long-distance  business.  That's  why  MCi 
was  willing  to  pay  $682.5  milhon  for  a 
slot  for  its  DBS  satellite,  twice  what  ana- 
lysts estimated  it  should  cost:  It  was  the 
last  one  available.  But  it's  a  high-risk 
strategy,  given  that  DirecTV  has  a  two- 
year  headstart  and  has  just  taken  on  a 
powerful  partner — at&t.  "I  felt  good 
about  the  [Dii-ecTVJ  deal  when  I  made 
it,"  says  Joseph  P.  Naccio,  head  of  at&t's 
consumer  business.  "I  felt  a  lot  better 
after  I  saw  the  price  MCi  paid  for  those 
licenses." 

MCI  will  at  least  shai-e  the  cost  of  its 
DBS  venture — another  str'ategic  tenet. 
Roberts  wants  to  take  on  partners  as 
often  as  possible  in  or'der  to  spr^ead 
around  the  risk,  be  it  with  Murdoch, 
Gates,  or  British  Telecommunications  PLC, 
wliich  bought  a  20%  stake  in  MCi  in  1994. 
"I'm  not  so  visionary  that  I  know  where 
all  the  bucks  ar-e  going  to  flow  five  years 
fi'om  now,"  he  says. 

Besides,  argues  mci,  vision  is  not  as 
important  as  killer  mar'keting  instincts. 
"We  don't  want  to  dive  in  ahead  of 
where  the  customer  is,"  says  Price.  He 
just  wants  to  move  as  fast  as  possible  to 
where  they  ar"e.  MCi's  speed  has  im- 
pressed Peter  Bonfield,  British  Telecom's 
new  president.  "They're  bloody  fast. 
They  can  tiun  an  idea  into  a  pr-oduct  in  a 
month."  Now,  Roberts  just  needs  to  hope 
that  it  takes  the  local  phone  companies 
longer  to  figur-e  out  the  long-distance 
mar'ket  than  it  takes  mci  to  figure  out  its 
new  businesses. 

By  Catherine  Amst  in  Washington 
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REVOLUTION 
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Finally,  consumers  are  in 
the  driver's  seat-and  pushy 
dealers  look  like  dinosaurs 


That  sick  feeling  began  as  soon  as  Joan  Bondio  drove 
her  new  Honda  Aceoi-d  off  the  lot  a  month  ago.  Did 
she  pay  too  much?  Did  she  get  enough  for  her  trade- 
in?  Like  a  lot  of  other  car  buyers,  Bondio,  47,  found 
the  Dai-winian  car-buying  process  intimidating  and 
traumatic.  "The  feeling  that  you  got  taken  bothers 
you,"  says  the  Pai-ma  (Ohio)  bank  executive  assistant.  "I'd 
never  bought  a  car  before,  and  I  was  afraid." 

That's  about  to  change.  The  dreaded  auto  showToom,  with 
its  gilded  illusion  and  sweaty-palmed  reality,  is  fast  becoming 
an  endangered  piece  of  Americana.  The  tradition  of  smaiTny 
salesmen,  high-pressure  tactics,  and  arbitrary  pricing  con- 
tinued unchanged  for  decades  following  World  War  II.  But 
now,  the  forces  that  have  lately  revolutionized  the  rest  of 
retailing  are  about  to  transform  the  way  we  buy  cars. 

Signs  of 
that  transfor- 
mation are 
everywhere. 
Car  shoppers 

are  logging  on  to  Internet  buying  services  to  penise  specifi- 
cations and  check  prices.  Tliey're  dialing  up  auto  brokers  who 
will  handle  the  dirty  work  of  negotiating  for  them.  They're 
ogUng  the  wheels  at  warehouse  clubs,  which  have  used  the 
buying  power'  of  theb*  vast  customer  bases  to  build  networks  of 
dealers  willing  to  give  cut-rate  prices.  They're  visiting  giant 
auto  malls  canT^ng  several  different  lines  of  car,  where  they 
can — gasp! — comparison-shop.  And  they're  bargain-shopping 
at  used-car  superstores  that  offer  vast  selection  and  no-haggle 
piicing  (table).  "Tliere  is  no  longer  one  way  to  buy  a  car,"  says 
J.  FeiTon  of  Coopers  &  Lybrand  Consulting.  "Tlie  consumer  is 
making  the  rales."  ■■■■■■■■■■■■■■■■■■■■■■m 

These  newfangled  distribu- 
tion channels  are  already  en- 
joying explosive  growth.  Car- 
Max,  the  used-car  chain  that 
electronics  giant  Circuit  City 
Stores  Inc.  is  rolling  out  na- 
tionwide, did  an  estimated  $288 
million  in  sales  at  just  four 
stores  last  year.  In  10  months 
on  the  Internet,  AutoByTel 
helped  broker  more  than 
25,000  car  pui'chases  last  year 
and  is  bracing  for  a  fivefold  in- 
crease this  year.  More  than  a 
half-million  car  shoppers  have 
turned  to  Sam's  Club,  Wal- 
Mart  Stor-es  Inc.'s  warehouse 


COMPANIES 


Driving  Car  Sales  in  a  New  Direction 


CARMAX  (Circuit  City), 
AUTONATION,  CARCHOICE 

SAM'S  CLUB  (Wal-Mart), 
PRICECOSTCO 

AUTOVANTAGE  (CUC  Int'l.), 
AUTOBYTEL,  CONSUMERS  CAR  CLUB 

CENTURY  21 

UNITED  AUTO  GROUP 


CONCEPT 

Used-car  superstores;  CarMax  has  one  Chrysler  new-car  fran 
CarChoice  offers  child  care  and  a  cafe. 

Telephone-based  referral  services  to  dealer  networks  that  pro 
bargain  prices  for  club  members 

Telephone/online-based  brokers  who  negotiate  low,  no-hagglf 
AutoVantage  offers  access  to  specs,  options,  and  dealer  cost: 

Discounts  on  CM  cars  for  employees,  franchisees,  and  custon 

Partnership  headed  by  former  adman  Carl  Spielvogel  has  boi 
41  dealerships.  Offers  efficiency  and  better  customer  service 
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club,  since  1991  for  refer- 
rals to  its  dealer  network. 
The  numbei-s  ai-e  still  small 
in  a  $605  billion  market 
where  45  million  new  and 
used  cai^s  change  hands  an- 
nually. But  a  sea  change  is 
under  way,  says  respected 
automotive  trend  watcher 
J.  D.  Power  &  Associates 
Inc.  "A  powerful  new  force 
is  being  unleashed,"  says 
Power's  Don  Keithley. 
"People  are  realizing  there 
are  new  choices  available, 
and  they  are  not  going  to 
want  to  buy  cai's  the  same 
way  again." 

STREET  GANG.  Protected 
by  strong  fi-anchise  laws, 
the  creaky,  antiquated,  and 
inefficient  dealership  sys- 
tem is  where  general- 
merchandise  retailing  was 
30  years  ago.  But  now, 
some  big  and  smait  money 
is  betting  that  the  auto 
showi'oom  is  finally  ripe  for 
change.  Cii'cuit  City,  which 
gi-ew  to  a  national  power- 
house selling  TVs  and  com- 
puters, is  applying  its  for- 
mula to  high-quality  used 
cars.  H.  Wayne  Huizenga, 
the  former  Blockbuster 
Enteilainment  Coip.  chaii'- 
man,  plans  to  do  for  cars 
what  he  did  for  videos 
with  a  competing  chain, 
AutoNation.  Wall  Street 
sees  opportunity  here,  too: 
Financial  heavyweights,  in- 
cluding New  York  financier 
Mai-shall  S.  Cogan,  Leon  D. 
Black  of  Apollo  Advisors, 
and  J.  P.  Morgan  Capital, 
are  major  investors  in 
United  Auto  Group,  the  nation's  fouilh-largest  new-car  chain. 

No  one  will  be  happier  to  see  change  than  the  car-buying 
public,  wliich  finds  purchasing  an  automobile  'the  most  anxiety- 
provoking  and  least  satisfying  of  any  retail  experience,"  ac- 
cording to  a  recent  sm-vey  by  Yankelovich  Paitnere  Inc.  "It's  a 
game,"  said  Rene  Rouillard,  a  42-year-old  caipentei-  in  West- 
field,  Mass.,  as  he  shopped  recently  for  a  new  van  for  his 
business.  "They  know  the  niles,  but  you  don't." 

But  consumers  have  gotten  a  taste  of  something  better.  The 
advent  of  superstores,  shopping  malls,  and  upscale  department 


Slj^PTURN 

Child  care  at  a  CarMax  in 
Atlanta  (above);  computer 
kiosks  at  a  prototype  Chrysler 
dealership  in  Dallas  (left) 
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Someday  soon,  new  cars  may  be  sold  in  auto  supermar  Irf 
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stores  has  made  shopping  for  just  about  everything  other 
than  cars  faster  and  easier  than  ever.  The  rise  of  giant  retail 
chains  has  forced  manufacturers  to  bring  down  the  prices  of 
everything  fi'om  tools  to  televisions.  Now,  consumers  are  de- 
manding the  same  selection,  service,  and  ro^-bottom  prices 
when  they  buy  theu'  wheels.  % 

The  new  players  bring  a  new  kind  of  retaiUrig  savvy  to  car 
sales.  They  see  cars  as  fundamentally  the  same  as  shoes  or  TV 
sets,  products  that  sell  best  with  the  right  blend  of  selection, 

convenience,  service, 
and  price.  Then-  meth- 
ods foreshadow  a  time 
when  cars  will  be  sold 
in  automotive  supennarkets  where  competing  brands  will  sit 
side  by  side  Like  so  many  cans  of  soup. 

It's  a  revolution  Detroit  views  with  mixed  emotions.  Car- 
makers would  like  dealers  to  improve  the  showroom  expe- 
rience. After  all,  they  spend  hundreds  of  millions  of  mar- 
keting dollars  to  turn  their  products  into  exalted  objects  of 
desire.  And  they  spend  hundreds  of  millions  more  to  per- 
suade consumers  to  step  into  the  showroom — only  to  have 
them  abused  and  alienated.  Yet  the  ft-agmented  networks  of 
small,  family-run  dealers  give  carmakers  a  measure  of  con- 
trol— control  they  won't  have  over  giant  retailers  selling 
multiple  brands  at  multiple  outlets.  No  longer  will  Detroit  be 
able  to  impose  its  choices  on  the  marketplace,  knowing 
dealers  will  strong-arm  shoppers  into  buying  whatever 
carmakers  send  them.  "The  world  is  changing,"  says 
Chrysler  Corp.  Chairman  Robert  Eaton.  "We  don't  know 
where  it's  going  to  go,  but  we  know  it's  going  to  change." 
HIGH  COSTS.  Already, 
the  new  players  are 
offering  relief  to  be- 
leaguered car  buyers. 
Used-car  superstore 
chains  ai-e  filled  with  the 
customei-ftiendly  ameni- 
ties such  as  child-care 
centers,  coffee  bars,  and 
touch-screen  computers 
that  shoppers  have  got- 
ten used  to  in  the  likes 
of  Nordstrom  Inc.  de- 
partment stores,  Ikea 
furniture  stores,  and 
Barnes  &  Noble  book- 
stores. Salespeople  on 
salary  instead  of  com- 
mission provide  assis- 
tance and  advice  rather 
than  a  high-pressure 
assault.  The  new  gad- 
gets allow  shoppers  to 
browse  a  huge  inventoiy 
of  cai-s  marked  with  low, 
no-haggle  prices.  As  Kel- 
ly Wilson  shopped  for  a 
pickup  at  the  new  Car- 
Choice  used-car  hyper- 
market near  Dallas,  her 
daughter  played  in  the 
store's  child-care  center, 
watched  by  a  CarChoice 
nanny.  "Anyone  with 
children  will  like  this," 
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says  the  23-year-old  graphic  artist.  "It's  difficult  to  shop  wii 
kid  whining  to  go  home." 

Vast  rows  of  gleaming  cars,  banks  of  computers,  and  pr  * 
real  estate  are  beyond  the  means  of  most  family-owned 
erships.  Those  small  operators  just  won't  have  the  finarMfsic'it 
horsepower  to  match  CarMax,  AutoNation,  and  the  ot 
used-cai"  superstore,  CarChoice,  backed  by  shopping-mall 
veloper  Waad  J.  Nadhir.  Analysts  estimate  their  masjKtenis 
stores  cost  $20  million  to  build,  dwarfing  the  $4  milUoi 
takes  to  set  up  the  average  new-cai*  dealei-ship.  "It's  gettingfctHEI 
capital-intensive  to  remain  a  private  family-owned  busine  is!  the  t 
says  Michael  Lazainas,  a  Long  Island  (N.  Y.)  Satum  de  ponFf 
whose  grandfather  got  into  the  trade  in  1926  by  buji 
Brown's  Auto  Auction  in  Manhattan — then  located  across  fit 
a  horse  auction.  Lazanas  is  afraid  his  sons,  who  will  one  ift 
take  over  the  business,  won't  be  able  to  remain  independe 

If  they  decide  to  cash  out,  they  can  turn  to  a  new  bree(  t, 
dealer — Wall  Street  investors  who  are  amassing  portfolio!  lisaler 
large  dealerships.  That's  accelerating  a  long  slide  in  the  ni  ttrs 
ber  of  dealerships,  which  has  slipped  from  47,500  in  195] 
22,400  today  (chart).  And  it  won't  end  soon.  At  the  Natic  fston, 
Automobile  Dealers  Assn.  (nada)  convention  under  way  im 
month  in  Las  Vegas,  legendaiy  adman  Carl  Spielvogel,  CE( 
United  Auto,  is  "booked  solid"  meeting  with  dealere  looking 
sell.  Spielvogel  says  his  company  was  founded  foui'  years 
on  the  premise  that  it  can  "revolutionize  cars  the  way  V 
Mart  and  Home  Depot  did  to  retail."  In  an  industry  that 
tended  to  keep  bankers'  houi-s,  his  stores  ai"e  open  from  8  Ajtratinj 
to  inidnight  and  featui'e  ftill-semce  cafeterias,  playgrounds,  ifceto 
spiffed-up  waiting  rooms.  United  Auto  sells  22  brands,  fx  falat 
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Signs  of  Consolidation 


THE  RANKS  ARE  THINNING. 


THOUSANDS  OF  NEW-CAR 
DEALERSHIPS 


.ONLY  THE  LARGEST  DEALERSHIPS  ARE  GAINING. 


SALES  OF 
150-399  CARS 
PER  YEAR 


SALES  OF  MORE 
THAN  750  CARS 
PER  YEAR 


A  THOUSANDS  OF  DEAIERSHIPS 


.AND  DEALERS  ARENT  MAKING  MUCH  MONEY  SELLING  NEW  OARS  ANYMORE 


DEALER  PROFITS  1985 


NEW  CAR  SALES 
78.5% 


DEALER  PROFITS  1995 


USED  CAR 
SALES 
47.8% 


SERVICES 
PARTS 
45.9% 


L.  t, 


inth," 


USED-CAR  SALES 


DATA:  NATIONAL  AUTOMOBILE  DEALERS  ASSN. 


-NEW- CAR  SALES 


F«ier<; 


1  with  competing  brands 

)s  to  BMWs.  Business  is  booming  at  the  fast-growing  41- 
chise  chain,  and  Spielvogel  says  he  may  take  it  public, 
hat  possibility,  more  than  anything  else,  may  pose  the 
■est  threat  to  the  status  quo.  With  his  limited  resources,  the 
■pendent  dealer  has  been  locked  in  an  uneasy  standoff 
I  Detroit.  A  national  chain  able  to  sell  shares  to  the  public 
d  achieve  the  kind  of  clout  that  has  allowed  Wal-Mart  to 
ite  terms  to  its  suppliers  and  to  obtain  huge  advantages 
•  its  smaller  competitors. 

irS  THE  DEAL?  Not  all  dealers  are  heading  for  the  exits. 
3  of  the  largest  U.  S.  dealers  fired  back  at  the  big-money 
ers  on  Feb.  7  by  launching  Driver's  Mart,  a  chain  of  used- 
5uperstores  that  plans  100  outlets  across  the  country  in  five 
•s.  "With  outside  organizations  that  have  access  to  capital 
kets  invading  our  industry,  we  must 
e  to  combine  our  resources,"  warns 
aid  E.  Flow,  a  Winston-Salem  (N.C.) 
adealer  and  Driver's  Mart's  chairman, 
dealers  hired  a  retailing  expert,  for- 
Amway  Corp.  executive  Thomas  W. 
leston,  to  be  ceo,  and  they  lured  au- 
)tive  quality  guru  J.  D.  Power  III  to 
«  their  board.  Flow  says  the  dealers 
considering  taking  Driver's  Mart  pub- 
Jid  industry  sources  say  a  major  auto 
Dany  could  take  an  equity  position, 
tie  new  superstore  chains  ai-e  so  far 
entrating  on  used  cars,  where  they 
have  to  wrestle  with  restrictive  state 
ihise  laws.  But  that  doesn't  comfort 
car  dealers,  who  depend  on  used  cars 
lalf  of  their  earnings,  with  service  and 
3  making  up  most  of  the  rest  (chart), 
hroat  pricing  practices  and  rising  over- 
.  have  sUced  profits  on  new  cars  to 
ist  nothing.  And  with  a  rich  supply  of 
-quality,  late-model  used  cai-s — ^thanks  to  the  growing  pop- 
ty  of  two-  and  three-yeai*  leases — and  new-car  prices  that 
age  $20,000,  more  consumers  are  opting  for  used  cai-s. 
18  looming  battle  is  over  shoppers  such  as  Cynthia  Chance, 
vho  swore  off  traditional  car  buying  after  she  discovered 
dax  last  year.  Chance,  who  once  had  a  new-cai-  salesman 
t  at  her  to  call  her  father  for  help  when  she  balked  at 
ng  a  deal,  says  she  always  hated  the  process.  "To  get  the 
deal,  I  had  to  act  like  somebody  I  wouldn't  have  gone  to 
1  with,"  says  the  ethics  instructor  at  Mount  St.  Mary's  Col- 
in Emmitsburg,  Md.  Chance  bought  a  Honda  Accord  at 
ilax  last  year  and  closed  the  deal  on  a  Sunday, 
iyers  such  as  Chance  have  forced  Detroit  to  take  notice. 
rsler  stunned  its  dealers  and  competitors  last  month  by 
ig  CarMax  a  new-car  franchise  in  Duluth,  Ga.  Chrysler 
it  a  test,  but  the  move  has  infuriated  dealers.  "Chrysler 
opened  a  Pandora's  box,  and  they'd  better  snap  the  hd 
on  very  quickly,"  says  Jim  Muir,  a  Sterling  Heights 
h.)  dealer.  General  Motors  Coi-p.'s  dealers  are  even  more 
aged,  gm's  marketing  chief,  Ronald  L.  Zarrella,  has 
ihed  a  $1  billion  ci-usade  to  eliminate  1,500  of  its  8,500 
jrs  over  five  years,  as  gm  wrestles  to  bring  its  bloated 
.1  network  in  line  with  its  diminished  market  share, 
it  any  wonder  that  a  new  J  .D.  Power  survey  finds 
3'  ;rs  are  pessimistic  about  their  future  for  the  fii'st  time 
3i   1989,  back  when  a  recession  was  brewing?  "What  we're 
s<  ig  in  the  auto  business  is  parallel  to  what's  happened 
ir  her  areas  of  retailing,"  says  consultant  John  Bissell 
o!  underson  Partners  in  Bloomfield  Hills,  Mich.  "Mass 


CYBERDEALERS 


High  Technology,  Low  Aggravation 

Jim  and  Lisbeth  Echeandia,  co-owners  of  a  candy- 
industry  trade  magazine,  like  a  sweet  deal,  but 
they  don't  much  Uke  fighting  for  it.  That  makes  car 
buying  a  tumoff,  an  ordeal  Jim  usually  prepai-es  for 
"like  a  heavyweight  fighter  preparing  for  a  major 
bout."  But  their  most  recent  purchase  was  more  like 
a  Cakewalk.  The  Piano  (Tex.)  couple  bought  a  $30,000 
1996  Jeep  Grand  Cherokee  Laredo  with  a  V8  engine 
last  month  in  just  45  haggle-free  minutes. 

Lured  by  a  newspaper  ad,  the  pair  drove  20  miles 
to  Dallas'  MidPark  Jeep-Eagle  Inc.,  where  Chrysler 
Corp.  is  testing  a  high-tech,  low-hassle  dealership. 
The  emphasis  is  on  speed  and  service.  Computer  ter- 


SHORT  AND  SWEET: 

The  Eeheandias 
took  less  than  an 
hour  to  buy  a  Jeep 


minals  gave  the  couple  quick  ac- 
cess to  information  to  make  com- 
parison shopping  easy.  A 
no-haggle  policy  means  the  sale 
price  is  the  same  for  everyone. 
The  Eeheandias,  Jeep  loyaHsts  who  wanted  to  re- 
place Lisbeth's  '89  Cherokee,  had  visited  two  other 
dealers  but  weren't  happy.  At  MidPark,  they  found  a 
vehicle  vdth  the  features  they  wanted  plus  a  few  ex- 
tras they  hadn't  planned  on,  negotiated  a  trade-in  on 
the  old  car,  and  closed  the  deal  in  about  the  time  it 
takes  to  have  lunch.  A  single  salesperson  handled  the 
whole  transaction.  The  price?  About  $1,000  below  the 
lowest  price  other  dealers  wanted.  More  important, 
says  Jim,  was  the  new  way  of  doing  business.  "I  don't 
like  negotiations,"  he  said.  "Here,  I  got  the  best  deal, 
and  nobody  is  going  to  get  a  better  one  because  he 
has  a  better  tongue.  This  is  a  long  overdue  change  in 
auto  retailing." 

When  it's  time  for  a  tune-up,  a  "smart  card"  will 
let  them  access  an  ATM-like  machine  to  drop  off  and 
retrieve  keys  to  the  Jeep  24  hours  a  day.  If  Lisbeth 
decides  to  wait  while  the  oil  is  changed,  she  can  plug 
a  laptop  into  a  MidPark  workstation.  "It's  like  going 
to  the  Admiral's  Club  between  flights,"  she  says. 
That  should  make  the  hassles  of  car  ovraership  a  lit- 
tle easier  to  swallow. 

By  Jeff  Hoffman  in  Dallas 


BUSINESS  WEEK  /  FEBRUARY  19.  1996  73 


Detroit  doesn't  mind  friendlier  dealers,  but  it's  wary  oM 


merchandisers  are  in.  The  middleman  is  disappearing." 

In  the  automotive  supermarket  envisioned  by  industry  fu- 
turists, Ford  Escorts  would  share  shelf  space  with  Toyota 
Corollas  and  Dodge  Neons.  Customers  would  browse  the 
aisles,  make  their  selections,  and  simply  pay  the  price  tag. 

Not  so  fast,  say  dealers,  who  ai-e  protected  by  some  of  the 
strongest  francliise  laws  on  the  books.  Dealers  provide  20%  of 
sales  taxes  in  many  states — not  to  mention  a  hefty  share  of 
local  TV  and  newspaper  advertising — and  they've  used  their 

political  clout  to  enact 
dealer  franchise  laws 
that  have  made  it 
hard  for  national  I'e- 
tailers  to  enter  the  new-car  business  or  for  Detroit  to  control 
the  pricing  and  promotion  of  its  own  products. 

There's  one  common  denominator  in  the  crazy  quilt  of 
widely  vaiying  state  franchise  laws:  Newcomer's  are  effectively 
shut  out  of  the  new-car  business  by  laws  that  prevent  auto 
companies  from  issuing  a  new  franchise  within,  say,  15  miles  of 
another  dealer  In  order  to  grant  or  revoke  a  franchise,  car- 
makers must  go  before  dealer-friendly  state  motor  vehicle 


Cover  Story 


boards.  The  net  result:  Dealers  have  more  say  than  manu;| 
turers  ovei-  who  is  let  in  and  out  of  their  exclusive  club. 

"The  sea  change  in  retailing  has  happened  all  around 
dealers  because  they've  been  protected  by  some  of  the  rrl 
anticonsumer  and  anticompetitive  laws  in  the  nation,"  si 
Tliomas  Kinnear,  professor  of  marketing  at  the  UniversitjJ 
Michigan.  But  J.  D.  Power  predicts  that  within  10  yeij 
auto  manufacturers  will  begin  circumventing  the  traditio 
franchise  system  by  opening  factory  sales  outlets  and  esi\ 
lishing  new  channels  of  distribution  thi'ough  national  reta 
like  Sears,  Roebuck  &  Co.  or  Wal-Mail. 
"ENORMOUS  COST."  The  franchise  laws  also  ci'eate  inefficief' 
and  unnecessary  expense.  The  traditional  dealer-ship  systij| 
with  different  stor-es  for  each  brand,  "adds  an  enorTnous  cosll 
the  distribution  system,"  says  Circuit  City  Senior  Vice-Pnl 
dent  W.  Austin  Ligon,  who  over-sees  CarMax.  "Imagine  wha| 
would  cost  to  buy  a  TV  if  Circuit  City  had  to  have  15  differ 
stores  to  sell  15  brands  of  television,"  says  Ligon. 

Like  the  mom-and-pop  har-dware  stores  and  bookstores  j 
foi-e  them,  the  independent  dealer-s  claim  they  bring  a  level 
loyalty  and  stick-to-itiveness  a  big  corporation  can't  malj 


ONLINE  SERVICES 


Info  Highway  to  Heaven 

Lonnie  Reeder,  39,  hadn't  bought 
a  car  since  1987,  when  it  took 
close  to  four  tense  hours  just  to 
hammer  out  the  price.  But  her  re- 
cent experience  was  vastly  different. 
This  time,  the  salesman  was  expect- 


al's  Auto  Vantage,  cue,  the  Stamford 
(Conn.)  membership  service  that 
hooks  consumers  up  with  discounted 
prices  on  everything  from  refrigera- 
tors to  VCRS,  started  its  auto  service 
in  1988.  Members  pay  $49  a  year  for 
access  to  reports  on  everything  from 
car  features  to  safety.  Once  they 
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ing  Reeder  and  her  hus-  CONVENIENCE; 

band,  Frank,  and  the       onlhie  broker 
price  was  already  set.      Reeder  ynake 
"It  was  a  done  deal 
within  a  half  an  hour,  and  we  figure 
we  saved  several  thousand  dollars," 
says  Reeder,  a  freelance  video  pro- 
ducer in  San  Jose,  Calif. 

Reeder's  secret?  cue  Intemation- 


An  make  a  decision,  they  dial 

helped      cue's  toll-free  number. 
a  deal       cue  gives  them  a  firm 
price  for  the  model  and 
options  they  want  from  one  of  the 
2,000  dealers  in  its  network.  They  can 
buy  from  that  dealer  or  use  the  quote 
to  negotiate  elsewhere. 

Auto  Vantage  also  has  online  areas 


in  the  major  services,  such  as  Ameri- 
ca Online,  where  members  can  log  oi^ 
for  information  on  features,  safety 
and  repair  records,  and  the  dealer's 
invoice  price.  That's  where  Reeder 
found  Auto  Vantage.  "Convenience 
was  a  big  issue,"  she  says.  "Being 
able  to  log  on  and  just  browse  to  my 
heart's  content  was  great." 
Reeder  also  called  cue's  cus- 
tomer representatives  regular-; 
ly  with  questions  before  decid-i  ISSlloi 
ing  on  a  Honda  Civic. 

Fii^t,  though,  she  and  her 
husband  went  to  a  local  Hondajltojc 
dealer  who  wasn't  affiliated 
with  Auto  Vantage  to  take  a 
test  drive.  They  knew  a  lot 
about  the  car  but  didn't  yet 
have  a  cue  price  quote.  Reed-f 
er  and  her  husband  tried  bar- 
gaining, but  the  hard-selling 
dealer"  wouldn't  budge:  He 
wanted  $18,000,  without  tax 
and  licenses.  Reeder  says  ne- 
gotiations were  tense.  "It  al- 
most came  to  a  name-calUng 
situation,"  she  says. 

The  next  day,  she  called  | 
Auto  Vantage  and  got  a  refer- 
ral  to  a  network  dealer  for  the  same  ' 
model  with  the  same  options.  The  to- 1 
tal  price,  including  tax  and  license, 
for  her  turquoise  Honda?  About 
$16,000.  Reeder  says  her  husband 
will  be  in  the  market  for  a  new  car 
later  this  year.  Don't  expect  to  see 
him  roaming  the  showrooms. 

By  Lori  Bongiomo  in  New  Yor^ 


m 
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[t  big  chains  might  wield 

■  manufacturers  want  somebody  with  their  own  money  in- 
(d  in  that  store,"  says  Frank  E.  McCarthy,  nada's  execu- 
\  ice-president.  "That's  the  guy  who  is  going  to  work  the 
;  hours  to  make  it  profitable." 

;ut  there's  an  eerie  sense  of  deja  vu  to  McCarthy's  words. 
il-Mart  had  the  same  image  as  CarMax  when  they  first 
e  iri,  and  all  the  local  retailer's  said  they  wouldn't  be  wiped 
ht'cause  they  knew  the  mai'ket  better,"  says  Robert  Blatt- 
^,  a  retailing  professor  at  Northwestern  University.  "But 
Mart  ultimately  won."  Indeed,  the  national  chains  ah-eady 
11  to  be  proving  they  know  more  about  satisfying  the  cus- 
ei-.  CarMax  enjoys  an  amazing  98%  cus- 
(1  satisfaction  rating,  while  nada  says  its 
I.  I  S  satisfy  85%  of  their  customers  and 

)■  sui-veys  put  it  as  low  as  65%. 
U)[  that  the  auto  companies  ai*e  just  idling 
!  engines  while  outsiders  redefine  their 
incss.  The  Japanese  auto  makers'  luxury 
sIdhs,  Lexus  and  Infiniti,  helped  establish 

levels  of  customer  pampering  and  show- 
11  style.  Chrysler  and  others  distribute 
iuct  information  from  computer  kiosks  in 
jpLng  malls  and  convention  centei-s.  Satiun 
rying  to  remain  in  the  forefront  with 
tibrand  used-car  departments  that  offer 

same  no-haggle  pricing  and  30-day  ex- 
nge  poHcy  as  its  new-car  departments. 
1  Ford  Motor  Co.  and  gm  continue  to  ex- 
ment  with  a  variety  of  one-price  concepts. 
into  makers  can  only  suggest.  It's  up  to 
r  dealers  to  implement  innovations  such  as 
;er  customer  semce  and  low-pressure,  no- 
gle  pricing.  Of  1,200  rival  dealers  who  attempted  to  imitate 
urn's  no-dicker  stickers,  only  400  have  stayed  with  it.  The 
;  found  the  practice  couldn't  last  in  a  mai'ket  oversaturated 
ti  dealers  who  survive  by  undercutting  then-  neighbor. 
'TEE  SHOP?  But  the  carmakei-s  can't  allow  dealer's  to  stay  in 
ruts.  Chr-ysler  is  experimenting  with  a  dealersliip-of-the- 
ire  concept  dubbed  Modus  after  the  custom  softwai'e  system 
uilt  to  go  with  it.  The  company  is  tr-ying  the  idea  at  an  in- 
endently  owned  Dallas  Jeep-Eagle  dealership,  outfitting  it 
ii  so  much  high-tech  gadgetr'y  that  the  computers  appear'  to 
number  the  cars  in  the  showroom.  Shoppers  can  check 
iel  offerings  on  touch-scr'een  kiosks  or  use  computers  to 
ck  out  a  database  of  competing  models.  Free  gourmet  cof- 
and  play  areas  for  kids  help  them  feel  at  home. 
Chrysler  hopes  to  persuade  its  dealers  to  take  the  concept 
ional.  But  dealers  wonder  how  they  will  afford  aU  these  fan- 
Featui'es  when  their'  overhead  costs  ah-eady  eat  up  most  of 
ir  new-car'  pr-ofits.  "My  customer's  ar'e  not  going  to  give  me 
MX)  mor*e  because  of  a  sandbox  for  the  kids  and  a  computer- 
the  floor,"  scoffs  Martin  J.  "Hoot"  Mclner-ney,  67,  a  South- 
i  (Mich.)  megadealer 

But  many  shopper-s  don't  want  to  set  foot  in  a  showr-oom,  no 
tter-  how  good  the  cappuccino.  Tens  of  thousands  ar-e  flock- 
to  the  Internet  or  auto-buying  clubs.  Ken  Ross,  a  softwar-e 
ipany  CEO  in  San  Francisco,  r-ecently  bought  a  BMW  530i 
•ugh  Consiuner-s  Car  Club,  an  auto  br-oker-.  Ross,  53,  had  al- 
(!>'  gone  a  few  rounds  with  a  "tyjjical  car'  salesman"  at  a 
A  dealership.  The  br-oker,  whom  Ross  only  spoke  to  by 
me,  went  to  a  different  bmw  dealer-  and  managed  to  nego- 
e  a  price  of  $37,500,  $5,500  off  the  sticker.  All  Ross  had  to 
w  as  pick  up  his  car  and  sign  the  paper'work.  "I  hate  nego- 
iiig,"  says  Ross,  who  paid  a  $50  fee  to  the  broker-.  "You  go 
I  High  all  that  hassle,  and  then  your  buddy  tells  you  he  got 


SUPERSTORES 


Buying  Used-Without  Feeling  Used 

Hiram  Colon  knows  better  than  to  try  to  beat  a 
car  salesman  at  his  own  game.  After  all,  the  48- 
year-old  Stone  Mountain  (Ga.)  resident  used  to  sell 
Toyotas.  He  knows  all  about  enticing  customers  with 
a  low  base  price  and  then  loading  on  expensive  op- 
tions, or  tacking  on  costly  warranties  and  service  con- 
tracts. "There's  no  such  thing  as  beating  a  car  sales- 
man," says  the  real  estate  seller. 

So  when  his  vdfe,  Grace,  recently  said  she  wanted 
a  1996  Toyota  Camry,  he  reluctantly  started  to  com- 


"NO  PRESSURE":  Grace  parison-shop  at  local  dealers, 
and  Hiram  Colon         warning  the  sales  staff  that 
with  their  '96  Camry     he  knew  the  inside  scoop. 

 "They  still  tried  to  give  me 

the  runaround,"  he  says.  That's  when  he  decided  to 
visit  the  CarMax  used-car  superstore  in  Duluth,  Ga. 
He  called  ahead  and  requested  a  Spanish-speaking 
salesman,  who  turned  out  to  be  more  like  a  clerk  in  a 
depar-tment  store  than  a  traditional  car  salesman, 
Colon  says.  Since  there's  no  haggling  over  CarMax 
prices  and  commissions  are  based  on  unit  volume  and 
not  price,  the  main  job  of  the  sales  staff  is  to  answer 
questions  and  smooth  the  process  rather  than  steer 
customers  to  higher-priced  models. 

Using  one  of  the  CarMax  computer  kiosks  that  dot 
the  shoviToom  floor,  Colon  punched  in  the  amount  of 
his  downpayment,  the  monthly  payment  he  thought 
he  could  afford,  and  the  model  and  options  he  was 
looking  for.  The  computer  spit  out  a  picture  of  a 
shiny  gold  1996  Camry,  with  7,400  miles  and  a  sticker 
price  of  $18,900.  After  a  quick  test-drive,  he  and  his 
salesclerk  finished  a  loan  application.  Based  on  his  in- 
come, credit  rating,  and  a  $2,000  dovmpayment,  Car- 
Max  financed  the  rest  at  16%.  Colon  says  he  was 
pleased  with  the  price,  and  since  CarMax  doesn't 
tack  on  any  prepayment  fees,  he  plans  to  refinance 
the  loan  in  six  months  through  his  bank.  The  whole 
process  took  about  two  hours,  and  as  Colon  marvels: 
"There  was  no  pressure.  I  was  very  relaxed,  and  I 
felt  Uke  I  was  in  control."  That's  not  a  feeling  most 
car  buyers  get  to  experience. 

By  Nicole  Harris  in  Atlanta 


BUSINESS  WEEK  /  FEBRUARY  19.  1996  75 


Cover  Story 


his  ear  for  $100  less."  Consumers  Cai-  Club,  which  logs  500  in- 
quiries a  day  and  negotiated  $250  million  worth  of  car  sales 
last  year,  is  taking  its  brokerage  onto  the  Internet  on  Apr  J. 
It  won't  be  alone.  A  gi'owing  number  of  dealei-s  and  brokers 

are  taking  to  the  Info 
Highway.  AutoByTel 
has  been  brokering 
deals  from  its  site  on 
the  World  Wide  Web  since  last  March.  It  runs  a  free  referral 
service  with  a  network  of  1,400  dealers,  who  pay  $500  to 
$3,000  a  month  and  agree  to  sell  at  low,  prenegotiated  prices, 
cue  International's  Auto  Vantage  sei-vice,  available  thi-ough  on- 
line services  or  by  phone,  has  attracted  about  2  milhon  mem- 
ber's who  pay  $49  a  yeai-  for  access  to  its  database  of  specs  and 
piices.  Last  year,  it  negotiated  more  than  10,000  car  sales  and 
expects  to  almost  double  that  in  1996. 

"IT  WAS  FUN."  Not  to  be  outdone,  some  dealers  and  manufac- 
turers are  taking  the  wheel  themselves  on  the  Internet.  On 
Feb.  5,  GM  launched  the  world's  largest  automotive  Web  site 
with  links  to  each  of  its  divisions,  encom- 
passing more  than  16,000  pages  of  infoiTna- 
tion.  Meanwhile,  more  than  125  dealei-s  have 
linked  up  with  DealerNet,  a  World  Wide 
Web  site  that  offers  competitive  specs  and 
approximate  prices  on  car's  but  does  not  bro- 
ker transactions.  Even  software  giant  Mi- 
crosoft CoiiJ.  has  taken  a  spin  at  providing 
auto  services  on  the  Web  with  CarSource, 
which  offers  facts  and  figures  about  most 
models  on  the  market. 

Car  buyers  who  surf  the  Net  first  find 
they  ai'e  well-armed  when  they  hit  the  show- 
room. Ahce  Hill,  an  editor  at  an  online  mag- 
azine in  San  Francisco,  pulled  dealer  invoice 
prices  off  CompuServe  Inc.'s  Auto  Net  be- 
fore she  started  shopping  for  a  Honda  Del 
Sol  last  year  Her  salesman  wanted  to  start 
the  bargaining  at  the  car's  $24,000  sticker 
price,  but  Hill  countered  by  citing  the  invoice 
price  of  under  $13,000.  The  salesman's  "face 
just  dropped,"  says  Hill,  who  eventually 
bought  the  car  for  $14,000.  "It  was  fun.  I 
can't  wait  to  buy  another  car" 

Not  all  buying  services  are  high-tech.  Wal- 
Mart  is  dabbling  in  the  car  business.  Shiny 
new  cars  ar-e  on  display  at  some  of  its 
Sam's  Club  warehouse  clubs.  Shoppers  can 
look  at  the  sheet  metal,  but  they  must  head  to  the  dealer  for  a 
test  drive  and  to  close  the  deal.  The  dealers  in  Sam's  referral 
network  are  supposed  to  offer  club  members  a  bargain  price. 
Michael  Mullaney  went  to  Sam's  to  buy  a  car  "because  of  the 
reputation  Wal-Mart  has."  Then  the  36-year-old  Ar-my  chemical 
and  biological  operations  speciahst  from  Copenhagen,  N.  Y., 
spent  less  than  an  hoiu'  at  the  dealership  picking  up  a  Geo 
Metro.  "I  felt  good  about  this  because  I  knew  Sam's  had 
checked  out  the  dealer  in  advance,"  says  Mullaney,  who  says  he 
bought  his  Metro  for  $250  over  invoice. 

Ultimately,  r'etail  analysts  predict,  consumers  wiU  for'ce  auto 
dealers — and  manufacturers — ^to  transfor-m  or  die.  For  shoppers 
such  as  Har-riet  Grant,  34,  of  McLean,  Va.,  who  recently 
stormed  out  of  a  dealer-ship  when  a  salesman  tried  to  browbeat 
her  into  a  sale,  car  dealers'  antiquated  horse-trading  methods 
couldn't  disappear  fast  enough.  "I  wish  dealerships  could  work 
in  the  same  way  as  when  I'm  buying  an  article  of  clothing," 
says  Grant.  That  simj)le  plea  is  shared  by  millions  of  frustrat- 
ed car  buyers.  And  it  .-;eems  as  if  they're  finally  being  heard. 

By  Keith  NaughUm,  unfh  Kathleen  Kerwin  and  Bill  Vlasic, 
in  Detroit,  Lori  Bongiomo  and  David  Leonhardt  in  New 
Ym'k,  and  bureau  reports 


WAREHOUSE  CLUBS 


Sport  Utilities?  Aisle  13 

Karen  Rezzelle  was  ready  for  something  different 
when  it  came  time  to  buy  a  new  car.  Dealers  used 
to  insist  that  her  husband's  name  appear  on  all  the 
ownership  papers,  even  though  she  was  writing  out 
the  check.  After  her  divorce,  Rezzelle  found  the  experi 
ence  even  more  infuriating.  "Is  money  aU  you  care 
about?"  one  salesman  brashly  inquired  after  she  ques- 
tioned him  on  price.  But  now,  the  44-year-old  surgical 
nurse  says  auto  buying  is  a  breeze,  thanks  to  a  service 
she  found  thr-ough  her  local  PriceCostco  Inc.  warehous 
club.  "They  do  everything  for  you,"  she  says. 

Using  the  substantial  purchasing  power  of  its  10  mil 
lion  members,  the  retailer  put  together  a  network  of 
more  than  1,000  dealers  located  anywhere  there's  a 
PriceCostco  store  nearby. 
They  sell  virtually  every  c 
available,  from  Mercedes  to 
Chevrolet.  Dealers  pay  a 
monthly  fee  to  be  part  of 
the  network  and  agree  to 
offer  PriceCostco  members 
prenegotiated,  discounted 
prices  that  include  options 
and  average  about  $1,200 
less  than  shoppers  could 
typically  get  on  their  own. 

The  warehouse  club 
sometimes  has  cars  on  dis- 
play to  promote  its  pro- 
gram, but  customers  have 
to  buy  at  a  showi'oom. 
PriceCostco  does  have  a 
toehold  in  new-car  sales.  It 
recently  began  selling  cus- 
tom replicas  of  the  60s-era 
Cobra  sports  car  from  Mil- 
waukee-based Excalibur*  Au- 
tomobile Corp.  for  $47,650 
in  a  few  locations.  So  far,  it 
has  sold  three. 

Rezzelle  picked  up  a 
brochure  for  the  service  at 
her  local  PriceCostco  store. 
She  had  visited  enough 
showrooms  to  know  what 
car  she  wanted,  so  she 
called  the  toll  -free  number  for  the  name  of  the  nearest: 
network  dealer  Besides  ehminating  the  stress  of  hag- 
gling, the  service,  which  is  free  to  PriceCostco  mem- 
bers, saves  time.  "People  want  to  have  a  very  simple, 
fast,  honest  way  to  buy  a  car,"  says  Walt  Green,  direc- 
tor of  the  company's  eight-year-old  auto  program. 
"That's  why  there  needs  to  be  something  like  this." 

The  concept  is  catching  on.  Green  says  30,900  ve- 
hicles were  sold  to  members  through  the  referral 
service  in  1995,  triple  the  number  in  1990.  Rezzelle's 
new  vehicle  was  one  of  them.  Last  May,  she  bought 
a  fully  loaded  Jeep  Gr-and  Cherokee  in  Merced,  Cali 
The  cost:  $29,900— $2,000  less  than  the  best  price 
she  found  on  her  own.  With  such  savings,  traditionaI| 
auto  dealers  may  soon  find  themselves  on  the  endan^ 
gered  species  list. 

By  Linda  Himelstein  in  San  Francis^ 


"THEY  DO  EVERYTHING": 

Rezzelle  landed  a  Jeep 
through  PriceCostco 
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PEOPLE  ARE  DRIVING 

FROM     ALL     OVER     THE     KANSAS     CITY  AREA 

TO  EAT  HOSPITAL  FOOD. 
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•0  something  that  had  never  hccii  done  before.  That  was  the  ehalleuge  1  put  in  front  of  Thiiston.  Well,  those  mast  be  some 
gic  words  beeause  yon  shoiild're  seen  his  eyes  lii^ht  up.  I  knew  riglit  tlien  that  tJie  food  experienee  at  this  liospital  would 
'cr  he  the  same.  Ideas  filled  note  pad  after  note  pad.  And  somewhere  in  those  note  pads  was  an  invitiii;^  and 
nfortable  plaec  where  patients  and  their  families  eould  get  away  from  the  liospital  without  ever  leaving  the  hospital.  And 
my  surprise,  it's  also  a  plaee  people  drive  to  for  Inneh."  Those  were  the  words  of  H.S.  George  of  Saint  loseph  Health 
nter  in  Kansas  City.  "Something  that  had  never  been  done  before."  Now  that's  a  powerful  phrase.  It'll  drive  \  ou  to  solve 
)blcms,  not  retro-fit  old  ideas.  In  the  ease  of  Saint  loseph,  a  food  eourt  right  in  the  middle  of  a  hospital.  H  S.  is  happy 
report  that  this  iine.xpeeted  idea  has  eaught  on.  "lust  look  at  the  faees  of  the  people  eating  here.  Oh,  and  also  have  a 
nee  at  the  bottom  line.  Revenues  are  up  45"o.  Something  tliai'd  never  been  done  before."  ^^^^i^f^^^J^^/^f^^ 

COURSK  THHRH'S  MOKh  TO  Thl.l,  ABOUT  UNIIMIIKI)  1>A  R  I  N  h  R  S  H  IP.  IM  I'ASh  (All,  1  -  800  -  A  R  A  M  A  R  K .  Managed  Sen'ices,  Managed  Better. 


W'bdt's  today?  Tuesday?  So  docs  that  wean  you're  in  hrankjurt?  Chicago?  Wherever  you  are,  you  micjht  want  to  take 
a  mmutc  to  learn  about  the  LTE  SOOO!^  A  Pentium'  powered  notebook  jeaturincj  mtcrchancjeahle  devices  and  the  startling  ability 
to  turn  on  a  dime.  Its  jront-loadmcj  MultiBay  makes  it  completely  modular,  so  you  can  mix  and  match  capabilities  for  any  kind 
of  trip.  Choose Jrom  a  second  hard  drive  (up  to  1.35  gigabytes),  a  CD-ROAl  drive,  a  second  battery,  or  a J^oppy  drive  to  create 
the  notebook  that's  ricjht  for  the  task  at  hand.  An  expansion  base  also  features  tno  additional  AlultiBays,  ijyou  ever  make  it 
back  to  the  office.  Interested?  Call  us  at  l^SOO'SdS'l  SIS  (select  PaqFax)  or  visit  our  Web  site  at  wwiv.compaq.com. 
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The   Compaq    LTE   5  0  0  0.  The  Ultimate 
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c  d  -  r  0  m  drive 

dual    hard  drive 

■    dual  battery,'' 

floppy  drive 
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Economics 


 COMIViENTARY  

By  Christopher  Farrell 

A  FLAT  TAX  IS  FLAT-OUT  RISKY 


(i  alien 


America's  latest  tax  revolt  is  gather- 
ing momentum.  Multimillionaire 
Steve  Forbes  has  launched  his  gop 
Presidential  bid  with  an  all-out  assault 
on  the  federal  income  tax.  Representa- 
tive Bill  Archer  (R-Tex.),  the  powerful 
chairman  of  the  House  Ways  &  Means 
Committee,  wants  to  "pull  the  income 
tax  out  by  its  roots  so  it  can  never 
grow  again."  The  recent  report  of  the 
GOP-chailered  Tax  RefoiTn  Commission, 
chaired  by  supply-side  cheerleader  Jack 
F.  Kemp,  argues  that  "the  cun'ent  tax 
code  cannot  be  revised,  should  not  be 
reinvented,  and  must  not  be  retained." 
It's  time,  they  tell  us,  to  begin  anew. 

Right  now,  in  the  vanguard  of  the 
movement  to  replace  the  83-year-old  in- 
come tax  is  the  17%  flat-rate  tax  cham- 
pioned by  Forbes  and  House  Majority 
Leader  Richard  K.  Armey  (R-Tex.). 
Thus  far,  the  debate  over  the  flat  tax 
has  revolved  around  the  politically  ex- 
plosive question  of  income  distribution. 
By  design,  a  flat  tax  reduces  the  load 
on  the  wealthy  by  exempting  fi'om 
personal  taxes  interest,  dividends,  and 
capital  gains.  Flat-tax  advo- 
cates justify  the  move  by 
claiming  a  dramatic  economic 
payoff.  Although  it  shied  away 
from  endorsing  a  flat  tax,  the 
Kemp  Commission  predicts  a 
doubling  of  the  nation's 
growth  rate  with  a  switch  to 
a  single-rate  system. 

Sounds  good,  doesn't  it? 
Problem  is,  the  revolutionar- 
ies are  wi'ong.  Theii'  florid 
rhetoric  vastly  overstates  the  ec- 
onomic gains  and  deeply  underesti 
mates  the  lisks.  There  could  be  a 
long-teiTn  payoff  from  a  flat  tax  as 
measured  by  savings,  investment,  and 
gi'owth,  but  it  would  be  hardly  over- 
whelming. The  gains  could  be  easily 
dwarfed  by  wi'enching  business  and 
household  upheavals  as  America  shifts 
to  a  new  tax  code. 

DOUBLE  HIT.  Indeed,  the  transition  to  a 
flat  tax  is  fraught  with  danger — so 
much  so  that  the  long-term  payoff  may 
never  come.  Businesses  that  borrowed 
money  and  invested  under  the  existing 
income  tax  rules  will  suddenly  be  penal 
ized.  So  will  individuals  who  saved  and 
bought  homes.  Businesses  will  lose 
interest  deductions  on  borrowed  money. 


Corporate  depreciation  allowances  on 
existing  investments  will  be  wiped  out 
The  stock  market  will  tumble  because 
Corporate  America's  assets  will  be 
worth  less. 

The  flat  tax  also  eliminates  deduc- 
tions for  home  mortgages.  In  addition 
to  getting  hit  on  their  stock  hold- 
ings, homeowners  will  Ukely  suf- 
fer a  10%  to  15%  drop  in  the 
value  of  their  homes.  The  ef- 
fect on  consumer  spending 
could  be  disastrous.  Flat-tax 


over  a  long  period  of  time — sa 
30  years — would  lessen  the  ec( 
tuiTOoil.  But  it  creates  new  qu 
as  well.  Any  safe  harbor  chips 
the  promised  efficiency  gains 
policymakers  shelter  decisions 
der  the  old  system,  the  higher 
gle  rate  must  be,  i 
the  promised  incer 
work,  save,  and  in- 
more,  says  William 
economist  at  the  B  ^^^^^ 
Institution. 
" ,    Laurence  J, 
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supporters  claim  that  lower  interest 
rates  will  cushion  the  drop  in  the  stock 
market  and  housing,  but  it's  unlikely 
rates  can  fall  far  enough  to  offset  these 
dovvTiward  economic  pressures.  The  in- 
itial impact  of  an  Armey-type  flat  tax 
could  be  a  recession,  says  Mark  Zandi, 
economist  at  Regional  Financial  Asso- 
ciates Inc.  It  would  take  four  years  for 
any  positive  impact  fi'om  the  flat  tax  to 
become  apparent,  he  says. 

Of  course,  phasing  in  the  flat  tax 
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ton  Universi  m  rales 
gues  that  wi 
tion  rules  "you  could  end  up  w 
savings,  investment,  and  grow 
with  the  current  income  tax." 

True,  many  economists  suppjfcitsi 
principles  behind  the  flat  tax 
now,  corporate  earnings  are  ef 
taxed  at  least  twice,  at  the  coi 
level  and  at  the  individual  levi 
tends  to  discourage  capital  spt 
The  flat  tax  gets  rid  of  double 
by  exempting  capital  income  f 
sonal  taxes,  which  should,  in  t  Isjilf  j 
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ings  and  investment.  The  oth- 
ied  alternatives  to  the  income 

as  the  Nunn-Domenici  USA 
lariy  encourage  savings  and  in- 

(table). 

will  take  time  for  tax  incen- 
tffect  consumer  savings.  For 
more  than  half  of  all  private 
Iready  are  in  tax-sheltered 
)lans,  making  it  unlikely  that 
idll  rise  much.  Anyway,  the  big 
national  savings  has  been  the 
Lidget  deficit.  The  fastest,  sur- 
;o  hike  America's  savings  pool 
inate  the  deficit,  not  to  under- 
lolesale  transformation  of  the 
-wliich  at  a  17%  rate  would 
deficit  into  the  stratosphere, 
se  for  the  proposed  flat  tax 
new  investment  is  more  com- 
mainly  because  of  changes  in 


Brinner,  economist  at  DRi/McGraw-Hill. 

To  be  sure,  the  time  is  ripe  for  some 
reform.  Almost  everyone  agrees  that 
the  tax  code  is  riddled  with  too  many 
exemptions,  deductions,  exclusions,  and 
credits.  The  system  is  expensive,  too, 
vdth  an  annual  tax-comphance  cost  of  at 
least  $75  billion,  says  Joel  B.  Slemrod, 
economist  at  the  University  of  Michigan. 
In  the  global  economy,  a  simpler  tax 
system  would  make  the  U.  S.  an  even 
more  attractive  place  for  business  and 
investors.  "Cleaning  up  the  tax  code 
makes  us  better  off,"  says  David  Brad- 
ford, economist  at  Princeton  University. 
MORAL  SOCIETY.  Why  not  embrace  a 
progressive,  lower-rate  income  tax  sys- 
tem with  fewer  deductions — but  keep 
the  most  justifiable  deductions,  such  as 
charitable  contributions  and  home  mort- 
gages? It  would  be  far  superior  to  and 


peting  Blueprints  for  a  Tax  Revolution 


lUALS 

7%  flat  rate  on  all 
tion  and  pension  contributions. 
i5  are  not  taxed  on  other 
urces,  such  as  interest, 
and  capital  gains.  No 
s.  Large  personal 
I. 

Jive-rate  tax  on  total  income 
lings  and  investment. 
IS  for  mortgage 
haritable  contributions, 
education  costs.  Progressive 
from  8%  to  40%. 

ased  consumption  tax.  With 
sales  tax,  a  flat  percentage 
ed  on  to  the  retail  price  of 
services,  as  with  state 
s.  With  the  VAT,  no  direct 
iividuals.  Large  personal 
1  with  both. 


TAX  ON  BUSINESS 

Businesses  pay  the  same 
rate  on  gross  revenue  minus 
costs  of  inputs,  wages,  pension 
contributions,  and  corporate  capital 
(immediately  expensed).  No 
deductions. 


Single-rate  11%  on  gross  revenues 
minus  cost  of  inputs,  much  like  a 
value-added  tax.  Immediate 
write-off  for  capital  investment. 
Compensation  not  deductible. 

With  the  VAT,  business  is  taxed  at 
each  stage  of  production.  Whether 
the  VAT  or  the  retail  sales  tax, 
consumers  will  pay  higher  prices 
for  virtually  everything  they  buy. 


,  BOSKIN,  ECONOMIST  AT  STANFORD  UNIVERSIT^f-  GOLDMAN  SACHS  &  CO.;  AMERICAN  INSTITUTE  OF  CERTIFIED  PUBLIC  ACCOUNTANTS;  BUSINESS  WEEK 


;ion  rules.  New  investment 
t  a  boost  from  expensing,  an 
-e  100%  first-year  tax  write- 
1  of  the  gain  would  show  up  in 
;s  and  buildings;  depreciation 
;nent  such  as  computers  al- 
quite  rapid.  Yet  in  the 
ion  Age,  it's  investment  in 
I  equipment — not  more  bricks 
.ar — that  matters.  At  best. 
Induced  hikes  in  savings  and 
nt  would  raise  economic 
1.1%  to  0.2%  a  year  over 
decade,  estimates  Roger 


much  simpler  than  what  currently  ex- 
ists. The  1986  Tax  Act,  with  three  rates 
topping  out  at  28%  and  vnth  no  differ- 
ence between  income  from  work  and 
capital,  was  a  step  in  the  right  direc- 
tion. Similarly,  lower  the  corporate  tax 
rate  by  eliminating  as  many  industiy- 
specific  tax  preferences  as  possible, 
such  as  oil  and  gas  allowances.  And  get 
rid  of  the  burdensome  corporate  alter- 
native minimum  tax.  "There  is  a  lot  of 
room  for  streamlining,  simpUfication, 
and  rationalization,"  says  Slemrod. 
The  flat-tax  idea  of  sweeping  away 


all  the  complexities  of  the  current  code 
is  appeahng.  But  a  tax  system  that  ad- 
justs to  changing  economic  circumstanc- 
es and  business  needs  is  not  a  bad 
thing.  In  A  History  of  Taxation  and 
Expenditure  in  the  Western  World,  au- 
thors Carolyn  Webber  and  Aaron  Wil- 
davsky  contend  that  the  income  tax  is 
"a  paradigm  of  responsive  democracy  at 
work."  For  example,  owner-occupied 
housing  offers  substantial  social  benefits 
in  encouraging  home  and  neighborhood 
maintenance.  The  charitable  contribu- 
tion deduction  is  an  extremely  effective 
matching-grant  system  for  charities. 
These  tax  "loopholes"  very  much  reflect 
tracUtional  ideas  of  a  good  and  moral 
society. 

There  is  a  need  to  cut  tax  rates  for 
the  highest-income  taxpayers.  The  top 
decile  of  the  population  is  no  longer 

dominated  by  what 
Thorstein  B.  Veblen 
called  the  "leisure 
class."  Today's  top 
10%  is  to  a  large 
extent  made  up  of 
entrepreneurs,  pro- 
fessionals, and  two- 
earner  households. 
America  is  still  the 
land  of  economic 
mobility.  Taxing 
people  by  their 
ability  to  pay  (tak- 
ing progi'essively 
more  from  the  rich 
and  less  from  the 
middle  class  and 
poor)  has  proved  a 
remarkably  durable 
idea  in  American 
democracy.  The  rich 
can  afford  to  pay 
more,  but  their 
rates  should  come 
down. 

The  danger  is 
that  radical  reform 
vrill  doom  any  re- 
alistic chance  to  streamhne  and  simphfy 
the  existing  tax  code.  Remember  that 
health-care  reform  in  1994  was  also  a 
laudable  goal.  But  the  means  for  over- 
hauling the  health-care  system  would 
have  been  so  disruptive  that  the  move- 
ment collapsed.  This  time,  pohcymakers 
shouldn't  blow  a  chance  for  real  tax  re- 
form in  the  pursuit  of  single-rate  purity. 
By  all  means,  clean  up  the  code.  But 
don't  tear  it  up. 


MOST  CONTROVERSIAL  POINTS 

Eliminating  charitable, 
mortgage  interest,  and 
state  and  local  deductions. 
Less  progressivity.  Very  dif- 
ficult transition. 


High  marginal  tax  rates. 
Incentives  to  hide  savings 
before  implementation. 
Difficult  transition.  Very 
complex. 

Taxing  services.  Reduced 
progressivity.  Transitional 
incentives  to  spend.  High 
rates.  Potential  for 
widespread  evasion. 
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tax  policy. 


Editor  Farrell  covers 
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Mutual  Fund  Scoreboard 


IT'S  STILL  OPEN  SEASON 
ON  CLOSED-END  FUNDS 

Bargains  can  be  found,  but  the  discounts  have  been  growing  narrower 
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fter  the  spectacular  gains  made 
in  the  stock  and  bond  markets 
over  the  past  year,  a  real  bargain 
lis  hard  to  find — unless  you  shop 
among  the  closed-end  funds.  Many  of 
these  quirky  funds,  which  invest  like 
mutual  funds  but  are  bought  and  sold 
hke  stocks,  have  racked  up  stellar  in- 
vestment results  in  the  past  year  yet 
still  ti'ade  at  prices  that  are  discoimts  to 
theii'  net  asset  values  (NAv).  The  closed- 
end  fund  market  is  the  last  place  on 
Wall  Street  v^^here  you  can  buy  $1  in  as- 
sets for  90^. 

Well,  maybe  95c .  There  are 
still  bargains  among  the 
closed-ends,  but  they're  not 
as  cheap  as  they  were  just  a 
few  weeks  ago.  The  fluids  re- 
bounded— NAVs  rose,  but 
share  prices  rose  faster — in 
January,  naiTowing  discounts 
but  certainly  not  ehminating 
them. 

If  you're  bargain-hunting  in 
the  closed-end  mart,  remem- 
ber that  buying  a  fund  just 
because  it  trades  below  its 
NAV  is  no  guarantee  of  riches. 
Sometimes  discounts  get  larg- 
er, and  some  funds  always 
seem  to  trade  at  a  discount. 
To  make  a  smart  choice,  you 
also  need  to  know  the  fund's 
NAV  returns,  the  performance 
of  the  shares  in  the  market, 
and  the  amount  of  risk  the 
fund  takes.  That's  where 
BUSINESS  week's  Mutual  Fund 
Scoreboard  for  closed-end 
funds  can  help. 

STRONG  START.  The  scoreboard  rates 
funds  based  un  three-year  total  nay  re- 
turn, adjusted  for  risk.  This  year,  six 
equity  and  seven  bond  fimds  earned  the 
top  rating,  three  upward-pointing  ar- 
rows. The  ratings  and  the  scoreboard 
data  are  prepared  by  Morningstar  Inc., 
the  mutual-ftmd  data  company. 

As  a  rule  closed-end  fund  mavens 
don't  recommend  investing  in  a  fimd,  no 
matter  how  good  its  performance,  un- 
less it  trades  at  a  discount  to  its  net  as- 


set value.  In  today's  market,  some  of 
the  strongest  performers  sell  at  dis- 
counts— perhaps  a  reflection  of  investor 
indifference.  The  Svdss  Helvetia  Fund, 
for  instance,  racked  up  an  impressive 
32.2%  NAV  gain  last  year,  thanks  to  a 
buUish  equity  market  and  a  rising  ciu- 
rency.  Yet  the  fimd's  shai'es,  which  trade 
on  the  New  York  Stock  Exchange, 
gained  only  20%.  During  the  year,  the 
fund  traded  at  prices  that  were  nearly  a 
16%  discount  to  nav — ^the  gTeatest  price- 
to-NAV  gap  in  six  years.  So  far  this  yeai-, 
the  discount  has  nairowed  to  10%. 


The  Best  Closed-End  Funds 

These  funds  have  earned  three  upward-pointing 
arrows,  the  highest  rating  for  risk-adjusted  total 
return  for  the  1993-95  period. 


EQUITY  FUNDS 


portfolio  rose  11%  in  January  al(p"*iB 

The  outlook  is  still  bright  for  clo: 
end  bond  fimds,  even  though  they 
an  outstanding  1995.  They  eai'ned 
average  22.1%  total  return  on  t' 
portfolios,  vs.  16.4%  for  bond  mu  niSi 
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AVERAGE  ANNUAL 

RISK 

INVESTMENT 

TOTAL  RETURN* 

CATEGORY 

CENTRAL  SECURITIES 

26.7% 

Low 

U.S. 

CHILE 

25.5 

High 

Latin  America 

FIRST  FINANCIAL 

35.6 

Low 

U.S. 

IRISH  INVESTMENT 

22.4 

Average 

Europe 

KOREA 

26.9 

High 

Pacific 

SWISS  HELVETIA 

24.8 

Low 

Europe 

BOND  FUNDS 

ACM  MANAGED  INCOME 

16.5 

High 

Multisector 

APEX  MUNICIPAL 

7.9 

Very  low 

Municipal 

COLONIAL  MUNICIPAL  INCOME 

6.3 

Very  low 

Municipal 

FRANKLIN  UNIVERSAL 

13.5 

Average 

Multisector 

MFS  MUNICIPAL  INCOME 

7.6 

Very  low 

Municipal 

NEW  AMERICA  HIGH  INCOME 

17.1 

Low 

Corp.-High-Yield 

NUVEEN  NY  PERFORM.  PLUS  MUNI. 

9.0 

Low 

Municipal 

^  ILI 
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*  1993-95,  pretax  return  based  on  appreciation  of  net  asset  value  plus  reinvestment  of  divi 
dends  and  capital  gams  DATA,  morningstar  inc. 


Most  closed-end  equity  funds  invest 
abroad — and  nearly  all  foi-eign  markets 
ti-aOed  the  U.  S.  last  yeai'.  So  it  comes  as 
no  sui-prise  that  the  average  closed-end 
equity  fund  lagged  its  equity  mutual- 
fund  cousin  during  1995.  But  many  in- 
vestment analysts  expect  foreign  mar- 
kets— and  hence,  closed-end  equity 
funds — to  outperfor-m  the  U.  S.  market 
in  '96.  They're  off  to  a  strong  start. 
Thomas  J.  Herzfeld,  a  Miami  invest- 
ment manager  who  specializes  in  closed- 
end  funds,  says  his  international-fund 


funds.  The  main  reason  is  that  m 
closed-end  funds  leverage  theu'  port 
OS  thi'ough  mai'gin  boiTowings  or  issi 
preferred  stock.  Tliat  means  a  fimd 
$200  million  in  shareholder  money  Wmu 
own  perhaps  $;300  million  in  bonds.  1 
leverage  can  be  brutal  when  the  b 
market  tanks,  but  it  pays  off  in  spj  hhnsi 
when  bond  prices  rise 
leverage  woi-ks  well  for  yi 
seekers,  since  those  ei 
bonds  help  funds 
higher  yields  than  their 
leveraged  kin. 
FLAT-TAX  FEAR.  In  a 
interest-rate  environm 
these  funds  still  make 
pelling  buys.  Fund  ana 
Robert  A.  Young  of  D 
Witter  Reynolds  Inc. 
even  after  the  January  coP»ui 
back,  leveraged  muni  fu 
trade  at  a  hefty  7.5%  discc 
to  NAV.  Of  course,  the 
funds  are  somiewhat  in 
dumps  because  of  the 
that  a  flat  tax  will  be  ena 
wiping  out  munis'  tax  ad 
tage  and  slashing  prices  \ 
munis  yield  the  same  as 
ables  (BW— Feb.  13). 

But  if  you're  not  aft-ai 
the  flat  tax — most  exp 
think  it's  a  long  shot— tl 
funds  are  atti'active.  Morningstar 
lyst  Gregg  Wolpei'  estimates  that  wi 
leveraged  muni  fund,  an  investor 
pick  up  0.5%  to  1%'  more  yield  ovi 
bond  mutual  fund.  One  of  Yoimg's  re( 
mendations  is  BlackRock  Investn 
Quality  Municipal  Ti-ust,  with  a  U 
discount  and  a  6.2%  yield.  That's 
equivalent  of  9%  for  an  investor  in 
31%'  mai-ginal  tax  bracket — a  pretty  j 
retm-n  all  by  itself  And  if  the  disci 
naiTows,  that's  just  icing  on  the  cak 
By  Jeffrey  M.  Ladennan  in  New 
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UTUAL  FUND  SCOREBOARD 


Closed-End  Equity  Funds 


RATING    CATEGORY  RISK 


SIZE 

ASSETS 
$MIL^ 


FEES 

EXPENSE 
RATIO  (%) 


199S  RESULTS 


TREND  PREMIUM/DISCOUNT 


NAV  RET.  (%) 
1  YR.     3  YRS. 


SHARES  BET,  (%) 
1  YR.     3  YRS. 


YIELD  3-YEAR 
(%)  ANALYSIS 


DlfFERENCE  FROM  NAV 
1995  HIGH-LOW  2/2/96 


AIMS  EXPRESS 

U.S. 

Low 

986.2 

0.33 

29.8 

12.0 

29.4 

7.6 

2.7 

1  m 

U^H 

in  7    11^  7 
— lU.J-  -ID./ 

1  ^  ^ 

LIANCE  GLOBAL  ENVIKONIVIENT 

noriD 

Average 

Q1  7 

□  1  .z 

1  I? 

19  4 

5  2 

16.0 

1.8 

0.2 

□B 
KB 

-18.1-  -26.6 

-21.1 

GENTINA  FUND 

Latin  America 

High 

108.9 

1.87 

3.3 

10.3 

-2.4 

1.2 

2.9 

15.7- -7.0 

8.5 

A  LIMITED 

World 

Very  high 

332.7 

0.53 

-26.2 

13.4 

-13.3 

10.2 

4.6 

K 

21.4-  -13.3 

3.6* 

lA  PACIFIC 

AVG 

Pacific 

High 

268.1 

2.06 

5.7 

19.4 

4.6 

11.8 

0.3 

■S 

18.9-  -9.9 

3.1 

lA  TIGERS 

Pacific 

253.3 

1.65 

4.8 

NA 

19.7 

NA 

0.9 

1  t  i_i 

-4.1-  -17.1 

-1.4 

STRIA  FUND 

AVb 

Europe 

Average 

190^; 

1  71 

1 1  7 

II./ 

1?  ft 

1  0.0 

4.7 

9.2 

0.0 

BB 

-10.0-  -22.9 

-14.2 

KER  FENTRESS 

U.S. 

Low 

599.2 

0.75 

36.7 

14.5 

33.5 

12.2 

2.0 

am 

-16.7- -23.3 

-19.7 

RGSTROM  CAPITAL 

AVG 

U.S. 

Average 

149.4 

0.84 

41.9 

13.2 

34.9 

-1.3 

0.9 

-9.5-  -16.6 

-10.4 

UE  CHIP  VALUE 

U.S. 

Low 

92.9 

1.22 

38.8 

16.5 

42.4 

12.0 

1.4 

'um 

-8.0-  -15.4 

-8.4 

AZIL  FUND 

* 

Latin  America 

Very  high 

336.4 

1.71 

-23.7 

23.7 

-26.6 

26.1 

1.4 

14.2-  -14.7 

5.2 

AZILIAN  EQUITY 

AVu 

Latin  America 

Very  high 

RR  7 
Do.  / 

1  AR 
1 .00 

97  n 

22  5 

-29.5 

23.9 

0.0 

18.4-  -7.8 

7.6* 

NTRAL  EUROPEAN  EQUITY  (a) 

Europe 

Average 

247.7 

1.14 

15.8 

18.6 

16.6 

14.1 

2.3 

OH 

-16.4-  -24.7 

-18.6 

NTRAL  FUND  OF  CANADA 

U.S. 

Average 

81.4 

0.92 

2.1 

6.6 

-3.8 

8.3 

0.2 

8.0-  -6.6 

3.4* 

MTRAL  SECURITIES 

U.S. 

Low 

292.5 

0.65 

36.8 

26.7 

48.4 

35.0 

1.5 

3.4-  -7.0 

5.0* 

ILE  FUND 

Latin  America 

High 

370.3 

1.39 

4.3 

25.5 

16.7 

22.2 

2.8 

am 

-1.7-  -19.7 

-8.1 

INA  FUND 

Pacific 

nign 

9 

9  9 

n  fl 
u.u 

R  Q 

2  6 

0.0 

20.3-  -7.4 

10.7 

EMENTE  GLOBAL  GROWTH 

AVG 

World 

Average 

62.8 

1.75 

-0.8 

10.1 

-1.5 

8.5 

0.0 

SB 

-17.0- -25.1 

-18.8* 

HEN  &  STEERS  TOTAL  RETURN 

U.S. 

99.4 

1.31 

9.2 

NA 

16.5 

NA 

7.2 

□B 

5.5-  -5.1 

3.7 

UNSELLORS  TANDEM 

U.S. 

Average 

81.4 

1.30 

36.5 

6.7 

38.5 

9.0 

1.Q 

-9.1- -15.9 

-8.2 

LAWARE  GROUP  DIV.  &  INCOME 

Income 

200.6 

1.77 

23.2 

NA 

35.3 

NA 

8.2 

1.5-  -9.6 

1.0 

LAWARE  GROUP  GLOBAL  DIV. 

Income 

1  "^9 

91  *1 
i  1  .J 

MA 

33  2 

NA 

8.4 

rna 

-1.5-  -9.6 

-2.3 

FF  &  PHELPS  UTILITIES  INCOME  « 

Income 

Average 

2239.3 

1.18 

33.7 

6.8 

24.6 

5.0 

8.0 

rrm 

16.7-1.0 

6.7 

ERGING  GERMANY 

Europe 

Average 

128.9 

1.40 

-1.3 

7.8 

-1.7 

4.9 

0.0 

BB 

-16.9- -27.0 

-20.2 

ERGING  MKTS.  INFRASTRUCTURE 

World 

190.1 

2.02 

-8.9 

NA 

3.4 

NA 

1.0 

ran 

-10.6- -20.4 

-10.4 

ERGING  MARKETS  TELECOMM. 

* 

World 

Average 

154.5 

1.89 

-1.5 

18.0 

-8.1 

13.0 

0.3 

■■y 

■~n 

-0.8-  -16.8 

-7.7 

ERGING  MEXICO 

Latin  America 

Very  high 

70  n 
f  u.u 

1  ?<i 

OA  7 
£4. 1 

-1 1  5 

-48  2 

-15  5 

0.0 

40.7-  -13.1 

-6.9* 

ERGING  TIGERS 

Pacific 

310.1 

1.32 

0.9 

NA 

14.7 

NA 

0.4 

[ZB 

-6.2- -16.5 

-5.7 

UUS  11 

AVG 

U.S. 

Low 

63.3 

2.23 

20.7 

8.9 

17.6 

17.7 

0.1 

am 

-28.6-  -37.3 

-31.0 

KOPE  FUND 

Europe 

Low 

144.2 

1.42 

22.0 

18.5 

26.8 

17.3 

6.9 

-4.8-  -15.7 

-6.0 

ROPCAN  WARRANT 

Europe 

High 

84.0 

1.74 

23.7 

22.9 

21.4 

16.1 

0.0 

5.0-  -22.2 

-13.7* 

lELITY  ADVISOR  EMERG.  ASIA 

Pacific 

191  7 

1  7Q 
1.19 

1  R 
1 .0 

NA 

1  7 

NA 

0.5 

rrn 

-7.7-  -16.7 

-7.0 

:ST  AUSTRALIA 

Pacific 

High 

167.2 

1.50 

2.6 

12.9 

-0.4 

9.9 

3.2 

-7.2-  -19.5 

-10.5 

:ST  FINANCIAL 

U.S. 

Low 

185.3 

1.58 

52.9 

35.6 

62.5 

36.5 

0.9 

8.8-  -5.3 

-0.8 

ST  IBERIAN 

AVG 

Europe 

Average 

66.6 

2.02 

18.0 

14.8 

9.8 

10.3 

0.9 

-18.1- -24.7 

-20.4 

;ST  ISRAEL 

World 

High 

67.0 

2.64 

24.6 

-1.3 

14.8 

-2.0 

0.0 

1   !  H 

9.0-  -14.9 

-9.4 

ST  PHILIPPINE 

Pacific 

nign 

IQT  A 

1  ft9 

-24  3 

16  7 

-25  7 

17.9 

0.0 

-12.7-  -24.5 

-15.1 

%NCE  GROWTH 

Europe 

Average 

182.0 

1.63 

13.7 

9.6 

17.0 

8.7 

4.0 

asa 

-12!2--21.2 

-12.7 

BELLI  EQUITY 

-* 

U.S. 

Low 

1034.1 

1.19 

19.5 

13.8 

10.7 

12.9 

5.7 

era 

5.9- -11.9 

-8.0 

BELLI  GLOBAL  MULTIMEDIA 

World 

89.6 

1.74 

11.1 

NA 

-2.2 

NA 

3.7 

6.4-  -19.3 

-13.5 

MINI  II  CAPITAL 

AVG 

U.S. 

Average 

287.8 

NA 

38.4 

15.1 

46.1 

23.3 

0.0 

-2.2-  -15.6 

-7.9 

MINI  II  INCOME 

Income 

Very  low 

101  Q 

NA 

19  R 
1  Z.D 

14  6 

O.J 

K  9 
o.z 

14  9 

19.2-  8.1 

11.9 

NERAL  AMERICAN  INVESTORS 

♦ 

U.S. 

Average 

573.7 

1.17 

23.6 

5.7 

21.2 

-2.1 

0.5 

-10.8-  -18.1 

-16.6 

RMANY  FUND 

** 

Europe 

Average 

189.7 

1.28 

14.9 

18.5 

15.9 

10.6 

8.6 

-10.4-20.1 

-14.7 

9BAL  HEALTH  SCIENCES 

U.S. 

Average 

427.5 

1.33 

67.3 

17.4 

68.4 

14.6 

0.0 

-17.2-22.2 

-15.4 

EATER  CHINA 

Pacific 

Very  high 

139.3 

2.08 

2.3 

5.8 

17.2 

7.6 

0.6 

■~a 

0.8-  -16.7 

-0.3 

OWTH  FUND  OF  SPAIN 

Europe 

Average 

223.9 

1.23 

23.3 

17.9 

20.6 

16.3 

3.8 

-15.5-  -25.1 

-15.8 

r.  GLOBAL  DEVELOPING  MKTS. 

World 

422.3 

2.01 

0.2 

NA 

7.5 

NA 

7.5 

-11.4-  -22.9 

-10.5 

r.  GREATER  EUROPE 

AVG 

Europe 

Average 

238.7 

1.87 

7.1 

14.3 

6.8 

14.3 

1.0 

rm 

-11.0-  -17.2 

-9.1 

Q  HEALTHCARE  INVESTORS 

U.S. 

Average 

134.9 

1.76 

59.6 

9.9 

58.8 

7.3 

0.0 

-8.7- -18.9 

-9.0 

,  of  2/1/96.  "  As  of  1/31/96. 
-ormerly  Future  Germany. 


NA  =  Not  available. 


DATA:  MORNINGSTAR,  INC.,  CHICAGO,  IL. 


w  to  Use  the  Tables 

3d-end  funds  are  publicly 
id  investment  companies. 
'  results  are  measured  two 
:  one,  by  ttie  change  in  net 
[  value  (NAV),  wtiicti  is  gener- 
by  the  fund's  manager;  the 
by  the  change  in  the 
is'  market  price.  Total 
ns,  which  include  dividends 
capital  gains,  are  shown  for 
and  three-year  periods.  The 
;-year  figure  is  an  average  an- 
return.  All  returns  are  pretax. 
INESS  WEEK  RATING 
igs  are  based  on  three-year 
adjusted  performance  of  the 
's  portfolio.  A  rating  is  calcu- 


lated by  subtracting  a  fund's  risk- 
of-loss  factor  from  total  return. 
Equity  funds  are  rated  against 
each  other,  and  to  earn  an  above- 
average  rating,  must  beat  the  S&P 
500  on  a  risk-adjusted  basis.  For 
ratings,  municipal  bond  funds  are 
separated  from  other  bond  funds. 

*  *  SUPERIOR 

*  *        VERY  GOOD 

*  GOOD 
AVG  AVERAGE 

BELOW  AVERAGE 

*  ♦  POOR 

*  ♦  ♦  VERY  POOR 
RISK 

For  each  fund,  the  monthly  Trea- 
sury bill  return  is  subtracted  from 
the  monthly  NAV  return  in  each 


month  of  the  rating  period.  When 
a  fund  has  underperformed  Trea- 
sury bills,  this  monthly  result  is 
negative.  The  sum  of  these  nega- 
tive numbers  is  then  divided  by 
the  number  of  months.  The  result 
IS  a  negative  number,  and  the 
greater  its  magnitude,  the  higher 
the  risk  of  loss. 
EXPENSE  RATIO 
Fund  expenses  for  1995  as  a  per- 
cent of  average  net  assets.  Ratio 
may  include  interest  expense. 
YIELD 

Income  earned  during  1995,  as  a 
percentage  of  yearend  NAV  per 
share,  adjusted  for  capital  gains. 
MATURITY 

The  average  maturity  of  the  secu- 


rities in  a  bond  fund,  weighted 
according  to  their  market  value. 
TREND 

A  fund's  relative  performance 
during  1993,  1994,  and  1995. 
From  left  to  right,  the  level  of 
green  in  each  shows  how  the 
portfolio  of  each  fund  performed 
relative  to  other  funds:  ■  for  the 
top  quartile;  if  for  the  second 
quartile;  y  for  the  third  quartile; 
and  □  for  the  bottom  quartile. 
An  empty  box  indicates  no 
returns  for  that  time  period. 
PREMIUM/DISCOUNT 
The  market  price  of  closed-end 
funds  IS  either  less  than  the  value 
of  their  securities,  a  discount,  or 
more,  a  premium,  to  their  NAVs. 
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MUTUAL  FUND  SCOREBOARD 


Closed-End  Equity  Fun 


RATING 

CATEGORY 

RISK 

SIZE 

FEES 

199S  RESULTS 

TREND 

PREMIUM/DISCOUNT 

ASSETS 

EXPENSE 

NAV  RET  1%) 

SHARES  RET  (%) 

YIELD 

3-YEAR 

DIFFERENCE  FROM  NAV 

SMIL. 

RATIO  (%) 

lYR. 

3YRS, 

lYR 

3YRS. 

(%) 

ANALYSIS 

1995  HIGH-LOW  2/2/96 

H&Q  LIFE  SCIENCES  INVESTORS 

U.S. 

Average 

113.9 

1.83 

64.7 

6.6 

,66.7 

4.8 

0.0 

QJi 

-10.3- -19.2  -12.2 

INDIA  FUND 

Pacific 

392.7 

1.98 

-35.8 

NA 

-16.5 

NA 

0.0 

QX] 

5.8- -26.1  16.2 

INDIA  GROWTH 

Pacific 

Very  higti 

104.1 

1.94 

-36.9 

1.4 

-25.7 

7.2 

0.0 

mu 

22.7-  -5.8  23.; 

IRISH  INVESTMENT 

*** 

Europe 

Average 

69.0 

1.74 

37.3 

22.4 

39.4 

22.8 

1.2 

-10.1- -23.2  -lA 

ITALY  FUND 

Europe 

High 

86.0 

1.69 

-3.6 

7.5 

-5.9 

4.2 

0.3 

WSJ 

^.6- -16.2  -11.1 

JAPAN  EQUITY 

JAPAN  OTC  EQUITY 

JARDINE  FLEMING  CHINA  REGION 

JARDINE  FLEMING  INDIA 

JOHN  HANCOCK  BANK  &  THRIFT 


Pacific 
Pacific 
Pacific 
Pacific 
U.S. 


High 
High 

Very  high 


121.8 
90.4 
101.6 
115.9 
628.9 


0.97 
1.42 
2.01 
2.29 
1.49 


-3.3 
-21.6 
-10.4 
-40.4 

46.3 


15.3 
4.7 

-3.4 
NA 
NA 


9.0  28.7 
-10.3  4.7 


-10.3 
-26.2 
56.0 


-3.2 
NA 
NA 


0.8 
0.0 
0.9 
0.1 
0.0 


era 
cn 


28.8-  -5.4 
23.4-  -7.5 
10.5-  -14.9 
15.5-  -15.3 
-5.9- -16.7 


JOHN  HANCOCK  PAT.  GLOBAL  DIV. 

AVG 

Income 

Low 

176.0 

1.26 

31.3 

11.1 

45.0 

9.6 

8.2 

OM 

-2.7- 

-13.0 

-5. 

JOHN  HANCOCK  PAT.  PREF.  DIV. 

Income 

149.8 

1.30 

30.2 

NA 

36.3 

NA 

9.0 

□a 

-0.5 

-7.2 

1. 

JOHN  HANCOCK  PAT.  PREM.  DIV.  1 

♦ 

Income 

Average 

211.6 

1.32 

34.9 

9.1 

36.9 

8.3 

8.5 

5.9 

-6.7 

-1. 

JOHN  HANCOCK  PAT.  PREM.  DIV.  II 

Income 

Average 

282.3 

1.27 

38.5 

10.1 

37.4 

9.2 

8.8 

y^i 

0.5- 

-11.8 

-i. 

JOHN  HANCOCK  PAT.  SELECT  DIV. 

Income 

Low 

224.6 

1.29 

34.4 

9.2 

32.8 

2.4 

8.8 

0.6 

-9.7 

-2., 

KOREA  FUND  ^ 

Pacific 

High 

747.1 

1.32 

4.3 

26.9 

5.9 

20.1 

0.0 

13.5 

-5.2 

6.. 

KOREA  EQUITY 

Pacific 

76.4 

1.67 

-7.2 

NA 

-5.5 

NA 

0.2 

-0.1- 

-17.8 

KOREAN  INVESTMENT 

Pacific 

High 

91.5 

2.00 

-22.5 

4.8 

-18.4 

0.2 

2.9 

1.1- 

-15.1 

-3.- 

LATIN  AMERICA  EQUITY 

♦ 

Latin  America 

High 

128.4 

1.70 

-15.2 

12.2 

-25.7 

7.8 

0.9 

4.5- 

-18.0 

-1. 

LATIN  AMERICA  INVESTMENT 

Latin  America 

High 

134.3 

1.72 

-14.3 

10.3 

-20.3 

8.1 

0.2 

1.5- 

-17.4 

-4.1 

LATIN  AMERICAN  DISCOVERY 

Latin  America 

Very  high 

127.6 

2.15 

-30.1 

4.2 

-40.9 

6.1 

0.0 

11.4- 

-20.0 

-3.- 

LIBERTY  ALL-STAR  EQUITY 

* 

U.S. 

Low 

854.2 

1.07 

31.9 

12.2 

43.8 

10.5 

4.8 

-1.3 

-9.1 

-3.' 

LIBERTY  ALL-STAR  GROWTH  (b) 

AVG 

U.S. 

Very  low 

119.6 

1.51 

16.4 

7.9 

21.3 

4.8 

4.7 

-10.6- 

-18.0 

-15.( 

MALAYSIA  FUND 

♦ 

Pacific 

High 

180.6 

1.19 

4.0 

17.9 

2.5 

14.7 

0.0 

3.6- 

-12.8 

0.' 

MEXICO  FUND 

Latin  America 

Very  high 

750.3 

1.14 

-20.3 

-10.5 

-38.9 

-13.0 

0.2 

23.1- 

-21.7 

-7.1 

MEXICO  EQUITY  &  INCOME          <9-*^  Latin  America  Very  high     86.3  1.64  -11.9  -2.4  -40.7  -4.4  0.9  MJJ  43.1- -14.1 

MFS  SPECIAL  VALUE  U.S.  Low           87.1  1.26  33.5  15.3  37.6  20.0  3.4  tSM  19.7-6.9 

MORGAN  GRENFELL  SMALLCAP          AVG  U.S.  Average       87.3  1.52  41.5  14.6  42.3  8.7  0.0  LkM  -10.3- -19.0 

MORGAN  STANLEY  AFRICA  INVESTMT.  World                          263.5  1.87  27.2  NA  21.8  NA  7.5  rTH  -16.5- -25.8 

MORGAN  STANLEY  ASIA-PACIFIC  Pacific                         769.4  1.31  9.2  NA  9.8  NA  0.4  I  I  U  -6.7- -23.2 


-10.1 


MORGAN  STANLEY  EMERG.  MKTS.  AVG    World  Average     332.7  1.75  -16.3  15.5  -17.7  14.6  0.0  i^J  15.3- -8.9 

MORGAN  STANLEY  INDIA  INVEST.              Pacific  317.1  1.61  -36.5  NA  -18.9      NA  0.0  I  I  U  9.1--24.9 

NEW  AGE  MEDIA                                     U.S.  268.8  1.35  44.7  NA  49.5      NA  0.4  IIM  -12.7--24.0 

NEW  GERMANY  AVG    Europe  Average     496.2  1.02  8.8  13.8  4.7     9.1  3.5  Mid  -16.4- -25.1 

NEW  SOUTH  AFRICA                              World  93.9  2.10  21.8  NA  11.9     NA  5.0  FTB  -14.2--24.0 


-20.' 
-15.( 


NA 


PAKISTAN  INVESTMENT                             Pacific  76.1  1.93  -42.5  NA  -41.8 

PETROLEUM  &  RESOURCES  AVG    U.S.  Low  401.4  0.42  26.7  12.7  21.2  12.2 

PILGRIM  REGIONAL  BANKSHARES              U.S.  Low  209.8  1.28  49.8  16.0  52.9  13.2 

PORTUGAL  FUND  AVG    Europe  Average  70.4  1.41  -5.8  15.0  -18.5  12.4 

PREFERRED  INCOME                              Income  Very  low  210.4  1.55  23.5  10.5  17.1  2.9 


0.1 
3.0 
2.5 
1.3 
8.4 


QX! 


-11.8- -29.2 
-3.0-  -10.4 
-9.6-  -16.2 
-2.9-  -17.7 
0.6-  -13.4 


PREFERRED  INCOME  MANAGEMENT  Income  212.5  1.91  27.7  NA  23.8  NA  8.7 

PREFERRED  INCOME  OPPORTUNITY  Income  Very  low  205.4  1.69  25.4  11.0  17.1  3.3  8.7 

PUTNAM  DIVIDEND  INCOME  AVG    Income  Very  low  116.7  1.07  17.3  8.7  17.5  1.7  7.8 

QUEST  FOR  VALUE  CAPITAL  AVG    U.S.  Average  605.8  NA  30.7  12.5  38.8  15.6  0.0 

QUEST  FOR  VALUE  INCOME  Income  Very  low  209.4  0.74  12.0  11.2  10.9  8.3  11.6 


-1.1- -13.5 
-0.1- -14.5 
-8.4-  -14.8 
-5.3-  -14.5 
6.8-  2.2 


-11 
-12 
-9.t 
-7.1 
_4, 

6. 


ROC  TAIWAN 
ROYCE  MICRO-CAP 
ROYCE  VALUE 
SALOMON  BROS. 
SCHRODER  ASIAN  GROWTH 


Pacific 

U.S. 

U.S. 

U.S. 

Pacific 


High 

Very  low 
Low 


314.5 
100.1 
339.0 
1354.4 
255.0 


1.99 
1.88 
2.00 
0.49 
1.65 


-29.3 
22.6 
21.9 
36.7 
1.1 


3.3 
NA 
12.7 
16.0 
NA 


-11.6 
19.5 
19.8 


6.7 
NA 

8.6 


45.3  14.2 
17.1  NA 


0.0  OMJ 

4.5  am 

0.2  as 

2.4  sm 

0.0  n^ii 


18.5-  -17.3 
1.7-  -16.1 
-4.2-  -15.4 
-13.3  -19.1 
-3.8-  -18.0 


SCUDDER  NEW  ASIA 
SCUDDER  NEW  EUROPE 
SINGAPORE  FUND 
SOURCE  CAPITAL 
SOUTHERN  AFRICA 


AVG 


AVG 


Pacific 

Europe 

Pacific 

U.S. 

World 


Average 
Average 
Average 
Very  low 


132.9 
210.0 
120.6 
362.1 
127.7 


1.67 
1.67 
2.01 
0.96 
2.30 


-1.2 
19.0 
5.3 
20.6 
31.5 


14.6 
14.2 
20.7 
8.9 
NA 


-04  13.9 

23.8  14.0 

2.4  28.0 

23.5  4.6 

28.8  NA 


0.1  KM 

04 
2.1 

6.1  um 
3.4  nnm 


7.7-  -10.5 
-11.7- -22.3 

14.5-  -7.1 
3.2-  -5.7 
-12.9-  -24.2 


SPAIN  FUND                                   ♦  Europe  Average     108.2  2.09  15.3  114 

SWISS  HELVETIA  Europe  Low         306.2  1.57  32.2  24.8 

TAIWAN  FUND  Pacific  High         282.6  243  -22.6  9.1 

TCW/DW  EMERGING  MARKETS  OPPORT.  World                          251.6  1.73  -6.6  NA 

TEMPLETON  CHINA  WORLD  Pacific                       239.7  1.65  7.9  NA 


6.5  3.1 
20.0  21.1 
-7.9  12.6 


-4.5 
9.9 


NA 
NA 


0.4 

1.8  M 

0.0  BEj 

0.2  QXi 

3.1  nun 


-10.7- -20.1 
-1.8-  -15.9 
22.3-  -20.7 
-8.5-  -214 
10.5-  -18.3 


TEMPLETON  DRAGON  Pacific                         785.8  1.54  11.7  NA  19.7  NA 

TEMPLETON  EMERGING  MARKETS  World  Average      241.6  1.73  -6.0  18.9  8.2  21.6 

TEMPLETON  VIETNAM  OPPORT.  Pacific                         107.0  1.72  5.1  NA  2.7  NA 

THAI  FUND  -»    Pacific  High          313.3  1.22  1.6  22.2  15.4  21.9 

THAI  CAPITAL  AVG    Pacific  High         108.8  2.12  -0.7  21.3  8.5  20.1 


3.5 
1.3 
3.3 
04 
0.0 


-8.1- -194 
25.8-  4.1 
4.5- -21.5 
-6.2-  -20.5 
-4.1- -18.0 


24." 
-0.( 

-2-1 
-4/ 

-16.1 
-17.' 
-15.: 

1.1  m 


TRI-CONTINENTAL 
UNITED  KINGDOM  FUND 
WORLDWIDE  VALUE 
ZWEIG 

ZWEIG  TOTAL  RETURN 


♦  U.S. 
••■  Europe 
World 
AVG  U.S. 
IVG  Income 


Low 
Low 
Low 
Low 

Very  low 


2506.8 
58.5 
62.2 
547.9 
647.5 


0.64 
1.47 
2.10 
1.25 
1.12 


34.4 
18.1 
19.3 
15.3 
16.5 


12.8 
15.7 
14.3 
84 
8.2 


314  8.9 

15.2  12.6 

18.9  124 

16.8  4.2 

164  4.2 


5.5 
3.2 
04 
0.6 
5.6 


um 


-14.6-  -19.1 
-11.5-  -19.2 
-174- -24.3 
10.3- -2.6 
6.2-  -1.5 


■As  of  2/1/96.  "  As  of  1/31/96.  NA  =  Not  av 
(b)  Formerly  Charles  Allmon  Trust. 


lable. 


DATA:  MORNINGSTAR,  INC.,  CHICAGO, 


84  BUSINESS  WEEK  /  FEBf^lJARY  19,  1996 


ITUAL  FUND  SCOREBOARD 


Closed-End  Bond  Funds 


RATING      CATEGORY  RISK 


SIZE 

ASSETS 
SMIL 


FEES 

EXPENSE 
RATIO  (%) 


1995  RESULTS 

NAV  REI,  1%)      SHARES  RET.  (%) 


PORTFOLIO  TREND  PREMIUM/DISCOUNT 


lYR.    3VRS,    lYR.  3YRS. 


YIELD  MAT. 
(%)  (YRS.) 


DIFFERENCE  FROM  NAV 


3-YEAR 

ANALYSIS   1995  HIGH-LOW  2/2/96 


(I  GOVERNMENT  INCOME 
II  GOVERNMENT  SECURITIES 
fl  GOVERNMENT  SPECTRUM 
II  MANAGED  DOLLAR  INCOME 
n MANAGED  INCOME 


Multisector 

Multlsector 

Multisector 

International 

Multisector 


Very  high 
Very  high 
Very  high 

High 


557.6 
729.3 
276.7 
311.9 
284.3 


1.60 
1.52 
1.21 
1.78 
1.07 


28.8  10.0 

29.3  9.4 

21.6  7.0 

29.8  NA 

36.8  16.5 


11.3 
14.0 
4.4 
16.0 


6.3 
4.5 
2.6 
NA 


10.7  10.0 

11.6  9.0 

11.9  10.8 

13.3  15.1 


23.4    12.5     11.5  12.1 


17.6-6.6 
10.0- -12.0 
12.8- -11.3 
13.5- -11.4 

17.3- -1.2 


-1.7 
-6.8 
-3.5 
-4.8 
2.5 


t  MUNICIPAL  SECURITIES 

Municipal 

226.1 

0.77 

25.3 

NA 

37.7 

NA 

7.1 

27.1 

1  1  ■ 

-0.2 

-6.8 

1.9 

"AintKic  AN  1  tKnn 

UUI  |J  ucllcldl 

1 Q1  Q 

1  n^i 

1  .UJ 

1  O.J 

NA 

l»H 

18  8 

NA 

ft  A 

0.0 

9  4 

i — 

-6  3- 

-14  6 

-7.1* 

lANCE  WORLD  DOLLAR  GOVT.  II 

international 

868.9 

1.28 

23.1 

NA 

31.4 

NA 

12.5 

21.5 

UM 

13.9 

-6.4 

0,4 

■:rican  strat.  income  ii 

Corp  General 

High 

261.9 

1.27 

21.8 

8.5 

3.9 

-1.0 

10.8 

16.0 

KB 

cm 

-1.1- 

-17,9 

-15.6* 

iRtCAN  STRAT.  INCOME  III 

Corp  General 

333.6 

1.29 

18.3 

NA 

13.8 

NA 

10.9 

14.3 

-0.2- 

-16.0 

-13.6* 

:X  MUNICIPAL 

Municipal 

Very  low 

198.2 

0.91 

13.4 

7.9 

7.8 

4.1 

8.0 

20.7 

1  M  1 

-3.9- 

-14.9 

-7.5 

UUip  Ucllcldl 

707  ft 

U.O  J 

1  O.J 

1 1  1 

24  3 

8  1 

9  7 

6  3 

—4.8- 

-13.3 

-2.0 

CKROCK  1998  TERM  TRUST 

Government 

Average 

565.1 

0.90 

15.7 

5.4 

17.8 

3.2 

6.0 

NA 

-3.1- 

-10.8 

-8.8* 

CKROCK  2001  TERM  TRUST 

Government 

High 

1241.8 

0.63 

20.1 

6.4 

14.4 

2.0 

6.7 

NA 

-6.4- 

-18.1 

-16.0* 

CKROCK  CA  INSURED  2008 

Municipal 

Very  high 

231.3 

1.08 

23.8 

10.3 

20.7 

5.5 

6.3 

14.8 

KB 

-3.0- 

-14.4 

-12.8 

CKROCK  INCOME 

Government 

High 

477.5 

1.10 

21.7 

5.8 

15.8 

0.8 

11.8 

NA 

-2.0- 

-19.3 

-17.2* 

iwiVKUwiv  inautiti/  muni*  ^uuo 

mU1lll.ipdl 

K19  1 

1  n9 

91  7 

in  II 

1  U.O 

17.7 

5.3 

6.7 

14.4 

■S 

-4.3- 

-16.0 

-11.5 

CKROCK  INSURED  MUNI.  TERM 

Municipal 

High 

406.7 

1.04 

20.7 

10.4 

25.4 

7.1 

6.3 

14.0 

KB 

dJi 

-5.1- 

-10.6 

-7.4 

CKROCK  INVEST.  QUAL.  MUNI. 

Municipal 

352.3 

1.14 

32.3 

NA 

26.9 

NA 

6.8 

21.8 

-6.9- 

-17.7 

-14,3 

CKROCK  INVEST.  QUAL.  TERM 

♦ 

Government 

High 

337.8 

0.94 

25.2 

8.3 

22.0 

2.5 

8.0 

NA 

-12.1- 

-18.7 

-17.5* 

CKROCK  MUNICIPAL  TARGET 

AVG 

Municipal 

Average 

722.7 

0.94 

19.1 

10.2 

21.7 

6.8 

6.4 

11.0 

-5.1- 

-11.2 

-6.4 

VnKUl^lV  NT  in9UKC.L9  ^UUo 

Municipal 

Vcl  y  lllgll 

z  J  J.  J 

1  nfi 

1  .uo 

OA  9 

in  A 

1  U.H 

9A  9 

A  A 
0.4 

J.J 

15  2 

KB 

□□i 

-4  4 

-9  7 

-7  5 

CKROCK  NORTH  A.VIER.  GOVT. 

International 

Very  high 

404.5 

1.01 

32,1 

6.8 

23.4 

0.8 

3.4 

NA 

-2.4- 

-17.5 

-12.7* 

CKROCK  STRATEGIC  TERM 

Government 

High 

512.8 

0.98 

23.6 

6.6 

15.2 

-0.7 

7.4 

NA 

[B 

-8.2- 

-19.5 

-18.5* 

CKROCK  TARGET  TERM 

Government 

High 

930.8 

0.75 

20.1 

6.9 

16.5 

3.2 

8.0 

NA 

lH 

-3.2- 

-13.7 

-11.2* 

NA  HIGH-INCOME 

Corp  Hi  YId 

Very  low 

259.8 

3.27 

22.2 

13.8 

26.0 

12.8 

10.7 

8.1 

12.5 

-1.4 

10.0 

lnulllLl[Jdl 

Vcl  y  lUW 

LOO.i 

1  .Uj 

1  J.O 

•J  ^ 

IS  7 
1  J.  1 

4  1 

ft  n 
o.u 

23  4 

ran 

0.4 

-13  7 

-5  0 

ONIAL  MUNICIPAL  INCOME 

Municipal 

Very  low 

202.7 

0.90 

13.5 

6.3 

14.2 

4.5 

7.9 

22.8 

□u 

0.5- 

-12.3 

-7.0 

IPORATE  HIGH  YIELD 

Corp  Hi  YId 

294.0 

2.53 

26.4 

NA 

32.7 

NA 

11.0 

8.7 

5.6 

-1.9 

3.6 

.N  WITTER  GOVT.  INCOME 

AVG 

Government 

Very  low 

478.5 

0.71 

16.7 

7.1 

15.8 

4.9 

6.7 

9.3 

[□CI 

-8.2- 

-12.8 

-8.9 

:YFUS  MUNICIPAL  INCOME 

AVG 

Municipal 

Low 

195.5 

0.85 

17.0 

7.3 

11.7 

2.7 

7.0 

23.8 

r~D — 1 
IhMJ 

3.0 

-9.4 

1.1 

Municipal 

Low 

Hj  1  .L 

n  ftp 

1 7  *1 
1 1  .J 

7  1 

/.  1 

Ifi  Q 

1  D.J 

1  Ii 
J.J 

7  n 
/.u 

99  7 

rgn 
^^^^ 

1  A 
1 .4 

ft  1 

0.0 

1 

1 .0 

:YFUS  STRAT.  MUNICIPALS 

Municipal 

Very  low 

559.6 

0.87 

15.1 

7.8 

11.8 

4.3 

7.3 

21.8 

4.3 

-6.4 

-1.4 

F  &  PHELPS  UTIL.  TAX-FREE 

Municipal 

Average 

202.8 

1.35 

24.7 

10.8 

30.7 

7.1 

6.7 

19.7 

Ba 

-4.7- 

-11.5 

-1.9 

F  &  PHELPS  UTIL.  &  CORP. 

Corp  General 

352.7 

2.24 

32.9 

NA 

36.3 

NA 

8.5 

20.9 

0.1 

-9.2 

-2.9 

:RGING  MKTS.  INCOME  II 

International 

244.1 

2.40 

34.6 

NA 

38.6 

NA 

13.8 

12.1 

1 — i — ■ 

28.1 

-0.5 

4.2 

£T  AIICTDAI  lA  DDIMP  IIJf*/lMF 

International 

Uoru  hirrh 
vciy  [llgll 

1  9£  J.J 

1  Al 
1  .H  / 

11  1 
1 1  .J 

11  Ii 
1  1  .J 

9R  ft 

£0.0 

A  Q 

O.J 

in  9 

1  u.z 

7  n 

nu 

1  A 
0.4 

1 1  A 
1  1 .4 

9  n 

NKLIN  UNIVERSAL 

Multisector 

Average 

255.4 

2.26 

26.5 

13.5 

27.9 

12.7 

9.4 

9.2 

-2.9 

-9.0 

-5.7 

iBAL  HIGH  INCOME  DOLLAR 

International 

301.3 

1.50 

24.8 

NA 

22.9 

NA 

11.2 

14.3 

da 

-2.7- 

-15.8 

-10.1 

:ENWICH  STREET  MUNI. 

Municipal 

245.7 

1.05 

23.6 

NA 

29.9 

NA 

5.8 

26.3 

rra 

-4.3- 

-11.0 

-5.3 

H  INCOME  ADVANTAGE  II 

Corp  Hi  YId 

Low 

209.4 

0.93 

15.5 

11.8 

18.9 

13.0 

10.9 

7.7 

■nn 
KdJ 

6.5 

-2.1 

2.4 

Cnrn  Ui  VIH 
liOrp  nl  TIQ 

/  jj.  / 

1 . 1 J 

1  J.D 

NA 

1 Q  7 
1  J./ 

NA 

in  A 

1  U.O 

7  ft 

/  .0 

r=Q 

n  7 

— U.  / 

—J.D 

A  7 

—4,  / 

'ERION  1997  TERM 

Government 

Average 

478.0 

3.17 

7.9 

1.5 

5.1 

-3.1 

7.2 

8.2 

□d 

-2.9- 

-10.5 

-8.2* 

'ERION  1999  TERM 

Government 

High 

508.2 

2.52 

7.2 

3.5 

7.7 

-5.2 

7.7 

11.9 

-8.2- 

-15.6 

-10.7* 

'ERION  2002  TERM 

Government 

Average 

304.1 

3.20 

23.1 

6.2 

22.8 

-0.8 

7.6 

15.2 

□H 

-12.0- 

-17.8 

-16.2* 

■ERION  TOTAL  RETURN 

Multisector 

Low 

256.8 

2.84 

24.5 

10.8 

24.6 

3.3 

10.1 

12.2 

LH 

-10.1- 

-17.5 

-11,7* 

UUVCI  illllClll 

AupraDP 

HVCI  dgC 

470.7 

2.80 

23.1 

7.6 

19.2 

3.1 

6.1 

13.7 

□B 

-7.1- 

-16.1 

-11,8 

URED  MUNICIPAL  INCOME 

Municipal 

412.4 

1.74 

33.0 

NA 

29.1 

NA 

6.1 

27.1 

UM 

-12.0- 

-19.8 

-16.3 

ERCAPITAL  CA  INSURED  MUNI. 

Municipal 

255.3 

0.89 

31.5 

NA 

12.5 

NA 

6.5 

25.7 

HM 

-4.3- 

-17.6 

-13,0 

ERCAPITAL  CA  QUALITY  MUNI. 

Municipal 

214.6 

0.93 

36.9 

NA 

24.2 

NA 

6.6 

25.5 

\JM 

-9.1- 

-19.3 

-15,4 

ERCAPITAL  INCOME  SEC. 

AVG 

Corp  General 

Average 

223.5 

0.69 

19.4 

8.9 

14.3 

2.9 

9.0 

22.4 

[:h 

4.7- 

-10,7 

-2,7 

ERCAPITAL  INS.  MUNI.  INC. 

Municipal 

626.3 

0.80 

32.1 

NA 

15.8 

NA 

6.7 

25.3 

-9.6- 

-18,4 

-15,7 

ERCAPITAL  INS.  MUNI. 

♦ 

Municipal 

High 

496.3 

0.77 

22.1 

10.4 

24.6 

6.6 

6.8 

25.7 

KB 

-3.8 

-8,9 

-6,8 

ERCAPITAL  QUAL.  MUNI.  INC. 

Municipal 

High 

764.7 

0.72 

24.4 

10.6 

28.7 

6.3 

7.1 

22.7 

-6.5- 

-12,2 

-8,6 

ERCAPITAL  QUAL.  MUNI.  INVMT. 

Municipal 

Average 

386.9 

0.74 

20.4 

10.7 

22.8 

5.8 

7.4 

25.1 

-2.1 

•-7.7 

-5.5 

ERCAPITAL  QUAL.  MUNI.  SEC. 

Municipal 

388.1 

0.83 

35.4 

NA 

27.0 

NA 

6.5 

23.1 

□J 

-10.7- 

-18,9 

-14.8 

ESTMENT  GRADE  MUNICIPAL 

Municipal 

Very  high 

242.9 

1.70 

25.1 

9.2 

21.0 

3.4 

6.4 

21.9 

-9.7- 

-19.3 

-14,9 

1PER  HIGH-INCOME 

* 

Corp  Hi  YId 

Very  low 

202.5 

1.64 

16.7 

11.1 

24.2 

10.3 

9.7 

8.1 

8.9 

--0,3 

8,5 

1PER  INTERMEDEDIATE  GOVT. 

AVG 

Government 

Low 

284.6 

0.94 

17.5 

6.7 

12.3 

2.4 

8.2 

7.9 

-5.8- 

-14,1 

-8,8 

IIPER  MULTI-MARKET  INCOME 

*"* 

Multisector 

Low 

217.4 

1.03 

21.6 

10.8 

31.1 

12.9 

10.3 

12.1 

1.0 

■-9.6 

-0.5 

1PCR  MUNICIPAL  INCOME  AVG  Municipal 
4AGED  HIGH  INCOME  Corp  Hi  YId 

lAGED  MUNICIPALS  Municipal 
i  CHARTER  INCOME  Multisector 

i  GOVERNMENT  MARKETS  INCOME  AVG  Multisector 


Average 

Average 
Low 

Average 

Average 
Average 
Very  low 
Average 


681.8 
470.8 
428,0 
784,7 
600.5 


0.70 
1.19 
1.02 
0.86 
0.97 


17.9 
17,2 
20,2 
18.6 
19.4 


8.1 
NA 

9.3 
9.8 
8.5 


33.4 
21.3 
28.9 
12.9 
11.2 


8.7 
NA 
9,7 
6.5 
4.3 


6.8  30.7 

10.6  7.8 

6.2  23,5 

7.4  8.9   

5.6  11.1  mSm 


4.0-  -6.3 
-1.2- -8.2 
-2.4-  -10.0 
-8.3-  -15.8 
-7.9-  -17.2 


5.5 
-3.4 
-2.6 
-12.4 
-12.7 


i  INTERMEDIATE  INCOME  AVG  Multisector 

i  MULTIMARKET  INCOME  «  Multisector 

i  MUNICIPAL  INCOME  Municipal 

'4TGOMERY  STREET  INCOME  SEC.        AVG  Corp  General 

7GAN  STANLEY  EMERG.  MKTS.  DEBT  International 


1200.0 
781,6 
335,8 
200,9 
266.3 


0.91 
1.14 
1.31 
0.71 
2.30 


19.0 
20.3 
10.7 
21.8 
26.2 


8.9 
9.6 
7.6 
9.4 
NA 


16.3 
14.9 


5.3 
5.8 


20.2  12.3 
23.7  3.0 
36.6  NA 


6.9 
6.8 
7.2 


6,6 
10.0 
18,7 


7.8  13.6 
13.7  18.3 


lLJI 


-8.5-  -17.9 
-9.3-  -16,7 
9.3-  2.4 
-2.0-  -12.3 
7.6-  -12.8 


-14.5 
-9,7 
11,1 
-4.2 
4.2 


1/96. 


As  of  1/31/96,  NA  =  Not  available. 


DATA:  MORNINGSTAR,  INC  .  CHICAGO.  IL 


BUSINESS  WEEK  /  FEBRUARY  19,  1996  85 


SCOREBOARD 


Closed-End  Bond  Fur 


RATING 

CATEGORY 

RISK 

SIZE 

FEES 

1995  RESULTS 

PORTFOLIO 

TREND 

PREMIURM>ISCOI 

ASSETS 

EXPENSE 

NAV.  RET  (%l      SHARES  RET  (%) 

YIELD  MAT 

3-YEAR 

DIFFERENCE  FROM  NA' 

$MIL. 

RATIO  (%) 

lYR    3YRS     lYR.     3  YRS. 

(%)  (YRS.) 

ANALYSIS 

1995  HIGH-LOW  2J 

MUNICIPAL  INCOME 

MUNICIPAL  PREMIUM  INCOME 

MUNIENHANCED 

MUNIVEST 

MUNIYIELD 


AV6 


Municipal 
Municipal 
Municipal 
Municipal 
Municipal 


Low 

Average 
High 
High 
Average 


316.6 
372.4 
510.5 
881.5 
840.1 


0.65 
1.21 
0.69 
0.66 
0.66 


6.6 


14.1 
19.1 
23.9 
23.6 

23.3  10.5 


10.9  2.5 

8.8      13.5  2.9 

9.2      22.9  2.3 

9.6      24.6  2.1 

27.3  6.6 


6.5 

7.6  21.8 

6.8  22.5 
7.2  19.1 

6.9  21.6 


20.2    UtJ    -5.4- -13.6 

-1.7- -13.3  -1( 
-5.4- -13.8  -4 
-5.3-  -14.2 
-5.8-  -13.3 


MUNIYIELD  OA 
MUNIYIELD  CA  INSURED 
MUNIYIELD  INSURED 
MUNIYIELD  NJ 
MUNIYIELD  NY  INSURED 


Municipal 
Municipal 
Municipal 
Municipal 
Municipal 


High 

Very  high 
High 
High 
High 


381.9 
347.3 
1041.3 
199.1 
279.3 


0.66 
0.68 
0.66 
0.74 
0.70 


24.9  10.2 

27.8  9.4 

25.3  10.6 

22.4  9.7 
24.4  9.8 


23.4 
25.0 
24.8 
24.9 
25.8 


5.1 
3.3 
5.9 
4.1 
5.9 


6.7  18,7 

6.4  23.2 
6.6  24.1 

6.5  18.8 
6.2  22.4 


-5.2-  -15.3 
-4.8-  -15.0 
-7.8-  -15.1 
-7.4-  -14.5 
-3.7-  -12.5 


i 


MUNIYIELD  QUALITY 
NEW  AMERICA  HIGH-INCOME 
NUVEEN  CA  INVEST.  QUAL.  MUNI. 
NUVEEN  CA  PERFORM  PLUS  MUNI. 
NUVEEN  CA  QUALITY  INC.  MUNI. 


Municipal 
Corp  Hi  YId 
Municipal 
Municipal 
Municipal 


High 
Low 
Low 
Low 

Average 


659.4 
264.8 
300.9 
282.5 
471.9 


0.66 
0.89 
0.81 
0.83 
0.80 


25.2  10.3 
28.1  17.1 


18.4 
18.5 


8.3 
7.8 


23.4  10.0 


20.5  5.2 

33.4  19.9 

21.2  7.0 

26.7  6.3 

31.1  8.7 


7.0  23.0 

11.4  8.3 

6.5  21.8 

6.7  21.9 

6.4  20.8 


-7.8- -16.4  -I'l 

9.0-  -3.6 

1.9-  -3.9 
-0.2-  -6.4  -(i 
-2.6-  -9.7  -;, 


NUVEEN  CA  SELECT  QUAL.  MUNI. 

AVG 

Municipal 

Average 

490.9 

0.80 

22.6 

9.2 

31.3 

8.1 

6.4 

23.1 

iB 

-0.8- 

-8.3 

- 

NUVEEN  INSURED  CA  PREM.  INC.  2 

Municipal 

259.5 

0.84 

32.3 

NA 

30.1 

NA 

6.2 

22.4 

UJ 

-0.8-  - 

-12.7 

- 

piuvE.c.n  induncu  inuni.  vrrxjni. 

HVU 

Municipal 

Average 

n  7Q 

99  C 

3.0 

in  1 

OU.  1 

0  1 

0. 1 

b.J 

"iA  1 
Z4. 1 

1 

—  I.J- 

—O.J 

nuvc.E.n  in9Unc.iJ>  fnc.nri.  inv>  ^ 

Municipal 

n  At 

U.tJo 

T9  7 

MA 
NA 

LQ.I 

IIA 
NA 

ft  1 
D.J 

91  7 
Z  1./ 

1  1  ■ 

A  n 

— *J.U-  - 

It:  1 
-ID. J 

—It 

nuvctPi  ina.  i{UAL.  muni. 

Municipal 

Average 

RAO  "J 

n  119 

V.QL 

1Q  1 
19./ 

lA  C 

A  Q 

R  7 
D./ 

OA  9 
Z4.Z 

1     l-l  1 

■MM 

— U.3- 

7  A 

NUVEEN  INVESTMENT  QUAL.  MUNI. 

AVG 

Municipal 

Low 

800.9 

0.79 

18.1 

8.1 

22.6 

4.2 

7.1 

22.0 

KJ 

-fl.5- 

-7.2 

- 

NUVEEN  MUNICIPAL  ADVANTAGE 

Municipal 

Low 

948.7 

0.79 

18.0 

8.3 

28.7 

8.2 

6.8 

22.9 

0.3- 

-6.1 

1 

nuvtcri  mUrillflr'AU  IYIHKI\E.  1  \jrr. 

Municipal 

Low 

innn  i 

n  7R 

U.  to 

10. u 

fl  1 

0. 1 

9fl  7 
ZO./ 

b.u 

D.O 

91  Q 
Z  1 .3 

— U.3- 

C  0 

—D.O 

1 

— 

lklll\/mu  Ml  IMir^lDA  1    WAI  IIP 

Municipal 

Very  low 

n  m 
u./u 

C  7 
0./ 

11  1 

9  0 
Z.o 

D.u 

91  1 
Z  I.J 

1  ■  1 

9  n 
z.u- 

7  fl 

MIIUrCM  Ml  DDrMIIIM  IM/^  MIlMi 

nuvttri  nj  fntmiuivi  inu.  mum. 

Municipal 

nign 

ZDU.Z 

9Ii  ^ 

Q  9 
O.Z 

9C  7 
ZD./ 

1  c 

1.0 

C  1 
D.  1 

10  R 
lo.D 

—A  C. 
— 4,D-  - 

1  9  C 

-1  z.b 

— 

NUVEEN  NY  INVEST  QUAL.  MUNI. 

AVG 

Municipal 

Average 

396.0 

0.84 

16.5 

7.9 

28.1 

7.2 

6.3 

24.4 

4.5- 

-3.8 

NUVEEN  NY  PERFORM  PLUS  MUNI. 

Municipal 

Low 

340.2 

0.86 

16.1 

9.0 

24.3 

8.3 

6.6 

23.3 

WD 

3.5- 

-5.7 

MIIWCCM  MV  r^llAI  ITV  IMf*  MIIMI 

Municipal 

Average 

jZO.U 

U.O  1 

91  n 
z  i.u 

Q  1 

11  1 

Q  It 

o.u 

91  C 
Zj.D 

LJ    1  1 

9  n 
— z.u- 

7  fi 
— /.O 

I 

— ' 

MIIV/CCM  MV  CCI  r/^T  f\IIAI  MIIMI 

Municipal 

Average 

n  Q9 

in  7 

Q  1 

19  9 
JZ.Z 

Q  Q 

R  9 
D.Z 

99  7 

BB 

n  A 

—o.u 

MIIUCETM  DA   DDCMIIIM  IMi^    MIIMI  *> 
NUVttrl  KA  rKtmlUIVI  INC  IVIUNl.  Z 

Municipal 

19Q  1 

n  Q9 

in  9 

MA 
NA 

OA  9 

UA 

D.J 

91  9 
Z  I.Z 

1  — H 

1  0 

— I.o-  - 

1^  <: 

— 1 

NUVEEN  PERFORMANCE  PLUS  MUNI. 

Municipal 

Low 

1285.1 

0.79 

15.3 

7.6 

29.1 

7.8 

6.9 

22.6 

1.7- 

-4.6 

NUVEEN  PREMIER  INSURED  MUNI. 

Municipal 

Average 

434.3 

0.81 

22.2 

10.0 

26.1 

8.4 

6.4 

21.9 

-1.7- 

-9.8 

NUVEEN  PREMIER  MUNI.  INCOME 

* 

Municipal 

Average 

438.9 

0.81 

20.1 

10.0 

31.6 

9.7 

7.1 

20  0 

-1.1- 

-8.3 

NUVEEN  PREMIUM  INCOME  MUNI. 

AVG 

Municipal 

Low 

1306.0 

0.77 

17.9 

7.0 

20.3 

3.0 

7.2 

23.6 

1.2- 

-6.8 

NUVEEN  PREMIUM  INCOME  MUNI.  4 

Municipal 

865.6 

0.88 

27.9 

NA 

29.4 

NA 

6.7 

20.0 

-7.0-  - 

-15.5 

-1 

NUVEEN  QUALITY  INCOME  MUNI. 

AVG 

Municipal 

Average 

1211.4 

0.79 

20.0 

8.9 

28.7 

8.1 

6.9 

22.8 

KU 

-0.8- 

-6.8 

NUVEEN  SELECT  QUALITY  MUNI. 

AVG 

Municipal 

Average 

744.9 

O.BO 

19.6 

8.2 

23.6 

5.7 

7.0 

22.3 

Hfii 

0.3- 

-6.6 

NUVEEN  SELECT  TAX-FREE  INC.  2 

AVG 

Municipal 

Low 

261.1 

0.41 

17.5 

8.4 

23.9 

10.3 

6.0 

20.6 

0.0- 

-6.7 

OPPENHEIMER  MULTI-SECTOR  INC. 

-* 

Multisector 

Average 

294.5 

1.02 

15.3 

9.4 

10.0 

5.8 

9.9 

9.7 

3.4- 

-7.3 

PILGRIM  PRIME  RATE 

* 

Corp  General 

Very  low 

867.8 

1.30 

7.9 

7.6 

15.5 

8.9 

10.1 

5.5 

-2.4-  - 

-15.8 

PUTNAM  HIGH  YIELD  MUNICIPAL 

-** 

Municipal 

Low 

240.2 

1.17 

16.1 

8.1 

23.4 

6.7 

7.4 

23.5 

au 

11.4 

- 1.6 

PUTNAM  INTERMED  GOVT.  INCOME 

AVG 

Multisector 

Average 

556.2 

0.87 

18.3 

7.7 

15.8 

4.1 

7.9 

9.2 

□B 

-7.4-- 

-14.0 

-r 

PUTNAM  INVEST  GRADE  MUNI. 

AVG 

Municipal 

Average 

383.3 

1.45 

17.0 

8.1 

23.5 

9.3 

7.1 

24.4 

M£2 

12.1 

-4.2 

i; 

PUTNAM  MANAGED  MUNI.  INCOME 

* 

Municipal 

Average 

624.5 

1.20 

18.8 

9.0 

23.2 

8.8 

7.0 

23.2 

B£ 

6.E 

-0.2 

PUTNAM  MASTER  INCOME 

-** 

Multisector 

Low 

479.4 

1.02 

19.8 

10.1 

18.2 

6.3 

8.6 

9.9 

BB 

-6.0-  - 

-14.0 

-1 

PUTNAM  MASTER  INTERM.  INCOME 

Multisector 

Low 

326.9 

1.03 

19.0 

9.3 

21.0 

6.6 

8.3 

7.5 

OH 

-8.3- 

-14.0 

PUTNAM  MUNI  OPPORTUNITIES 

Municipal 

257.6 

0.95 

21.9 

NA 

22.7 

NA 

7.4 

26.0 

rm 

1.2- 

-8.2 

PUTNAM  PREMIER  INCOME 

* 

Multisector 

Low 

1192.2 

0.82 

20.1 

10.1 

21.1 

7.6 

8.7 

9.9 

BB 

-5.9-  - 

-13.2 

-1 

PUTNAM  TAX-FREE  HEALTH  CARE 

Municipal 

Low 

194.5 

0.90 

14.9 

8.5 

6.5 

4.5 

7.7 

21.8 

BE] 

1.1-- 

-12.4 

RCM  STRATEGIC  GLOBAL  GOVT. 

Multisector 

356.1 

1.15 

17.0 

NA 

12.6 

NA 

8.1 

7.4 

nm 

-7.9-  - 

-14.6 

-i; 

SALOMON  BROS.  2008  WORLDWIDE 

International 

271.4 

1.01 

35.6 

NA 

28.3 

NA 

11.1 

18.7 

13.5- 

-7.4 

SELIGMAN  SELECT  MUNICIPAL 

AVG 

Municipal 

Average 

235.3 

0.90 

17.1 

8.2 

28.6 

7.3 

6.7 

23.2 

2.1- 

-6.2 

SENIOR  HIGH-INCOME 

Corp  Hi  Vld 

231.1 

2.46 

15.4 

NA 

18.3 

NA 

10.9 

6.4 

3.5- 

-8.8 

STRATEGIC  GLOBAL  INCOME 

AVG 

International 

High 

285.2 

1.27 

19.7 

10.0 

16.5 

7.2 

9.4 

12.9 

KB 

-13.6-- 

-20.0 

-i; 

TCW  CONVERTIBLE  SECURITIES 

AVG 

Convertible 

Average 

264.8 

0.79 

23.4 

11.5 

33.4 

12.9 

4.0 

8.9 

12.4- 

-0.5 

TCW/DW  TERM  2000 

TCW/DW  TERM  2002 

TCW/DW  TERM  2003 

TEMPLETON  EMERG.  MKTS.  INCOME 

TEMPLETON  GLOBAL  INCOME 


AVG 


Government 
Government 
Government 
International 
international 


High 


Average 

Very  high 

Average 

Average 

High 

Average 

Very  high 


496.1 
460.8 
992.6 
563.2 
1007.0 


3.25 
3.08 
3.18 
0.81 
0.78 


36.9 
40.5 
39.7 
18.7 


NA 

9.2 
NA 
NA 


19.6  10.0 


15.3 
6.7 
17.3 
24.6 
18.8 


NA 

0.9 
NA 
NA 
0.4 


5.5  14.3 

7.6  17.5 


7.1 
11.2 
10.0 


14,7 
9.8 
8.4 


mi 

OB 


2.7- -17.4  -1 

12.1- -17.3  -1 

-1.0- -18.6  -1 

5.0-  -7.6 

-11.4- -17.8  -1 


VAN  KAMPEN  AM.  CAP.  ADV.  MUNI. 

VAN  KAMPEN  AM.  CAP.  BOND  AVG 

VAN  KAMPEN  AM.  CAP.  CA  QUALITY  AVG 

VAN  KAMPEN  AM.  CAP.  MUNI. 

VAN  KAMPEN  AM.  CAP.  MUNI.  INCOME  '•■^ 


Municipal 
Corp  General 
Municipal 
Municipal 
Municipal 

Municipal 
Municipal 
Municipal 
Municipal 
Municipal 


499.5 
233.7 
228.4 
871.8 
450.6 


1.64 
1.50 
1.66 
1.65 
1.33 


25.2  9.0 

23.9  10.5 

26.0  9.8 

22.9  8.6 

18.4  6.6 


23.1 
26.9 
29.3 
16.8 
16.3 


8.1 
6.8 
9.5 
3.8 
3.3 


7.0  22.2 

7.9  20.1 

6.8  23.9 

7.5  20.4 


18.2 


-2.8-  -iO.4 
-4.3- -10.6 
-2.4-  -9.4 
-3.7- -14.7 
16.7-  2.5 


VAN  KAMPEN  AM.  CAP.  MUNI.  OPPORT.*^ 
VAN  KAMPEN  AM.  CAP.  STRAT.  SECT. 
VAN  KAMPEN  AM.  CAP.  TR.  INS.  MUNI.  * 
VAN  KAMPEN  AM.  CAP.  TR.  INV.  GR.  MUNL 
VAN  KAMPEN  AM.  CAP.  VALUE  MUNI. 


High 
High 


387.7 
241.4 
246.6 
701.5 
556.6 


1.69 
1.61 
1.57 
1.63 
1.70 


24.8 
24.1 
23.6 
24.2 
25.4 


9.3 
NA 
9.4 
9.9 
NA 


13.7 
18.4 
29.2 
23.3 
22.1 


3.4 
NA 
9.5 
8.4 
NA 


7.4  21.1 

7.1  21.6 
6.6  22.8 

7.2  23.7 

7.3  21.4  [JM 


-5.0- -18.8  -1- 

-5.7- -17.0  -i: 

-2.3-  -7.6  -I 

-2.1- -8.7  -; 

-8.2- -16.4  -1 


As  of  2/1/96, 


As  of  1/31/96.  NA  =  Not  available. 
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Thanks  to 
Sprint  Business, 
we're  doing  more 
business  in  skis." 


—  Hank  Kasbiwa,  Olympic  Skier 
Co-founder,  Volant  Skis 


"We  make  state-of-the-art  skis.  But 
the  way  we  sold  them  was  outdated" 

Volant  is  a  young,  fast-growing  company  with  global 
ambitions.  But  their  communications  system 
wasn't  helping  them  realize  their  full  potential. 

"Sprint  came  in  and  showed  us 
which  technology  was  right  for  us." 

Sprint  consultants  did  an  extensive  analysis  of  Volant's 

business.  And  came  up  with  real  solutions  for  them  — 

like  putting  inventory  on-line  for  real-time  access. 

And  videoconferencing  —  to  present  new  products  worldwide. 

"Now  we're  doing  business  a  whole  new  way." 

Today  Volant  is  a  more  nimble,  more  profitable  company. 

Because  Sprint  made  their  comimmications  as  cutting- edge 

as  their  stainless  steel  skis,  c;all  lis,  'We  can  help  your 

bLisiness  do  more  business,  too. 


Sprint 


We  Help  Business 


Do  IVIore  Business 


1-800- 816 -REAL 


Real  BLJSINESS 

Volant  Skis 


Real  PROBLEM 
Outdated  field  sales 
communications 


Real  SOLUTION 
Instant  access  to 
inventory  data 


Real  RESLJLTS 

Faster  shipping, 
reduced  inventoi^  risk 


Inside  Wall  Street 


BY  GENE  G.  MARCiAL 

VROOM!  VROOM!  AT 
GENERAL  MOTORS 

General  Motors  (gm)  has  been  putting 
the  pedal  to  the  metal:  Its  shares 
hit  a  high  of  54X  on  Jan.  30  after  the 
auto  giant  reported  1995  record  earn- 
ings of  $6.9  billion  and  boosted  the 
quarterly  dividend  33%,  to  400  a  share. 
Some  analysts  caution  that  the  stock 
may  have  already  peaked — it  edged 
dowTi  to  52Vj  on  Feb.  6.  But  other  mon- 
ey pros  don't  think  so. 

"Not  by  a  long  shot,"  insists  invest- 
ment manager  Bob  Olstein,  who  values 
companies  purely  on  the  quality  of 
their  earnings  strength  and  capacity 
to  produce  excess  cash  flow.  "Based 
alone  on  the  value  of  gm's  major  as- 
sets— excluding  Electronic  Data  Sys- 
tems, which  CM  has  decided  to  spin 
off — the  stock  is  worth  83  a  share," 
figures  Olstein,  who  heads  the  $100 
milhon  Olstein  Financial  Alert  Fund 
in  White  Plains,  N.  Y. 

Olstein  says  the  market  has  yet  to 
focus  on  the  carmaker  "as  a  great  val- 
ue investment"  and  recognize  the  "sig- 
nificant improvement  in  gm's  balance 
sheet,  excess  cash  flow,  and  brilUant 
cost-cutting  program"  over  the  past 
three  years.  Excess  cash  flow  is  cash 
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1997  Est. 

$8.16 
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$6.88 

1995 
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1994 
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1993 

$2.13 
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derived  from  operations  after  payment 
of  all  capital  expenditures.  "Under  CEO 
John  F.  Smith  Jr.'s  leadership,"  says 
Olstein,  "gm  has  been  transformed  into 
a  cash  machine,  generating  excess  cash 
flow  of  $4.5  bilUon  a  year." 

Olstein  is  convinced  that  manage- 
ment will  strive  to  close  the  gap  be- 
tween the  stock's  current  pri(  e  of  53 
and  its  estimated  private  market  value 
of  83.  "If  it  doesn't,  gm  could  well  at- 
tract a  leveraged  buyout  group  that 


OLSTEIN:  Believes 
gm's  real  value  is 
83  a  share 


could  take  it 
private."  Olstein 
notes  that  "a  kkr 
group  or  the  likes 
of  a  Kirk  Kerko- 
rian  could  go  for 
a  gm  lbo." 

According  to 
Olstein,  gm's  auto 
and  finance  opera- 
tions are  worth 
$42  bilhon,  or  56 
a  share.  Its 
Hughes  Electron- 
ics subsidiary, 
including  its 
DirecTV  unit,  is 

worth  at  least  27,  he  estimates,  gm 
Hughes,  a  worldwide  leader  in  satellite 
communications — in  which  at&t  has  in- 
vested $137.5  million  for  a  2.5%  equity 
stake — is  "gm's  real  hidden  gem."  The 
Street  doesn't  realize,  Olstein  says,  that 
gm  owns  100%  of  Hughes  and  often 
forgets  that  gmh  shareholders  only 
have  a  right  to  Hughes's  dividend, 
equal  to  35%.  of  Hughes's  earnings,  and 
the  right  to  receive  a  20%-  premium  in 
the  auto  maker's  stock  if  gm  decides  to 
sell  Hughes  or  buy  in  its  shares. 

"But  the  real  play  is  in  gm  shares — 
not  gmh,"  he  argues,  "because  it  isn't  in 
the  interest  of  gm  to  buy  back  the  gmh 
shai'es."  The  parent  only  pays  out  35% 
of  gm  Hughes's  earnings  to  gmh  share- 
holders ($88  milHon)  and  retains  about 
$1  billion  in  aftertax  earnings,  exjalains 
Olstein.  An  investor  who  wants  a  di- 
rect play  on  sateUite  communications  or 
DirecTV,  and  at  the  same  time  the 
chance  to  participate  in  gm's  huge  ex- 
cess cash  flow,  "should  own  GM  shares," 
he  says. 

AN  ALTERNATIVE  TO 
HYSTERECTOMIES? 

There's  an  underserved  market  in 
health  care:  Women  with  severe  g;\'- 
necological  problems.  Investment  pro 
Sam  Navarro  of  UBS  Securities  says 
that  Gynecare  (gyne)  is  one  of  the  few 
new  companies  attempting  to  serve 
that  market.  Specifically,  the  company 
is  using  innovative  technology  to  treat 
uterine  disorders.  Its  first  product  is  a 
device  that  helps  stop  excessive  men- 
strual bleeding,  a  problem  that  affects 
at  least  18  million  women  worldwide, 
Navarro  notes. 

The  Gynecare  device,  w'hich  goes 
under  the  name  Uterine  Balloon  Ther- 
apy, is  designed  as  a  one-time  outpa- 


tient treatment.  High  temperature  e| 
ables  the  removal  of  the  endometrl 
lining  of  the  uterus,  the  primary  sour: 
of  menstrual  bleeding,  through  a 
ented  method  called  thermal  ablatio; 

A  balloon  catheter  is  inserted 
the  uterus.  It  is  then  inflated  wit] 
small  amount  of  sterile  fluid  to  co] 
form  to  the  shape  of  the  uterus 
heating  element  inside  the  baUoon 
es  the  temperature  to  about  87 
grees  Celsius,  which  is  maintained  f 
eight  minutes.  The  balloon  then  ( 
flates  and  the  catheter  is  removed 
the  endometrial  lining  is  taken  out. 

Navarro  notes  that  about  300,0' 
hysterectomies  are  performed  worl 
wide  each  year  because  of  hea\'y  blee 
ing.  Gynecare  has  started  clinical  tes 
of  the  therapy,  which  serv'es  as  an  i 
temative  to  hysterectomies,  at  13  ac 
demic  and  medical  centers  in  the  U. 

Navarro  thinks  the  stock,  trading 
around  9,  remains  undervalued  and 
worth  twice  that,  considering  the  f 
tential  sales  of  the  device.  He  se 
Gynecare  making  money  in  two  yeai 


HONK  IF  YOU  NEED 
EXTRA  COVERAGE 


In  the  fiercely  competitive  auto  Lnsi 
ance  business,  the  small  operator  a 
pears  doomed  to  extinction.  But  so  fi  - 
tiny  Automobile  Protection  Co.  (APC 
is  alive  and  thriving.  In  fact,  eamin 
rocketed  121%  and  revenues  zoomi 
58%  in  1995's  fourth  quarter.  For  all 
last  year,  apco's  profits  jumped  44%, 
$1.5  miUion,  or  20c  a  share;  revenu 
climbed  65%,  to  $49.2  milhon.  apc( 
stock,  which  traded  at  around  2Vi 
mid-December,  has  cUmbed  to  3%. 

What's  firing  up  apco?  The  low-cc 
packager  of  insurance  to  auto  deale 
nationwide  has  a  growing  core  bu: 
ness,  EasyCare.  It  offers  extende 
service  warranties,  a  business  don 
nated  by  the  Big  Three  auto  makei 
apco's  credibility  was  bolstered  whi 
Honda  Motor  signed  a  five-year  co 
tract  to  provide  extended  w^arran 
service  to  Honda  and  Acura  deale 
in  the  U.  S. 

Herbert  Davidson,  an  analyst 
Meyer  Pollock  Robbing  in  McLean,  V  i-: 
says  the  stock  should  rise  anywhe 
from  6  to  8  a  share  in  a  year  apc( 
tiny  size,  he  adds,  led  by  an  aggressr 
management  that's  fast  to  respond  fcrij], 
dealers'  warranty  needs,  has  enabled 
to  cai'\'e  a  comfortable  niche  in  the 
bilhon  waiTanty  business. 
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OES  TOBACCO 
Vi  ITS  WAY? 


ting  tactics,  the  industry  asserts  that  excise  taxes  offset  any  health  costs  to  states 


3W  industries  have  been 
more  adept  than  tobacco 
at  snuffing  out  claims  that 
its  products  are  dangerous, 
re  than  two  decades  of  le- 
ussles,  cigarette  makers 

racked  up  an  enviable 
1  by  insisting  on  a  simple 
imokei-s  know  the  risks  asso 

with  smoking  and  therefore 
argue  they  innocently  used  a 
ct,  only  to  learn  of  its  hazards 

IV,  time  may  be  running  out  on 
)bacco's  favorite  ai'giunents.  Sworn 
nents  by  former  Brown  &  Wil- 
)n  Tobacco  Corp.  executive  Jef- 
1.  Wigand  make  a  strong  case  that 
;o  companies  covered  up  e\'idence 
icotine  is  addictive  and  manipulat- 
e  level  of  nicotine  in  cigarettes 
hat  executives  lied  to  Congress 

what  they  knew.  The  tobacco 
mies  vehemently  deny  the  allega- 
But  even  as  the  industry  tries  to 
dit  Wigand.  it's  cleai'  his  testimony 
become  a  cornerstone  of  lawsuits 
ht  by  five  states  and  Blue  Cross  & 
Shield  of  Minnesota,  which  seek 
over  more  than  $5  billion  in  smok- 
lated  health-cai'e  costs  and  billions 
in  punitive  damages. 
:ing  these  tough  attacks,  cigarette 
•s  are  desperately  tnong  to  switch 
fields.  In  the  case  brought  by  Mis- 
oi.  where  Wigand's  testimony  fii'st 
to  light,  tobacco  industry  la\\yers 
laid  the  ground  for  a  defense 

on  the  economics  of  tobacco.  The 
:actic — also  expected  in  lawsuits 
orida,  Massachusetts,  Minnesota, 
West  Virginia — has  three  main 
;:  States  already  are  compensated 
lokei-s'  health  costs  by  the  revenue 
hefty  excise  taxes.  Smoking  im- 

little  extra  cost  on  local  govem- 
; — and  may  even  save  states  mon- 
nen  sick  people  die  young.  And, 
;  health  costs  cannot  faiiiy  be  sep- 
l  fi"om  Big  Tobacco's  overall  contri- 
1  to  a  state's  economy. 

a  nifty  tactical  shift  by  tobacco. 


But  states  contend  that  these  ai'gii- 
ments  miss  the  point:  The  fight, 
they  say.  is  about  fraud  and  the 
health  costs  of  smoking,  not  eco- 
nomics. "The  plaintiff  gets  to  de- 
fine his  case,  not  the  defendant,"  says 
Richard  F.  Sci-uggs,  the  la\\yer  repre- 
senting Mississippi.  Adds  George  We- 
ber, chief  of  consumer  protection  in  the 
Massachusetts  Attorney  General's  Of- 
fice: "Since  when  is  pa\nng  taxes  a  h- 
cense  to  violate  the  law?" 

A  body  of  new  studies  and  a  review 
of  state  economic  trends  may  give  the 
states  ammimition  against  tobacco's  new 
line  of  defense.  A  report  released  in 
late  January  by  the  Centers  for  Dis- 
ease Control  finds  the  direct  medical 
cost  of  smoking  totals  $50  bilhon  a  yeai- 
nationwide,  more  than  double  the  $21 
bilhon  in  revenue  fi'om  tobacco  agiicul- 
tui'e  and  manufacturing. 

A  soon-to-be-released  study  by  two 
University  of  Michigan  professoi-s  is  ex- 
pected to  conclude  that  tobacco  accoimts 
for  a  net  economic  loss  in  all  but  six 
big  tobacco-growing  states  and  that 
states  would  gain  substantially  if  people 
spent  their  cigai'ette  money  on  nearly 


anything  else,  from  pretzels  to  stock 
portfolios.  "Fifty  cents  of  eveiy  dollar 
[spent  on  cigarettes]  is  exported  to 
North  Carohna  and  the  other  tobacco 
states,  and  only  half  remains  to  benefit 
the  local  economy,"  says  Kenneth  E. 
Warner,  one  of  the  study's  authors. 
DUELING  ECONOMISTS,  f  obacco  lawyers 
will  scramble  to  muster  whatever  data 
they  can  find,  including  government  re- 
search, to  counter  the  mounting  evi- 
dence that  tobacco  is  a  net  economic 
drain.  Cigarette  manufacturers  argTie 
that  taxes  are  already  paying  for  any 
economic  costs  that  tobacco  imposes. 
In  1993,  tobacco  sales  accounted  for 
$13  bilhon  in  federal,  state,  and  local 
tax  revenue,  more  than  four  times  the 
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S3  billion  value  of  the  crop  that  year. 

A  repoit  by  the  Office  of  Technology' 
Assessment  found  that  smokers  in  1993 
paid  S13.3  billion  in  excise  and  sales 
taxes  but  cost  governments  only  S8.9 
billion  in  health-care  expenses.  And  the 
Tobacco  Institute,  the  industiy-funded 
advocate,  is  expected  to  release  a  repoit 
within  weeks  claiming  that  tobacco  has 
a  positive  economic  impact  on  the  U.  S. 
thi'ough  job  creation,  exports,  market- 
ing, and  capital  spending.  The  study 
will  deny  that  smoking  creates  signifi- 
cant net  health  costs,  soui'ces  say. 
DOUBLE-DIPPING?  These  figui-es,  say  in- 
dustiy  lawyers,  don't  even  take  into  ac- 
count other  contributions  cigai-ette  man- 
ufacturers make  by  ci'eating  retail  jobs 
and  bu\ing  billboai-d  space,  for  instance. 
Advertising  expenditiu-es  run  $62  bUlion 
a  year,  and  tobacco  lawyers  and  lobby- 
ists rack  up  untold  milhons  in  fees  each 
year  defending  the  golden  leaf  fi-om  its 
legions  of  advei-saiies.  "There  ai'e  signif- 
icant supporting  numbers  to  say  that 
we're  a  net  plus"  to  many  states,  says 
Thomas  F.  McKim,  R.  J.  RejTiolds  To- 
bacco Co.  counsel  for  tobacco  litigation. 

The  industry  plans  to  argue  that  de- 
mands fi-om  states  for  further  pa\Tnent 
fi-om  Big  Tobacco  amoimt  to  double-dip- 
ping. Legally,  they  contend,  states  can- 
not claim  financial  hann  if  they  fail  to 
estabhsh  that  smoking  causes  uncom- 
pensated damage.  "It's  basically  inconsis- 
tent for  the  states  to  say,  on  the  one 
hand,  we  want  the  benefit  of  excise  tax- 
es, but  on  the  other  hand,  we  want  re- 
imbiu'sement  for  health  cai'e,"  explains 
Daniel  W.  Donahue,  general  counsel  to 
R..J.  Re\Taolds. 

Xor  are  cigarette  makers  squeamish 
about  making  an  even  more  controver- 
sial point  in  their  defense.  In  cases 
pending  in  Minnesota  and  Mississippi, 
the  industry's  lawyers  insist  that  Big 
Tobacco  should  be  credited  for  reducing 
government  spending  on  such  items  as 
Medicaid  and  Social  .Secmnty  as  a  result 
of  the  prematiu-e  death  of  smoking  vic- 
tims. "It's  the  euthanasia  defense,"  re- 
torts Xortheastem  University  law  pro- 
fessor Richard  A.  Daynard,  a  leading 
anti-tobacco  actinst.  "We've  done  eveiy- 
body  a  gi-eat  favor  by  kilUng  these  peo- 
ple off  who  would  othei-wise  be  i-eceiv- 
ing  pensions." 

Disparagement  aside,  the  industry 
maintains  that  states  are  tndng  to  sad- 
dle it  with  health-cai"e  costs  imi-elated  to 
smoking.  To  prove  the  point,  tobacco 
companies  have  obtained  couit  approval 
to  conduct  case  histories  on  about  20 
people  U'om  Minnesota's  so-called  vic- 
tim pool.  The  idea  is  to  find  out  wheth- 
er indi\iduals  have  other  ailments  that 


may  have  caused  theh" 
health  problems,  rathei" 
than  blame  tobacco  en- 
tirely. "On  a  lifetime 
basis,  smokers  may 
cost  the  state  no 
more  than  nonsmok- 
ers,"  says  American 
Tobacco  Co.  lawyer 
MuiTay  GaiTiick. 

Tiying  to  convince 
judges  and  juiies  that 
tobacco  companies  give 
more  than  they  take  is 
a  bold  gambit,  particu- 
laiiy  given  the  waning 
impact  of  tobacco  oi; 
state  and  local  econo- 
mies.  Despite  near 
record  coi-porate  prof- 
its,   employment  in 
tobacco  farming  and 
manufacturing  is  de- 
clining. The  industry 
provides  700,000  pro'-  todaV. 
duction,  manufactuiing,  ^ 
and  retail  jobs,  accord- 
ing to  its  own  figui-es 
Overall,  however  out- 
put from  the  nation's 
124,000  tobacco  faiTns  has  been  flat  since 
1990.  at  about  1.6  billion  pounds.  2o'7c 
below  the  level  in  1975.  Fannei"s  planted 
only  674  million  acres  of  tobacco  last 
year,  down  10<7f  fi-om  1993.  And  despite 
gi-owth  in  overseas  sales  of  tobacco  prod- 
ucts. Agiicultui-e  Dept.  statistics  show- 
cigarette  consumption  in  the  U.  S.  has 
not  climbed  yeai--over-year  since  1973. 

To  appreciate  how  far  the  clout  of 
cigai-ette  makei-s  has  fallen,  consider  the 
state  of  North  Carolina,  the  largest  to- 
bacco producer.  Today,  tobacco  accounts 
for  onlv  20^c  of  North  CaroUna's  fai-m 
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There's  just 
too  much  stress  in 


TOBACCO  GROWER 
RICHARD  X.  APPLE 


Mi 


income  today,  down  from  60*7  in  19-50. 
Tobacco  production  has  dropped  SO^c 
since  1993,  and  acreage  has  shiimk  40'"f 
in  the  same  time.  Richai-d  N.  Apple,  a 
fifth-generation  tobacco  farmer  from 
Brown  Simimit.  N.  C,  expects  to  be  the 

STATES  TO  TOBACCO: 
HERE'S  THE  BILL 


STATE 


ANNUAL  STATE  SPENDING  ON 
SMOKING-REUTED  HEALTH  CARE 

MILLIONS 


FLORIDA 

$250 

\L\SSACHUSETrS 

240 

MINNESOTA 

350 

MISSISSIPPI 

200 

WEST  VIRGINIA 

500 

DATA,  STATE  LAVJSUITS.  BUSINESS  VVEEK 


last  in  his  famil; 
raise  tobacco.  He 
a  nm-seiy  busines 
supplement  his  tc 
CO  income,  but 
doesn't  want  his 
di-en  following  himi 
the  crop.  "There's 
too  much  stress 
todav,"  savs  Appl 
Still,  Big  TobI 
keeps  fighting  h; 
all  fi-onts.  In  No^ 
ber,  cigai-ette  mani 
:ui-ers  filed  a  pre( 
tive  lawsuit  in  T 
challenging  Attoi 
General  Dan  Mor 
right  to  sue  the  in  it! 
try  to  recover 
state's  share  of  he. 
care  costs,  estim 
at  S2  billion  by 
CDC  study.  Other 
chaUenging  states' 
thority  to  pui'sue 
claims  have  been 
in  Massachusetts 
Maiyland.  The  har 
approach  is  ma 
headway:  Colorado  Attorney  Ger 
Gale  Norton  decided  not  to  purs' 
suit,  citing  the  pi'ohibitive  costs. 
CONSTITUTIONAL  ISSUE?  Elsewhere 
bacco  states  are  coming  to  the  in 
trj'^'s  defense.  South  Cai-oUna  Atto 
General  Chai-les  Condon,  for  instanc 
muUing  over  a  lawsuit  claiming  the  ] 
&  Ding  Administration's  proposed  r 
lation  of  tobacco  as  a  di-ug  \iolates  s 
sovereignty  and  the  commerce  clau: 
the  Constitution.  Tobacco  farming 
manufactiuing  in  South  Cai-olina  ar 
gether  a  .S200  miUion-a-yeai-  industi 
With  so  many  states,  not  just  ind 
ual  smokei-s.  now  enteiing  the  fi-ay 
personal  responsibility  issue  may  ; 
in  a  new  way.  Plaintiffs  hope  to 
suade  jui-ors  that  the  argument  th 
dustiy  has  always  made — smokei-s  1 
about  cigarettes'  health  risks- 
should  apply  to  tobacco  companies, 
goal  is  to  take  the  principle  of  res 
sibility  that  the  industiy  has  been  ba 
ing  about  and  apply  it  to  the  indr 
itself,"  says  Laurence  H.  Tiibe,  a 
vai-d  Law  School  professor  who  is  w 
ing  pro  bono  on  behalf  of  Mississ 
Florida,  and  Massachusetts.  "The  t 
they've  paid  are  not  enough  compe 
tion  for  the  hai-m  done."  That  will 
be  up  to  judges  and  jiuies  to  decic 
By  David  Greising  in  Atlanta 
Linda  Himelstein  in  San  Franc 
u-itb  John  Carey  in  Washington 
Lon  Bongionw  in  New  York 
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larniiig  Lhe  presti^^ioiis  Business 
nology  Association  Award  as  1995 
?r/Fax  Manufacturer  of  tlie  Year  was 


Reliability  has 
its  rewards. 


=3TA 


Business 
Technology 
Association 


an  lienor.  Tlie  award  was  given  to 
ll  r  our  commitment  to  service  and 
i|  liability.  It  means  tlie  investment  in 
ircli  and  development  to  build  the 
,  reliable 
Ts  and  fax 

lines  is  paying  off.  And  that  should 
1  something  to  you. 
f  businesses  around  the  world,  it 
res  that  Toshiba  copiers  and  fax 
lines  have  no  rival  when  it  comes  to 
Tmance,  production  and  reliability  on 
ly  basis. 


mrd  Winning  RelinbilHy 

e  Toshiba  6550  copier  and 
TF  651  fax  machine 


n'truilioii  S>slcms.  Iiic  ,  Klccli-oiiii  1 


And  when  it  comes  to  comparing  price 
with  performance,  our  5540/6550  copiers 
are  winning  praises  of  their 
own.  Buyers  Laboratoiy  Inc. 
named  them  the  most  out- 
standing high-volume  copier 
values  of  1995. 

To  see  how  rewarding  Toshiba  reliability 
is,  call  (800)  GO-TOSHIBA.  And  put  a 
proven  winner  to  work  in  your  business. 


Buyers 
Laboratory,  Inc. 


In  Touch  with  Tomorrow 

TOSHIBA 

COPIERS  ♦  FAX 
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MACHINES  YOU 
CAN  TAKE  TO  HEART 


"e're  the  quirky  civi- 
lization that  rides 
elevators  to  the  sec- 
ond floor  and  buys  electronic 
staii'  steppers  to  condition  our 
thighs.  We 
drive  to  con- 
V  e  n  i  e  n  c  e 
stores  and 
hurry  back  to  our  treadmills. 
Yes,  we  rely  on  machines  to 
save  us  from  working,  then 
buy  other  machines  to  save 
our  bodies  from  terminal  flab. 
It's  a  roundabout  way  of  stay- 
ing in  shape,  and  it's  certain- 
ly not  cheap.  But  if  you  want 
to  get  a  good  workout  in 
front  of  the  tube,  an  exercise 
machine  may  be  the  ticket. 

There  are  plenty  of  mar- 
vels out  there  to  work  your 
pecs,  quads,  abs,  and  glutes. 
All  you  need  are  several  hun- 
dred to  several  thousand  dol- 
lars. The  ultimate  focus  is  the 
most  important  muscle  of  all, 
the  heart.  Today's  machines 


SPORTS 
EQUIPIVIENT 


self,  in  theory,  to  thousands 
of  hours  on  this  machine, 
perhaps  tens  of  millions  of 
steps,  oar-strokes,  or  revolu- 
tions. It  had  better  be  a 
motion  your 
body  likes. 

Most  fit- 
ness ma- 
chines replicate  conunon 
real-world  forms  of  ex- 
ercise, fi'om  rowing  to  rid 


rist 


TREADMILLS 

$1,50044,500 

Tieadniills  are  the 
most  popular  of 
exercise  machines, 
with  42%  of  the 
fitness  market 


IS  a  seat 


HEART  MONITORS 

$1004200 

The  Polar  P'itwaich 
beeps  when  you  go 
above  or  below  your 
tai'get  hear  t  rate 


come  with  all  sorts  of  snazzy 
panel  displays  that  make 
heart-watching  easier  than 
ever.  But  one  warning  before 
you  start:  An  estimated  50% 
of  the  machines  people  buy 
sit  idle  in  garages  and  spare 
bech'ooms,  abandoned  after  an 
initial  biu'st  of  energy.  So  be- 
fore you  spiing  for  one,  get  a 
doctor's  0.  K.  and  make  sure 
you're  ready  to  revamp  your 
life  to  make  room  for  this 
new  routine. 

Next,  see  which  equipment 
works  best  for  you.  After  all, 
when  you  put  down  the  mon- 
ey, you're  committing  your- 


ing  a  bike  to  walk- 
ing. But  for  those 
who  yearn  for 
something  entirely 
new,  there's  the 
rider.  Pioneered  by 
HealthRider — and 
now  imitated  by 
many  others,  in- 
cluding Nordic- 
Ti-ack — the  rider 
with  handlebar's  on  which  you 
pull  yourself  up 
and  down,  almost 
like  a  cowboy  on 
the  veiy  tamest  of 
mechanical  bulls. 

Rider  sales  have 
rocketed,  growing 
from  zero  to  27% 
of  unit  sales  in 
the  $3  billion  fitness  mar- 
ket in  the  past  four 
years.  The  reason:  A 
rider  is  paiticularly  well- 
suited     to  exercise 
novices.   The  up-and- 
down    motion  gently 
works  the  chest,  stom- 
ach, shoulders,  and  legs 

ROWERS 

$4004725 

Consumer  woriy  ^ 
about  back  injuries 

has  reduced 
rowers'  share  of  the 
market 


while  you're 
sitting.  They're 
also  relatively 
cheap.  While  the 
HealthRider  sells 
for  $499,  including 
extra  weights,  the 
company  sells  ver- 
sions for  as  little 
as     $199.  The 
Nordicrider,  featuring  a  han- 
dlebar that  pushes  and  pulls, 
costs  $299. 

Riders  are  af- 
fordable, in 
part,  because 
they  don't 
have  motors. 
Exercisers  on 
a  budget  would 


stick  to  motorless  appan 
es,  including  rowers  anq 
machines,  that  cost  well 
der  $1,000.  If  you  have 
heart  set  on  a  motorj 
treadmill  or  stair-ch: 
be  ready  to  fork 
at  least  $1,500.  Ot, 
wise,  you're  likely  to 
up  with  a  rickety 
chine  and  an  undei 
motor  that  won't 
up  to  millions  of 
steps,  especiall; 
you're  heavy. 
Treadmills  are 
most  popular 
exercise  mac 
with  42%  ofl 
market.  The; 
well  for  a  sr 
reason:  Mos' 
mans  know 
to  walk. 
Cadillacs  o 
category  are 
duced  by  Tr(| 
and  start 
$3,500.  Ti-otters 
powerful  motors,  sm^ 
cushioned  belts  that  are 
on  the  joints,  state-of-th| 
monitors,  and  ironclad 
antees.  If  you're  lookin 
similar  features  at  a  L 
price,  consider  the  Ti-ue 
It  boasts  a  2-horsepowe 
tor  and  a  large  walking 
face  and  hsts  for  $2,795, 
Of  course,  treadmilhnj 
like  jogging.  exercis< 
only  the  bottom  half  o: 
body,  unless  you  ( 
weights  and  swing 
arms.  But  because  the 
of  aerobic  exercise  is  t 
the  heart  into  a  t 
range — a  ballpark  figu: 
220  beats  per  minute  mil 
person's  age — working 
big  muscles 


tt  Ik 
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Indoor  Rower 


le  waist  on  a  treadmill 
ihe  trick. 

tionaiy  bikes,  which  fo- 
in  the  same  muscles, 
several  advantages  over 
nills.  They  occupy  less 
,  and  since  the  person 
ting,  they  place  less 

on  the  ankles,  knees, 
ips.  They  also  average 

half  the  price.  The  lat- 
age  is  the  recumbent 
where  you  sit  in  what 
like  an  office  chair  and 


I  al  with  your 
'    iLit  front.  In 
exercise 
I  c  1  u  b  s  , 
you'll  no- 
hat  the  re- 
snts  are  usu- 
e  ones  you  have  to  sign 
in  advance.  That's  be- 
they're  easier  on  the 
ind  the  knees, 
mondback's  Preference 


RIDERS 

$2004500 


Riders  are  so  quiet 
they  actually  bill 
themselves  as  the 
perfect  machine  for 
T\' watching 


STATIONARY  BIKES 

$700-$l,500 

Recumbent  bikes, 
like  the  Trek  R2200. 
are  the  latest  rage 
because  they  are  easy 
on  the  back  and  knees 

HRT-IOOOR  recumbent 
goes  for  $1,300  and  of- 
fers smooth  riding  and 
sUck  controls.  Like  many 
machines,  it  comes  with  a 
set  of  preprogi'ammed  rou- 
tines. Its  heart  progi-am  ad- 
justs the  resistance  to 
keep  your  heail  beat- 
ing  at    its  target 
speed.  The  bike 
comes  with  a 
monitor  that 
clips  onto  yoiu"  eai'lobe.  Or 
.$100  more  will  get  you  a 
wii'eless  connection  direct- 
ly from  your  chest.  For 
$300  less,  you  can  buy  a 
Ti-ek  R2200'with  many  of 
the  same  featui'es,  minus  the 
heart  monitor.  Both  bikes 
simulate  hills  with  magnetic 
resistance,   which  keeps 
noise,  as  well  as  wear 
and  tear,  to  a 
minimum. 
The  third  op- 
tion for  the  lower 
body  is  a  stair- 
climber.  "They're 
excellent  for  tak- 
ing stress  off  the 
knees  and  hips," 
says  Fredrick 
Hagerman,  an  ex- 
ercise physiologist 
at  Ohio  University.  Like  a 
number  of  top-of-the-hne  ma- 
chines. Bodyguard's  Quantum 
LS  series,  starting  at  $1,899, 
keeps  you  within  your  target 
heail  I'ange.  You  wear  a  mon- 
itor around  your  chest,  and 
the  rate  is  fed  to  the  ma- 
chine, w^hich  adjusts  its 
I'esistance  to  keep  you 
nn   target.  Bodyguard's 
climbers  also  featm-e  a  se- 
ries of  progi'ams 
that  allow  you  to 
simulate  climbing 
a  host  of  famous 
towers — fi-om  the 
Empire  State 
Building    to  the 
Statue  of  Liberty. 
For  exercisers 


who  want  a 
full-body  workout, 
rowers  and  skiers  offer  the 
most  promise.  NorchcTrack's 
stm'dy  cross-countiy  ski  ma- 
chines start  at  $299.  Its 
Achiever,  at  $699,  features 
more  stylish  oak,  along  with  a 
few  options,  such  as  a  hill 
simulation,  heart  monitor,  and 
a  wider,  more  stable  fi'ame. 
The  cardiovascular  workout 
of  a  ski  macliine  is  excellent. 
But  the  motion  is  uiifamiliar 
to  many  people.  Therefore, 
the  company  offers  a  30-day 
tryout. 

Despite  offering  the 
quickest  and  most  thor- 
ough cardiovascu- 
lar workouts, 
rowers  have 
fallen  into 
disfavor  as 
consumers 
w'ony  about 
their  backs. 
Rowers  now'  ac- 
count for  less  than  5%  of  the 
market.    Still,  they're 
among  the  best  aerobic 
machines  that  also  build 
full-body  strength.  With 
proper    posture  and 
technique,  bend- 


STEPPERS 

$l,400-$2,300 


The  Quantum  LS 
climber  and  other 
upscale  models  keep 
you  within  your 
target  heart  range 


ing  the  legs  with  the  sliding 
seat,  the  back  shouldn't  suf- 
fer. The  standard  for  row- 
ers is  the  $725  Concept  II 
Rowing  Ergometer. 

The  gi-owi;h  in  the  exer- 
*  cise  market  is  due,  in  large 
part,  to  doctors'  orders.  But 
be  careful  not  to  overdo  it, 
or  you  risk  hurting  the 
very  heart  you're  trying 
to  help.  Three  good 
workouts  a  w'eek,  get- 
ting the  heart  to  70% 
of  its  target  rate 
for  20  minutes,  is 
the  recommend- 
ed minimum. 
Those  who  hold 
to  the  no-pain, 
no-gain  adage, 
^  say  the  ex- 
7  perts,  are 
short  on  brain. 
"The  trouble 
comes  when  people  feel  pain 
and  they  keep  going,"  says 
Diane  Markovitz,  a  physical 
therapist  at  Pittsburgh's 
West  Penn/Harmarville  Re- 
hab Center.  Her  advice: 
Warm  up  for  about  five  min- 
utes on  the  machine.  Then 
take  time  out  to  stretch  be- 
fore getting  back  on.  If  you 
feel  shaip  pain, 
slow  down  or 
top. 
Perhaps  the 
most  useful  ex- 
ercise aid  you  can 
buy  is  a  heart 
monitor.  Polar 
sells  one  for  $100 
that  looks  like  a 
wristwatch.  These 
monitors  beep  when 
you  go  above  or 
below  your  tar- 
get heart  rate. 
You  might  want 
to  use  a  moni- 
tor while  out 
shoveling  snow, 
walking  to 
work,  or  climb- 
ing steps.  Those 
activities,  com- 
bined with  reg- 
ular turns  on 
a  rider,  row- 
^  er,  stepper, 
or  tread- 
mill, should  keep 
your  heart  and  doctor 
happy.  Stepheyi  Baker 


Personal  Business 


JUST  RIGHT:  Henry -Griff itts 
fitter  at  Chelsea  Piers 


TAILORED  CLUBS 
COULD  TRIM  YOUR  SCORE 


If  you're  thinking  of 

spending  as  much  as 

$500  for  one  heavily 

advertised  name- 
brand  golf  club,  consider  a 
cheaper,  more  personalized 
alternative:  a  custom-made 
club  measured 
and  fitted  to 
your  exact  spec- 
ifications. Extravagant?  Not 
really.  A  customized  club 
costs  more  than  a  basic  mod- 
el, but  it  can  be  far  less  ex- 
pensive than  best-selling 
brands  such  as  Callavi^ay's 
Great  Big  Bertha  or  the 
Taylor  Made  Burner  Bubble. 

Just  how  much  of  a  differ- 
ence can  they  make  in  your 
game?  It  depends  on  the 
quality  of  the  fit  and  experi- 
ence of  the  maker.  Some  fit- 
ters merely  adjust  the  length 
of  the  shaft  according  to  yoiu* 
height,  while  others  take  into 
account  everything  from 
swing  speed  to  more  esoteric 
indicators  such  as  torque — 
how  much  the  shaft  twists 
during  the  swing.  A  properly 
fitted  club  makes  it  easier  to 
hit  the  sweet  spot  without 


EQUIPMENT 


having  to  make  compensa- 
tions in  your  swing  to  find 
it.  The  real  benefit  is  gi-eater 
consistency  and  distance. 

There  are  several  ways  to 
buy  custom  clubs.  Of  coui'se, 
any  pro  shop  can  sell  you  off- 
the-rack  clubs  and  make  mi- 
nor adjustments  in  the  gi'ip 
or  shaft  length, 
but  this  isn't 
customization. 
Still,  "most  people  come  into 
the  shop  predisposed  to  a 
brand  rather  than  taking  the 
time  to  go  through  a  fitting," 
says  Dave  Alvarez,  head  pro 
at  the  new  Chelsea  Piers  dri- 
ving range  in  Manhattan. 
RADAR  GUN.  Most  of  the  ma- 
jor manufactiu'ers 
offer  theii'  own  fit- 
ting system  that 
pi'os  also  may  use. 
In  the  past  two 
years,  Slazenger 
Golf  has  aban- 
doned its  off-the- 
rack  line  to  get 
into  the  custom- 
fitting  business 
full-time.  Rick 
Gomes,  a  teaching 
professional  at 
lonathan's  Land- 


ing Golf  Club  in  Jupiter,  Fla., 
says  his  club  chose  the 
Slazenger  system  because  it 
offers  numerous  variations  of 
head  and  shaft  weights  and 
lie  angle,  which  is  the  angle 
formed  by  the  head  of  the 
golf  club  and  the  shaft. 

The  next  level  of  cus- 
tomization is  to  get  measiu'ed 
by  a  pro  who  will  then  or- 
der the  components  and  as- 
semble the  clubs.  Many  pros 
do  the  measuring  for  free. 
Those  who  do  charge  typi- 
cally bill  the  hourly  lesson 
rate  and  then  credit  it  to- 
ward a  purchase.  And  if  you 
can  bring  your  own  set  of 
clubs,  the  fitter  should  be 
able  to  tell  you  how  they  fit. 
If  you're  looking  for  a  quali- 
fied Professional  Golfers' 
Assn.  pro  who  does  it  all, 
you  can  call  GolfSmith,  a 
mail-order  component  com- 
pany (800  933-4599),  for  a  lo- 
cal referral. 

Bill  Ryan,  an  award-win- 
ning club  fitter  and  makei',  is 
one  such  pro.  With  a  radar 
gun  clocking  my  swdng  speed 
and  a  device  assessing  where 
in  my  swing  I  exert  the  most 
force,  Ryan  prescribed  a 
slightly  stiffer  gi-aphite  shaft 
than  the  one  I  curi-ently  use. 
While  two  people  might  clock 
in  on  the  radar  gun  at  90 
mph  at  impact,  they  may 
well  need  shafts  of  differing 
flexibility.  "The  idea  is  not 
how  fast  you  swing  but  how 
you  swing  fast,"  explains 
Kenneth  Donovan,  owner  of 
the  Gai'den  State  Golf  Center 
in  Somerville,  N.J.,  where 
Ryan  is  head  pro. 


If  ran 


Comparing  Club  Costs 

MAKER 

STEEL 
IRON 

STEEL 
WOOD 

GRAPHITE 
IRON 

GRAPHITE 
WOOD 

FM  SPORTS 

Components  maker 

$24 

$70 

$35 

$106 

BILL  RYAN 

Independent  club  fitter 

40 

75 

60 

159 

KING  COBRA 

National  brand 

62* 

124* 

99* 

199* 

SLAZENGER  CROWN  LTD. 

Specialty  custom  line 

90 

140 

190 

250 

HENRY-GRIFFITTS 

Custom-club  company 

90 

130 

130 

250 

The  advantage  in  wor] 
with  a  professional  is 
vice,  and  Henry-Griffitts 
ters — all  pga  members — c 
bine  technology  with  t 
own  unique  teaching 
proach.  The  company  (iOlI 
445-GOLF),  which  ms 
nothing  but  custom  el 
takes  the  view  that  eq 
ment  affects  motion,  "i 
people  fear  that  if  they 
natiu'e  take  its  course,  th  r  f 
end  up  with  a  sloppy  sw  ■ 
The  reality  is,  nature  - 
provide  you  with  a  beau  ■ 
balanced  swing  if  the 
fits,"  says  Tom  Shea,  ( 
fitts  regional  director.     )  ii 
MIX  AND  MATCH.  Shea  . 
me  part  of  the  reason  I  'ic 
hitting  poorly  was  that  I  (i  a 
compensating  for  an  ill  i  \ 
ting  club.  Doubtful,  I  c 
fully  hit  5-wood  after  5-v  e* 
from  his  hot-dog  cart  of 
tom  clubs.  Suddenly,  it  'iLi 
pened.  Using  a  lighter,  r  (r; 
flexible  5-wood  with  a  si  v: 
er  giip,  I  stopped  pulling 
shots  to  the  left  and 
more  distance  than  I 
got  from  my  driver. 

The  least  expensive  r 
to  customization  is  to 
measured  by  a  pro 
take  the  specifications 
rectly  to  a  club  compo:  t  bi- 
maker  This  is  comparab! 
buying  a  computer 
a  mail-order  company  ra 
than  a  retail  store.  Mu 
Flam,  president  of  FM  Sj 
in  Brooklyn,  N.  Y.  (718 
3635),  a  clubmaker 
1946,  has  a  wide  variet 
shafts,  heads,  and  grip 
his  back  room.  He  will  1  fe  f,^ 
the  club  to  your  specs 
fering  a  choice  of  parts 
can  mix  and  match. 

So  before 
put  down  a 
hundred  do 
for  a  King  C 
driver  in 
hopes  that  j 


S 


Greg  Nori 
keep  in 
that  you  m 
be  better  of 
vesting  in 
that  will 


your  swmg-  fj], 
his.  Kerry  Ci 


*  Discount-store  price. 
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P-FLIGHT  TRAIL  BIKES, 
WN-TO-EARTH  PRICES 


intain  biking  is 
;kly  becoming  a 
't  that  requires  a 
sary.  "Screamers" 

3ople  who  love  cruising 
steep  slopes.  "Hard 
are  bikes  without  a 
absorber  built  into  the 
'..  "Table  top"  is  the  art 
ling  the  frame  horizon- 

0  the  ground  while 
ling  air"  off  a  jump, 
yrone  who  dishes  out  lin- 
ch  as  that  had  better 
the  wheels  to  back  it 
)  check  out  some  of  the 
models,  I  spent  an  af- 
Dn  riding  these  multi- 
i,  shock-absorbing  two- 
ers  on  the  Olympic 
tain-biking  course  out- 
Ulanta.  Together  with 
edicated  mountain  bik- 
[  tested  a  variety  of 
—a  "full  suspension"  Di- 
Jback  V-Link  with  a 
absorber  in  the  frame, 
er  Diamondback  made 
tit  carbon-fiber  materi- 
le  by  the  well-known 

maker  Klein  Bicycles, 

1  couple  of  hard  tails 
IT  and  Ti-ek. 

R  "B's".  The  technology 
luntain  biking  has  ad- 
d  and  the  prices  have 
ited  enough  that  for 
$1,000,  it's  easy  to  find 
e  with  all  the  modern 
;ities:  front-wheel  shock 
bers,  an  easy-shifting 
ir  setup,  a  lightweight 
and  dependable 
s — maybe  even  a  full- 
ision  frame.  Sure,  that's 
money  and  more  gear 
»ve  used  to  spend  on  a 

that  could  handle  the 
borhood  newspaper 

But  hitting  the  back- 
;  isn't  kid's  play,  and  I 
!d  to  avoid  the  killer 
of  mountain  biking:  a 
red  behind,  burning 
;,  and  broken  bones, 
eeded  everything  the 
could  give  and  more  to 


work  my  way  through  the 
Olympic  course.  This  is  the 
first  year  mountain  biking  is 
an  Olympic  sport,  and  the  de- 
signers have  built  a  course 
up  to  the  chal- 
lenge. The  six- 
mile  trail  has  a 
profile  that  looks  like  an  elec- 
trocardiogram, weaving 
around  and  across  the  eques- 
trian cross-countrv  course  at 
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tested  was  the  Diamondback 
WCF  6.0.  This  racy  bike  has  a 
frame  made  of  carbon  fiber, 
which  is  extremely  light- 
weight and  sturdy — yet  com- 
pliant enough  to  absorb 
bumps  on  the  course's  gi-anite 
section.  "The  bike  doesn't 
beat  you  up,"  says  Chris  Ho- 
vatter,  a  racer  from  the  Cy- 
cleworks  bike  shop  located 
outside  of  Atlanta.  "Carbon 
fiber  is  definitely 
the  material  of 
the  future."  Al- 
though pricey — $1,600 — the 
24-pound  WCF  offers  high-end 
componentry:  a  Manitou 
Mach  5  front  shock  absorber, 


A  Sampling  of 
Mountain  Climbers 


MODEiyPRICE 


DESCRIPTION 


DIAMONDBACK 
V-LINK  3.0  $1,400 


Full  suspension  frame  (built-in  shock 
absorber);  smooth  ride,  but  heavy 


DIAMONDBACK  RACING 

WCF  6.0  $1,600 


Light,  strong  carbon-fiber  frame; 
responsive,  speedy 


GT  RICOCHET  $790 


Compact  design,  good  components, 
responsive  turns,  precise  shifting 


KLEIN  PULSE  $1,100 


Unique  high-end  frame;  best  on 
steep  climbs 


TREK  8000  $1,100 


Bonded  aluminum  frame;  good  climber 

DATA:  BUSINESS  WEEK 


the  Georgia  International 
Horse  Park  in  Conyers,  Ga. 
There  are  steep  uphill  climbs 
and  sharp  downhills  punctu- 
ated by  surprise  jumps;  gru- 
eling long,  steady  inclines; 
and  descents  through  tightly 
spaced  trees.  The  circuit's  sig- 
nature feature:  bone-jarring 
open  runs  across  choppy 
granite  outcroppings. 

The  best  of  the  bikes  we 


Grip  Shift's  X-Ray  gear 
shifters,  and  Ritchey  chpless 
pedals.  The  same  frame  with 
lesser  components  can  be  had 
for  $1,000.  Its  light  weight 
makes  it  a  good  chmber  and 
quick  accelerator. 
LABELS  FOR  LESS.  The  Klein 
Pulse  offers  one  extremely 
attractive  element:  the  Klein 
frame,  which  features  unique 
fat  tubes  of  very  thin  alu- 


EASY  RIDER: 

Greising 
with  the  GT 
Ricochet 


minum  and  a  sharply  angled 
cross  tube.  Kleins  typically 
cost  $2,000-plus  for  the  frame 
alone.  But  this  bike  is  afford- 
able—  $1,100 — because  Klein 
has  turned  to  quality  Shi- 
mano  parts  for  components 
such  as  the  head  set  and  bot- 
tom bracket,  which  are  cus- 
tom-made on  higher-end  mod- 
els. "It  may  not  have  all  the 
things  that  make  a  Klein  a 
Klein,  but  the  main  thing  is 
they're  bringing  the  name 
down  to  a  price  where  some- 
one buying  their  first  good 
mountain  bike  can  afford  it," 
says  Elliott  Hardin  of  Free- 
Flite  bike  shop  in  Marietta, 
Ga.  The  Klein 
was  the  best 
climber  I  rode, 
because  its  stiff 
frame  transfers 
power  directly 
to  the  drive  train. 

The  one  full-suspension 
model  I  tried,  Diamondback's 
.'^l,400  V-Link  3.0,  offered  an 
exceptionally  smooth  ride, 
thanks  to  the  shock  absorber 
under  the  seat.  The  V-Link 
is  desigTied  to  eliminate  the 
bobbing  action  that  plagued 
earlier  full-suspension  bikes, 
but  at  27  pounds,  this  ver- 
sion of  the  technology  is 
heavy,  making  the  bike  a  lug 
climbing  hills.  The  Ti-ek  8000 
offers  a  sleek-looking  bonded 
aluminum  frame  that's  light 
but  a  little  too  stiff  on  the 
bumps.  The  Ti'ek  comes  with 
standard  handlebar  ends  that 
give  an  extra  hand  position 
for  cruising  and  affords  bet- 
ter leverage  for  climbing. 

The  GT  Ricochet,  the  least 
expensive  bike  I  tested  at 
$790,  offers  the  higher-end 
Shimano  Allevia  derailleurs, 
a  small  frame  that  handles 
well,  and,  at  26  pounds,  a 
lightweight  feel.  The  frame's 
compact  geometry  makes  it 
especially  good  for  cornering 
through  tight  twisting  trails 
and  also  improves  climbing 
efficiency.  It's  a  good  choice 
for  someone  who  can't  see 
making  the  $1,000  hurdle. 
But  if  you  ever  get  on  the 
Olympic  bike  course,  that 
could  well  prove  to  be  the 
easiest  hurdle  you'll  have  to 
handle.         David  Greising 
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Business  Opportunities 


CONSULTANTS/TRAINERS 

International  firm  expanding  in 
US  needs  independent 
consultants  and  trainers  to 
represent  our  company.  We 
offer  some  of  the  finest  human 

resource  development 
programs  available  today.  Very 

high  income  potential. 
Extensive  training  and  support. 
Management,  marketing,  or 
consulting  experience  helpful. 
Send  resume  or  brief  personal 
history  to: 
Resource  Associates 
Corporation 
D.L.  Engle,  VP  Development 
Department  "WB26" 
100  Kachel  Blvd.,  #150E 

Reading,  PA  19607 
(800)  799-6227,  Ext.  12 
FAX:  (610)  856-5918 


$  FREE  INVENTION  PACKAGE  $ 


Manufacturers  will  turn  your  idea 
into  cash  at  no  cost  to  you.  Call  for 
your  free  information  package  and 
our  guarantee. 

Free  Call  24  hr 
1-800/944-3327 


US  CORPORATIONS  AND  LIMITED 

LIABILITY  COMPANIES  (LLCs) 
SET  UP  INSTANTLY  IN  DELAWARE 
(USA)  BY  PHONE  OR  FAX 


-Phone,  FAX  anytime  or  write  for  your  FREE  ■ 
MDclaware  Incorporation  Handbook  (6lh  Edition).  I 
■  Agents  wanted  to  market  Delaware  incorporating! 
'/LLC  services.  Annua!  recurring  commisions.  ' 


TEL:  1.800.423.2993 
j    FAX:  302.996.581 8  anytime  j 

IDelaware  Business  Incorporators,  Inc.l 
^0.  Box  5722,  Dept.  BW. Wilmington,  DE  19808J 
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CONSULTANTS  WANTED! 


For  the  explosive  growth  in  ISO  9000 
We  train  you  to  run  your  own  practice. 

Management  experience  required 
Executive  income,  Professional  career 

STRIDER  lNTERNAnON/\L 

1-800-891-6629 


BILLION  $$$  JAPANESE 

Company  Offers  You: 

•  Unlimited  Residual  Income 

•  Car  &  Home  Payments 

•  Complete  Training  &  Support 

•  $2,500  One-time  Investment 

Call  1-800/207-2981  for 
Free  Information  Pack 


GOLD  BUSINESS! 


100%  profits!  Complete  video  and 
bool<  on  buying,  selling,  and 
acid  testing  scrap  gold! 

Only  $34.95  (V/MC/Dlsc/Amex) 
30  day  money  back  guarantee! 

1-800-411-4388  (24  Hrs) 


INCORPORATE 

IN  ANY  STATE  BY  PHONE  OR  FAX 

Sptcullzing  in  Delaware  Corporations  &  LLC's. 


plus 

state  fees 


;  800-518-7407 

F»  502-652-6760 
linp://www.corpco.com 


Business  Opportunities 


INCLUDED 

Pentium  Cmn/>utfr 


Thirty  Businesses  You 
Can  Run  From  Your  Home 

With  A  Computer! 
FREE  Cassette  Tapes:  These  two  free 

cassettes  will  explain  how  you  can  start 
.several  or  all  ot  these  thirty  proven  busi- 
nesses part-time  and  still  retain  the  security  of  your  present  position. 
If  you  purchase  our  software  and  business  program,  you  will  receive 
the  computer  and  printer  at  no  extra  cost.  It  you  already  own  a  com- 
puter, you  may  receive  a  discount.  Earn  potentially  up  to  $4,000  or 
more  each  month.  Free  home  office  training.  Financing  available. 
To  receive  free  explanation  cassettes  and  color  literature,  call  toll-free: 

1-800-343-8014,  ext.  2290 

Computer  Busine.s.s  Services,  Inc.,  CBSl  Plaza,  Suite  2290,  Sheridan,  IN  46069 


Business  Services 


International  Guide  ,to 

Management  & 

Consulting  Tools  1 


•  49  systems  lor  company  assessment 
&  diagnosis 

•  200+  software  packages  lor  strategic 
planning,  reenglneenng,  benchmarking, 
new  product  development,  technology 
mgmt,  quality,  marketing,  sales,  etc 

$49  Visa  accepted 
1  -800/738-6464  FX  61 3/596-1 1 27 


Business  & 
Computer  Checks 

Save  30-50% 

$1  Q  95 

starling  at    J.  ^         +  i&H 

Buy  direct  from  the  manufacturer 
Call  for  a  free  brochure 
and  fax  ordering  instructions. 

1-800-239-4087 


Business  Services 


Other  sizes  and  quantities 
available  Call  us  today  at 
910/274-0882  for  FREE 
samples  and  inforrrBtion 


EACH 


PosterPrints 


20.000  ACADEMIC  TOPICS  AVAILABLE!  ■ 


20,000  ACADEMIC  TOPICS  AVAILABLE! 

Send  $2  (or  ihe  280  page  catalog 
Custom-written  reports  also  svailaDle 
RESEARCH  ASSISTANCE 
11322  Idaho Ave,#206Bf 
Los  Angeles,  CA  90025 
TOLL  FREE  HOTLINE:  800-351-0222 

or  310-477  8226 


Menswear/Fashion 


MEN*S  WIDE  SHOES 


EEE-EEEEEE,  SIZES  5-13 
High  quality  •  750  styles  •  Free  catalog 


HITCHCOCK  SHOES,  INC. 

Dept  55B  Hingham,  MA  02043 
1-800-992-WIDE 


Franchising 


Fraiichis< 

your  business 

Call  for  information  about 
"Francfiise  Your  Business"  seminal 
scheduled  througtiout  the  country 

Francorp* 

specialists  in  Franchise  Development 

1-800-877-1103 


fllUII 


CUSTOIVi  STORAGE  SYST 


Clo.sel '  Garage  •  Home  Oflite  •  Entenainmen 


No  1  ralcd  in  USA  Large  exclmive  lerrilniies 
Complele  training  &  on-going  support 

Call  David  Louy,  VP  ^^^^JS' 
(.110)516-700(1     FA,X{.ll())SJR.:67f.   »  \^ 


Education/lnstructiol 


ted 


(«lMail- 

KfSlOl 


MBA  BY  Distance  Leari 


Maior  BriKsh  university  otters  accredited  ME 
Bachelor's  or  GMAT  needed  Chosen  by  Ecoi 
Intelligence  Unil  as  one  ol  world's  best  MBA  pro( 


HERIOT-WAn  UNIVERSITY  I  (800)  MBA- 
North  American  Distributor  1  '"»  Ask  for  e 
6921  Stockton  St,  Suite  2,  El  Cerrito,  CA  94 
For  immediate  FaxBack  literature:  from 
tax  machine's  phone,  call  (510)  486-89 


Approved  Self  Paced  Home  S 
Associate  Bachelors  Masters  Do 

Empriasis  in  Business  Admin,  Public/  (iiifji 
Health  Care  Admin,  Human  Resoi 
Finance,  Int'l  Business,  Tech  Mgmt 
Paralegal.  Psychology.  Computer  Sc 
1-800/477-2254  (24  hrs) 
Southern  California  Univer 
for  Professional  Studies 
1840  E.  17  St-BW,  Santa  Ana,  CA 


iiloBusii 


System! 


niim 


'jsville, 

J1H32 


INVEST  IN  YOU 


Yilur  VALVE  l^  What  You  Know 
Approved  BS's  and  Masters  in  Businei 
Engineering  Tiirough  Distance  Lj^arr 

Call  Now  For  FREE  Tape 
1-800/782-2422 


16909  Panhenia  St.,  North  Hills,  CA 


EXTERNAL  DEGRE 

BA/BS  MS/MBA  PhD/JC 
I  Credit  for  work. /life  exp  •  Accre 
(800)  444-8569  (24  hrs.; 

LaSalle  Universit 

!Pt.  569  Mandeville,  LA  70470 
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Internet  Services 


ITANDARD  &  POOR'S 


INSURANCE 
TINGS  &  REPORTS 

FREE 

!  Insurance  News  Network 
p://www.insure.com) 


tors,  customers,  and  even  your 
more  than  you  about  ttie  World 
...  You  need  our  25-minute  video! 

1  Wide  Web:  ^ 

own  to  Business     *39.  p/us 

2tOS/H 
sou  Rivet  Sludios 


205-2489 


'S  Mail  /  Internet 
Connect  Software 

meet  Mail  allows  MS  Mall 
V  users  to  send  or  receive 
I,  right  from  your  desk, 
le  Systems  818/752-1357 
il:  sales@thinque.com 
^ittp://www.thinque.com 


italogs/Marketing 


lUR  Products  &  Videos 

"O  MILLIONS  OF  MAIL 
ORDER  catalogs! 
:ommissioned  manufacturer's 
specializing  in  selling  to  this 
ving  market.  Please  call: 
ect  to  Catalogs,  Inc. 
Coffman  Farms  Road 
idysville,  MD  21756 
301/432-4410 


Career  Services 


iTie  to  move  on,  let  us  manage  your 
1  using  the  most  powerful  research 
Jting  resources  available  For  free 
>lease  call  1-800- 361'6159{24  hrs  ) 

Management  Specialists  Inc. 

us  at  htip  //www  gbd  com/cms 


nancial  Services 


ilNESS  LOANS 
NY  REASON 
I  Credit  •  Bad  Credit 

No  Collateral 
/ate  Lender/Investor 

Principals  Only 

318/340-5626 


24  Hour  I 
Recorded  Message  I 

(800)641-61081 

Association  of  Internet  Users  | 


INTERNET 

•  Advertise  your  Company  /  Product  on 

The  Internet 

•  Home  Pages 

•  Web  Site  development  and  maintenance 

•  Small  business  package 

:  m  e  d  i  a 

408  -865-1619 
Email  :  info  ig  xm  com 
URL  http  :  //  www,  xm  com 


WEB  PAGES 

♦  Host  ♦  Development 

♦  Domain  Name  Service 
Only  $50  per  month! 

CALL  1-800-274-1214 


Financial  Consulting 


LEARN  HOW  TO  CUT 
OVERHEAD  AND  INCREASE 
CASH  FLOW! 

Let  Total,  Inc.  stiow  you  how.  We  are 
"America's  Business  Specialist." 
Call  1-800/799-8253  or  618/529-3219 
Ext  600,  Fax  on  demand  available 
Ext  700,  lnternet@HTTP//WWW. 
TOTALINC.COM 


Golf  Resorts/Vacations 


Island's  10  Mile  Beach 

Free  24-Page  Resort  (lurcic  f 
1-800-845-3911 

Please  mention  Ad  #378 
Near  Historic  Charleston,  SC 


Travel 


'CA\/P  ANYFAREONAMMORUSARUNE.  i 
I  OMV  C  YES,  YOU  GET  MILEAGE  PLUS] 
I  nnfl/  BONUS  MILEAGEI  ENROLL  FREE.  , 
/II  /n  INTERNET  ACCESSS:' 
I  kV /U  http://wi««(.travnet.cofii  I 
Over  375  Locations  CALL:  ■ 
-800-853-PLANj 


•OFF. 
I  ! 


Telecommunications  Products/Services 


Travel  Abroad  with  a  PC  &' 
fax/modem? 


Recognize  this  problem? 
TehAdapt  (  jvicle.. 

-.-.olution'j  which  enable  you 
to  connect  &  communicate 
from  anywhere  in  the 

world 

Contact  us  now  for  more 
informncion' 

USA  Tel:  408  J70  SI05 
COMPUSERVE  ID  72623.706 
UK  T(-1  +44  161  421  4444 


TELECONFERENCING  ^lowAs 


The  Best  Rates  In  The  Coun 


Reserve  Your  Next  Conference  Call  By  Calling 


1-800-787-MEET 

fittp://www.  eagle,  net 


WHOLESALE 

Long  Distance 


VERY  LOW  FLAT 
DOMESTIC  &  INT'L  RATES 

FOR  INFORMATION  CALL 

800-922-4305 


Computer  Equipment 


HEWLETT-PACKARD 

Buy-Sell-Trade 

LaserJet  ColorPro 
DeskJet  Draft  Pro 

RuggedWnter  Draft/I^aster 
Electrostatic  Plotters  DesignJet 
HP  9000  Workstations  and  Vectras  also  availatile 

Ted  Dasher  &  Associates 

4117  Second  Ave  ,  S  Birmingham,  AL  35222 

Phone:  205/591-4747  Fax:  205/591-1108 
800/638-4833  •  E-mail  sales@dasher.com 


Investment  Services 

PROTECT 
YOUR  PROFITS! 
Here's  how.  Read  the 
Agressive  Investor 

Three  months  $55 
One  year  $195 

The  Agressive  Investor 

P.O.  Box  4011 
Ceritos,  Ca.  90703-401 1 


We've  solved  your 
inter-connecting  puzzle. 

Avoid  the  twists  and  turns  by 
choosing  the  ulitmate  in 
Enhanced  Fax/Voice  Solutions 

TRY  THIS  DEMO: 

Info,  via  fax:  708/924-3030 
Doc.  No.  889828 


Fao^acts] 


(800)  689-8 
(708)  682 


Copia  InterrKitronol  Ltd. 


International  Marketing 


SYOUR 
JAPANESE 
SUBSIDIARY  A 
BOTTOMLESS 
PIT9 


Have  you  made  losses  in  Japan  lor 
the  last  few  years''  Does  your  staff 
tell  you  tfie  reason  is  Japan 
requires  long  term  investmenP 
Are  you  unconvinced  and  do  you 
want  to  see  some  profits? 

You  may  need  a  turn-around 
operation.  If  you  believe  it  can  be 
done,  so  do  we 

We  take  full  managerial 
responsibility  lor  your  Japanese 
operation  and  make  it  profitable  as 
well  as  sound  for  ttie  future.  Please 
ask  for  our  case  study  on  troubled 
companies  in  Japan  or  see  our 
WWW  site  for  more  details. 

Fax  81-3-3449-5886  Tel  81-3-5421-2949 
E-Mail  enters  @gol  com 
hiip  //www  iapan-|im  com 


Japan  Interim  Management 
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e  companies),  Federal  Reserve,  Labor  Dept.  CIBCR  seasonally  adjusts  data  on 
5S  failures  and  real  estate  loans 

BREST  RATES 

)AL  FUNDS  (2/6) 

LATEST 
WEEK 

5.16% 

WEEK 
AGO 

5.37% 

YEAR 
AGO 

5.95% 

lERClAL  PAPER  (2/7)  3-montti 

5.16 

5.31 

6.14 

IFICATES  OF  DEPOSIT  (2/7)  3  month 

5.16 

5.24 

6.16 

■  MORTGAGE  (2/2)  30-year 

7.31 

7.30 

9.15 

STABLE  MORTGAGE  (2/2)  one  year 

5.49 

5.45 

6.76 

E  (2/7) 


8.25 


8.25 


9.00 


iS:   Federal  Reserve,  HSH  Associates,  Reuters  Holdings  PLC 


LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%  CHG 

STEEL  (2/3)  ttious.  of  net  tons 

2,030 

2.040# 

-0.2 

AUTOS  (2/3)  units 

124,029 

118,163r# 

-10.2 

TRUCKS  (2/3)  units 

112,321 

120,290r# 

-6.1 

ELECTRIC  POWER  (2/3)  millions  of  l<ilowatt-firs. 

67,886 

64,901# 

10.6 

CRUDE-OIL  REFINING  (2/3)  ttious.  of  bbl/day 

13,636 

13,697# 

1.5 

COAL  (1/27)  thous.  of  net  tons 

20,002# 

19.616 

-3.0 

PAPERBOARD  (1/27)  thous.  of  tons 

NA# 

NA 

NA 

PAPER  (1/27)  thous.  of  tons 

NA# 

NA 

NA 

LUMBER  (1/27)  millions  of  ft. 

449  0# 

449.7 

-5.8 

RAIL  FREIGHT  (1/27)  billions  of  ton-miles 

24, 4# 

23,6 

-2,4 

Sources:  American  Iron  &  Steel  Institute,  Ward's  Automotive  Reports.  Edison  Electric 
Institute,  American  Petroleum  Institute.  Energy  Dept.,  American  Forest  &  Paper 

Association,  WWPA',  SFPA-',  Association  of  American  Railroads 


PRICES 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

GOLD  (2/7)  $/troy  oz. 

414.200 

405.550 

10.4 

STEEL  SCRAP  (2/5)  #1  heavy,  $/ton 

144.50 

144.50 

0.0 

COPPER  (2/3)  e/ib. 

121.1 

121.3 

-13.5 

ALUMINUM  (2/3)  ;/ib 

73.5 

73.0 

-27.5 

COTTON  (2/3)  strict  low  middling  1-1/15  in.,  (Z/lb 

83.72 

83.24 

-5.5 

OIL  (2/6)  $/bbl. 

17.69 

17.51 

-4.0 

Sources:  London  Wednesday  final  setting,,  Chicago  market,  Metals 
market,  NYMEX 

Week,  Memphis 

FOREIGN  EXCHANGE 

LATEST 
WEEK 

WEEK 
AGO 

YEAR 
AGO 

JAPANESE  YEN  (2/7) 

106.03 

106.96 

98.94 

GERMAN  MARK  (2/7) 

1.48 

1.49 

1.53 

BRITISH  POUND  (2/7) 

1.54 

1.51 

1.56 

FRENCH  FRANC  (2/7) 

5.08 

5.11 

5.29 

ITALIAN  LIRA  (2/7) 

1576.2 

1597.0 

1616.8 

CANADIAN  DOLLAR  (2/7) 

1.37 

1.38 

1.40 

MEXICAN  PESO  (2/7)' 

7.460 

7.375 

5.530 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U  S.  dollar, 
except  for  British  pound  in  dollars 


data  m  the  production  mdicators  are  seasonally  adjusted  m  computing  the  BW  index  (chart),  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
ent.   l^^Western  Wood  Products  Assn,       2=Southern  Forest  Products  Assn.         3-Free  market  value       NA=Not  available       r=revised       NM^Not  meaningful 


HE  WEEK  AHEAD 


lYMENT  COSTS 


3y,  Feb.  13,  8:30  a.m. est>-  Employ- 
:osts  for  civilian  workers  probably 
/  0.7%  in  the  fourth  quarter,  accord- 
the  median  forecast  of  economists 
;d  by  mms  International,  one  of  The 
w-Hill  Companies.  That  would  be 
I  faster  than  the  0.6%  increase  in 
rd  quarter.  For  the  year,  labor  costs 
be  up  just  2.6%. 

>LE  GOODS  ORDERS 

lay,  Feb.  15,  8:30  a.m. est>  New 
for  durable  goods  likely  increased  by 
n  both  November  and  December, 
rders  fell  1.1%  in  October.  To  catch 
ir  the  government  shutdown,  the 


Commerce  Dept.  will  combine  some  eco- 
nomic reports  for  November  and  December 
into  one  release. 

FACTORY  INVENTORIES 

Thursday,  Feb.  15,  8:30  a.m. est>  Manu- 
facturing inventories  probably  increased  by 
0.4%  in  November  and  by  only  0.1%  in 
December.  Factory  stock  levels  grew  by 
0.4%  m  October. 

CONSTRUCTION  SPENDING 

Friday,  Feb.  16,  8:30  a.m. est>  Outlays  for 
building  projects  probably  fell  0.5%  in 
November  and  were  flat  in  December,  hurt 
by  unseasonably  cold  weather.  That  follows 
a  large  2.7%  jump  in  October. 


INDUSTRIAL  PRODUCTION 

Friday,  Feb.  16,  9:15  a.m.EST>-  Output  at 
factories,  mines,  and  utilities  probably 
plunged  0.8%  in  January,  says  the  mms 
forecast.  The  blizzard  caused  massive  plant 
closings,  and  factories  have  already  report- 
ed a  drop  of  72,000  jobs.  Output  edged  up 
0.1%  in  December.  Operating  rates  likely 
dropped  to  82%,  from  82.8%. 

BUSINESS  INVENTORIES 

Friday,  Feb.  16,  10  a.m.Esr^-  Inventories 
held  at  manufacturers,  wholesalers,  and 
retailers  were  little  changed  m  November, 
on  top  of  a  0.6%  gain  in  October,  says  the 
MMS  survey.  Business  sales  probably  rose 
0.5%,  after  falling  0.4%  in  October. 
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WEU 
MAKE 

rr 

WORL 


With  over  17,500  specialists  worldwide,  o 

HP  Service  and  Support  can  make  just,  ^ 
about  any  computer  environment  work 

better  For  more  details,  Msit  our  Web  site  ^ 

at  http://www.hp.coirt/go/4service.  o 

■   t  E 

HP  \^rks  on  your  ?ide.  ^ 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Acer  America  30 
Adobe  Systems  (ADBE)  15 
Airbus  Industrie  10 
AK  Steel  (AKST)  12 
AlliedSignal  (ALD)  64 
Allstate  Insurance  60 
American  Airlines  (AMR)  31 
American  Re-Insurance 
(ARN)  54 

American  Tobacco  (AMB)  89 
America  Online  (AMER)  6, 74 
Amerigon  (ARGN)  64 
AMG  Data  Sen/ices  48 
Amgen(AMGN)  54 
AMR  (AMR)  35 
Anheuser-Busch  (BUD)  40 
Apollo  Advisors  70 
Apple  Computer  (APPU  50 
Applied  Natural  Sciences  54 
Aracruz  Celulose  48 
Arnhold  &  S-  Bleichroeder  48 
AT&T  (T)  32, 53,  58, 68,  88 
AutoByTel  70 
Automobile  Protection 
(APCO)  88 
AutoNation  70, 102 
AutoVantage  74 

B 


BankNorchem  48 
Barnes  &  Noble  (BKS)  70 
Barnck  Gold  (ABX)  38 
Baxter  International  (BAX)  40 
BEA  Associates  48 
Bear  Stearns  (BSC)  40,  88 
Berwyn  Fund  (BERWX)  12 
Berwyn  Income  Fund 
(BERIX)  12 
Best  (A  M.)  60 

BlackRock  Investment  Quality 

Municipal  Trust  82 
Blockbuster  Entertainment 

(BV)  70 

Blue  Cross  &  Blue  Shield  of 
Minnesota  89 
Bodyguard  92 
Boeing  (BA)  10 
British  Always  (BAB)  31 
British  Telecom  (BTY)  53, 68 
Brown  &  Williamson  (BTI)  89 
BZWAsia  53 


Callaway  Golf  (ELY)  94 
Camp  Dresser  &  McKee  54 
Canon (CANNY)  50 
Capital  Cities/ABC  (CCB)  8 
CarChoice  70 
Carillon  Importers  8 
CarMax  70,75,102 
Chrysler  (C)  70,73 
Circuit  City  Stores  (CO  70 
Circus  Circus  (CIR)  33 
Cognizant  (DNB)  58 
Columbia/HCA  Healthcare 
(COL)  36 

Compaq  Computer  (CPQ)  50 
CompuServe  70 
Concept  II  92 
Consumers  Car  Club  70 
Continental  Airlines  (GALA)  30 
Coopers  &  Lybrand  70 


Corbis  15 

Corporacion  Mexicana  de 
Aviacion  48 
CS  First  Boston  40 
cue  International  (CU)  70, 74 
CyberCash  8 
Cycleworks  95 

D 


Dabhol  Power  10 

Dataquest  30, 50 

Dean  Witter  (DWD)  33.82 

Deutsche  Bank  53 

Deutsche  Morgan  Grenfell  48 

Deutsche  Telekom  53 

Diamondback  92,  95 

DirecTV  68, 88 

Dow  Chemical  (DOW)  40 

Dow  Jones  (DJ)  58 

DRI/McGraw-Hill  (MHP)  80 

Dnver'sMart  70 

Dun  &  Bradstreet  (DNB)  58 

DuPont  (DD)  54 

E 


Eagle  Snacks  (BUD)  40 
EasyCare  88 
Electric  Insurance  60 
Electnc  Mutual  Liability  60 
Electronic  Data  Systems 
(GME)  88 
Enron  (ENE)  10 

F 


Fidelity  Investments  48 
First  Virtual  8 
FM  Sports  94 
Ford  (R  70 
Free-Flite  95 
Fresenius  40 
Frito-Lay  (PEP)  40 
Fujitsu  50 

G 


Garden  State  Golf  Center  94 
General  Atomics 
Aeronautical  67 
General  Electnc  (GE)  60 
General  Motors  (GM)  70,  88 
General  Reinsurance  60 
Global  Village  (GVIL)  15 
Gold  Fields  Mineral  Services  38 
Goldman  Sachs  40,  58 
GolfSmith  94 
Grace  (W.R.)  (GRA)  40 
Grip  Shift  95 
GroupeBull  30 
GT  95 

GTE (GTE)  68 
Gynecare  (GYNE)  88 

H 


Hallmark  Cards  8 
Hanson  58 

Harnischfeger  Industries 
(HPH)  10 

Harrah's  Entertainment 
(HET)  33 
Hasbra (HAS)  40 
HealthRider  92 
Henry-Griffitts  94 
Hewlett-Packard  (HWP)  30 
Hilton  Hotels  (HLT)  33 
Hoechst  8 


Home  Depot  (HD)  70 
Honda  70,74,88 
Hughes  Electronics 

I 


IBM  (IBM)  6,28,36,50 
Ikea  70 

ING  Banng  Securities  48 
Intel  (INTO  30 
International  Data  6,30 
in  (ITT)  58 

ITT  Sheraton  Hotels  (ITT]  33 
J 


Jonathan's  Landing  Golf 
Club  94 

K 


Kemper  Reinsurance  60 
Klein  95 
Knight-Ridder( 
Krosno  48 


25 


Lazard  Freres  35 
Lexington  Crosby  Small 

Capitalization  Asian  Growth 

Fund  (LEXIZ)  48 
Lloyd's  of  London  60 
Lufthansa  31 

M  

Manitou  95 
Mannesmann  53 
Manon  Men-ell  Dow  (MKC)  8 
Mamott{MAR)  33 
MasterCard  8 
Mattel  (MAT)  40 
McDonald's  (MCD)  40 
McGraw-Hill  (MHP)  58, 99 
MCKMCIO  32.68 
Megahertz (USRX)  15 
Mercer  Management 
Consulting  32 

Merrill  Lynch  (MER)  35,40,48 
Meyer  Pollock  Robbins  88 
Microsoft  (MSFT)  68,70 
MidPark  Jeep-Eagle  73 
Mirage  Resorts  (MIR)  33 
MMS  International  (MHP)  99 
Montgomery  Assets 

Management  48 
Moody's  Investors  Service 

(DNB)  58 

Morgan  (J.P)  (JPM)  58,  68. 70 
Morgan  Stanley  (MS)  48,  52 
Morningstar  82 

N 


National  Medical  Care  40 
National  Semiconductor 
(NSM)  28 

Nationwide  Cellular  (NCEL)  68 
NEC  30, 50 
News  Corp,  (NWS)  68 
Nextei  Communications 
(CALL)  68 

Nielsen  (A.CJ  (DNB)  58 
Nomura  Securities  48 
NordicTrack  92 
Nordstrom  (NOBE)  70 
Numotech  67 
Nynex(NYN)  32 

O 


Offitbank  48 

Olstein  Financial  Alert  Fund 
(OFALX)  88 
Oppenheimer  58 


Packard  Bell  30 
PaineWebber  (PWJ)  40^ 
Phytokinetics  54 
Phytotech  54 
Pile  Dynamics  64 
Pipetronix  67 
Polar  92 
PriceCostco  76 
Primestar  8 
Prudential  Securities  3 


Ra#eon  (RTN)  45 
Regional  Financial 
Associates  20, 80 
Remote  Data  Systems 
Revlon  40 
Ricoh  50 
Ritchey  95 
R.J,  Reynolds  Tobacco 
RWE  53 


WSil 


ISIDCKS 


Salomon  Brothers  (SB)  ^ 
Schroder  Miinchmeyr 
Hengst  31 
Sears  (S)  70 
Shimano  Allevia  95 
SHL  Systemhouse  68 
Slazenger  Golf  94 
Smith  Barney  48 
Sony{SNE)  40 
Sprint  (EON)  32, 68 
Standard  &  Poor's  48. _ 
Sun  Microsystems  (SUI  (H 
Sunns  (W,J.)  67 
Sybron  International  (S 

T 


ii 


Taylor  94 
TDK  (TDK)  15 
Thayer  Capital  33 
3M{MMM)  58 
Titan  Pacific  Resources 
Toyota  aOYOY)  70,75 
Trek  92, 95 
Trotter  92 
True  92 

U 


UBS  Securities  68,88 
United  Airtines  (UAL) 
United  Auto  Group  70 
USAir  (U)  31 
U,S,  Surgical  (USS)  4( 

V 


Van  Eck  Gold  Resource 
(GRFRX)  38 
Viag  53 
Visa  8 

W 


Wal-Mart  Stores  (WMTl 
Walt  Disney  (DIS)  8,3 
Westinghouse  (WX)  61 
Wilson  Sonsini  28 
Wood  48 


mm 

Hi  HDD 


IS 


Wrtl 


Yankee  Group  68 
Yankelovich  Partners 


Zenith  Data  Systems 
Zircon  64 
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Stfllil 


Lvestment  Figures  of  the  Week 


ENTARY 

great  week  for  stocks.  The 
idexes  all  posted  new 
A/ith  the  Oow  industrials 
.8%,  the  S&P  500  2.2%, 
Nasdaq  composite  2.4%. 
move  m  the  Nasdaq  re- 
a  sharp  rebound  m  comput- 
is  as  well  as  continued 
''^  in  biotech.  But  underlying 
the  flood  of  money  going 
'  market  from  mutual 
n  .lanuary,  investors  poured 
i  $24.5  billion  into  equity 
funds,  topping  the  previous 
/  high  set  two  years  ago  by 
an  $6  billion. 


STOCKS 

Feb.  Aug. 


r 

rStP 
500 


52-week  change 
+35.1% 


Feb.    Feb.  1-7 


J 


r  649.93  1650 


BONDS 

Feb.      Aug.      Feb.    Feb. 1-7 


1-week  change 
+2.2% 


52-week  change 


1-week  change 

-1.1% 


THE  DOLLAR 

Feb.      Aug.      Feb.    Jan.  31-Feb.  7 


i"^^  1607.01 

  1600  90 


52-week  change 


I -week  change 
-0.8% 


KET  ANALYSIS 


%  change 


OCKS 

Latest 

Week 

52-week 

rUNDAmLnl  1  ALa 

Latest 

Week  ago 

Year  ago 

NES  INDUSTRIALS 

5492.1 

1.8 

39.6 

on  nAV  TDCACIIDV  DM  1  VITI  Fl 

sU-UAT  IKtAoUKT  DiLL  TItLU 

4.94% 

5.04% 

5.89% 

:  COMPANIES  (S&P  MidCap  Index) 

224.1 

1.5 

26.4 

30-YEAR  TREASURY  BOND  YIELD 

6.15% 

6.02% 

7.64% 

COMPANIES  (Russell  2000) 

319.4 

1.3 

25.9 

S&P  500  DIVIDEND  YIELD 

2.11% 

2.14% 

2.69% 

APANIES  (Russell  3000.^ 

369.0 

2.0 

33.9 

S&P  500  PRICE/EARNINGS  RATIO 

18.8 

18.1 

16.4 

:n  stocks 

Latest 

%  change  (local  currency) 

uj  1.        eo^  1. 

TECHNICAL  INDICATORS 

Latest 

Week  ago 

Reading 

S&P  500  200-day  moving  average 
Stocks  above  200-day  moving  average 
Speculative  sentiment:  Put/call  ratio 
Insider  sentiment:  Vickers  sell/buy  ratio 

574.3 
71.0% 
0.63 
1.63 

571.0 
70.0  %r 
0.62  r 
1.57 

Positive 
Negative 
Neutral 
Positive 

1  (FINANCIAL  TIMES  100) 
NIKKEI  INDEX) 
0  (TSE  COMPOSITE) 

3726.1 
20,943.5 
5026.5 

-0.9 
0.6 
1.2 

21.3 
14.5 
22.5 

lUSTRY  GROUPS 

8100MBERG  RNANCIAl  MARKETS 

ONTH  LEADERS 

%  change 
1-month  12-month 

Strongest  stock  in  group 

% 

1 -month 

change 
12-month 

Price 

:NSE  ELECTRONICS 

25.5 

131.8 

LORAL 

28.3 

124.8 

46 '4 

PUTER  SYSTEMS 

20.0 

50.6 

DIGITAL  EQUIPMENT 

29.7 

104.8 

75 '/4 

•:ls  and  motels 

17.8 

28.1 

HILTON  HOTELS 

41.8 

31.9 

89^8 

MUNICATIONS  EQUIPMENT 

15.9 

60.3 

TELLABS 

25.3 

83.4 

47 

)  MINING 

15.9 

57.7 

SANTA  FE  PACIFIC  GOLD 

28.8 

98.6 

17^8 

ONTH  LAGGARDS 

%  change 
1-month  12-month 

Weakest  stock  in  group 

%  change 
1-month  12-month 

Price 

HINE  TOOLS 

-10.7 

-0.8 

CINCINNATI  MILACRON 

-12.4 

3.3 

23  V4 

;king 

-7.6 

-10.2 

CONSOLIDATED  FREIGHTWAYS 

-15.1 

10.1 

23 '4 

UTION  CONTROL 

-4.6 

-1.1 

WMX  TECHNOLOGIES 

-6.1 

0.0 

29 

[BUILDING 

-4.4 

30.5 

CENTEX 

-13.2 

20.4 

29 '/2 

ERAL  MERCHANDISE  CHAINS 

-4.3 

1.8 

KMART 

-12.5 

-49.6 

7 

'UAL  FUNDS 


MORNINGSTAR  INC 


RS 

eek  total  return 

% 

LAGGARDS 
Four-week  total  return 

% 

\z 

21.7 

WRIGHT  EQUIFUND-SWITZERLAND 

-4.6 

4CHARD  PRECIOUS  METALS 

21.3 

HOTCHKIS  &  WILEY  SMALL  CAP 

-3.9 

DOER  GOLD 

21.0 

FIDELITY  SELECT  AIR  TRANSPORTATION 

-3.6 

k  total  return 

% 

S2-week  total  return 

% 

;R  CAPITAL  APPRECIATION 
PRECIOUS  METALS  A 

106.0 
80.5 
79.8 

EV  MARATHON  GREATER  INDIA 
AMERICAN  HERITAGE 
STEADMAN  AMERICAN  INDUSTRY 

-29.2 
-25.9 
-18.6 

4-week  total  return 


Average  fund 
52-week  total  return 


TIVE  PORTFOLIOS 


I  amounts  represent  the 
!  value  of  $10,000 

»  'd  one  year  ago 
1  portfolio 

tages  indicate 
.  *otal  returns 


U.S.  stocks 

$13,697 

-^2.57% 


Treasury  bonds 

$12,767 

-1.16% 


Foreign  stocks 
$12,191 

-1-1.94% 


Gold 

$10,583 

■fl.43% 


DRI/McGRAW-HILL 


nil 


Money  market  fund 

$10,563 

-1-0.12% 


on  this  page  are  as  of  market  close  Wednesday,  Feb.  7,  1996,  unless  otherwise  indi- 
idustry  groups  include  S&P  500  companies  only;  performance  and  share  prices  are  as 


of  market  close  Feb.  6.  Mutual  fund  returns  are  as  of  Feb.  2.  Relative  portfolios  are  valued  as 
of  Feb.  6.  A  more  detailed  explanation  of  this  page  is  available  on  request.  r=revised 
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Editorials 


THE  BACKLASH  BUILDING  AGAINST  BUSINESS 


Is  Corporate  America  in  denial?  When  such  nationalist 
conservatives  as  Presidential  candidate  Pat  Buchanan  and 
such  militant  labor  leaders  as  new  afl-cio  President  John  J. 
Sweeney  agree  that  corporations  are  the  root  cause  of  stag- 
nant wages  and  downward  mobility,  something  veiy  serious  is 
afoot  in  the  land.  So  far,  most  Americans  have  tended  to 
blame  Big  Government  for  their  economic  woes.  But  now 
their  anger  may  be  shifting  in  some  measure  toward  Big 
Business.  The  role  of  the  coiporation  in  society  is  being  chal- 
lenged. Only  the  foolish  would  ignore  the  signs. 

Who  benefits  froni  the  new  high-tech,  global  economy? 
That  is  the  question  both  right  and  left  are  asking.  Their  an- 
swer is  virtually  identical:  Despite  big  gains  in  productivity 
and  profits,  most  employees  are  not  sharing  in  the  rewards, 
while  shareholders  and  option-laden  corporate  officials  most 
definitely  are.  The  rising  economic  tide  that  once  Ufted  every- 
one in  America  is  now  playing  favorites,  and  people  don't  like 
the  new  rules.  Cutting  taxes  can  help,  but  it's  not  a  real  so- 
lution to  families  facing  declining  real  income. 

Buchanan's  solution  would  be  to  go  protectionist  and  halt 
immigi-ation,  stopping  companies  from  freely  trading  and 
blocking  the  inflow  of  goods  and  people.  That  would  curb 
competition  and  push  up  wages.  Sweeney  would  up  the  min- 
imum wage  and  also  curb  immigration  and  ft'ee  tirade.  Not  a 
pretty  pictur'e,  if  you'i'e  an  executive  intent  on  building  a  vi- 
brant global  enter-prise. 

New  conservative  and  liberal  philosophies  also  challenge  the 
corporation's  role  in  America.  Reviving  civil  society  is  the 
motivating  idea  driving  conservatives  these  days.  Rebuilding 
the  institutions  of  civil  society — volimtary  associations,  church- 
es, schools,  and,  of  course,  families — to  replace  inept  govern- 
ment bureaucr'acies  is  their  guiding  Ught.  But  thei-e  is  no 
way  for-  that  to  happen  without  family  income  rising  or  par-ents 
getting  more  time  off  from  work  to  raise  their-  children  and  at- 
tend Boy  Scout  or  pta  meetings.  There  is  no  way  for  civil  so- 


ciety to  be  r-ebuilt  unless  businesses  return  to  their  tr; 
tional  suppor-t  of  charities  that  look  after  their-  workers' 
being.  Backing  local  hospitals  and  baseball  teams  are  expe 
es  delegitimized  recently  by  shareholder  presstu-e. 

Voices  from  a  r-eviving  left  are  also  calling  for  change 
the  ways  corpor-ations  operate.  The  motivating  idea  in  liB 
al  circles  is  to  build  a  stakeholder  society,  which  calls  fd 
wider  collection  of  cor-porate  groups  to  join  shareholders 
chief  executives  in  r-eaping  the  rewar-ds  of  higher  prod 
tivity  and  profits.  In  Britain,  the  opposition  Labor  Pa 
leader  Tony  Blah-  is  making  this  his  clarion  call  to  defeat 
Conservatives.  Just  as  civil  society  unites  conservative 
tions — libertarians,  r-eligious  conser-vatives,  gr-owth  consei 
tives,  and  nationalists — under  one  principle,  so,  too,  q 
stakeholder  society  unite  many  hberal  factions. 

Whether  building  a  civil  or  a  stakeholder  society,  1: 
right  and  left  use  the  America  of  the  second  half  of  the 
and  the  early  20th  centur-y  as  theu-  r-eference  point.  For  g 
r-eason.  It  was  an  er-a  of  huge  technological  change,  econo 
growth,  and  downward  mobihty.  It  was  a  time  much  like 
own.  Conser-vatives  see  it  as  a  golden  age  of  commur 
when  the  ymca,  libraries,  and  the  Red  Cr'oss  were  created 
ten  with  the  patronage  of  industrialists.  Liberals  recall  i 
the  Progr-essive  Era,  when  Populists  were  elected  to  I 
corporate  trusts,  establish  fail'  labor  laws,  and  set  new  ruli 
the  game  to  pr-otect  working  people  in  the  marketplace 

What's  clear  is  that  both  conser-vatives  and  liber-als  want 
por-atiorrs  to  do  more  for  society  than  boost  theii-  stock  pricei 
the  recent  World  Economic  Forum  of  top  business  and  poli| 
figur-es  in  Davos,  Switzeriand,  the  central  theme  was  the 
ing  backlash  against  the  cold  exigencies  of  global  competi 
CEOS  would  be  wise  to  ponder  these  tectonic  changes, 
thing  is  certain:  U.  S.  corporations  may  have  to  strike  a 
balance  between  the  need  to  cut  costs  to  be  globally  compel 
and  the  need  to  be  more  responsible  corporate  citizens. 


BRING  THE  FREE  MARKET  TO  CAR  LOTS 


We're  always  tickled  to  hear  about  arcane  laws  that 
promote  monopoly  and  thwart  competition  in  the  in- 
terstices of  America's  otherwise  free-market  society.  New 
York  City  has  two  of  our  all-time  favorites:  the  rent  stabi- 
lization laws  that  bar  landlor-ds  fi-om  char-ging  mar-ket  rates  for 
apartments,  and  the  scheme  that  limits  the  number  of  yellow 
cabs  on  the  streets  to  11,787,  the  same  number  as  in  1937. 
(0.  K.,  so  after  hiking  fares  by  20%,  New  York  will  soon  put 
400  more  cabs  on  the  sti-eet.  Thanks  a  lot.)  We  also  really  ap- 
pr-eciate  the  American  Medical  Assn.'s  recent  call  to  limit 
the  number  of  doctors  in  America  because  ther-e  were,  by 
their  measure,  too  many.  Too  many  for  what,  we  wonder-. 
The  latest  entry  in  our  collection  of  America's  Furmiest  Mo- 


nopolies is  the  auto  dealer  franchise  law.  There  ar-e  dozer 
these  state  laws  that  protect  car  dealers  from  competitioi  T'  ' 
making  it  hard  for  national  retailer's  to  enter  the  new-car  1 
ness.  Dealers,  you  should  know,  provide  up  to  20%  om 
state  taxes  in  many  states,  as  well  as  a  big  share  of  fl 
newspaper  and  TV  advertising.  They  have  poHtical  cloutj 

Consumers  don't.  Many,  especially  women,  hate  bujHB 
cars  fr-om  smarmy,  arrogant  dealer-s  and  welcome  the  yW/M 
lution  in  selhng  cars  through  Car-Max,  AutoNation,  arH| 
whole  new  generation  of  national  merchandisers.  But 
revolution  is  being  slowed  by  those  franchise  laws.  The  st 
should  take  the  advice  Washington  is  fond  of  giving  Ja 
Open  those  markets  to  competition.  Consumers  will  love 
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You  don't  really  wan 
to  plan  this  meet  in  1 


our  meeting  responsibilities  to  a  Westin  meetings  expert  who  will  schedule, 
nize,  price,  and  manage  every  detail  of  your  meeting.  It's  their  job.  They 
t  to  da  it.  We  think  you'll  agree  that's  a  good  thing.  80O.3OI .  I  I  I  I 


SIEMENS 

1866.  That  was  then 


*     ■     ,  u  J 

Shortly  after  his  50th  birthday,  Werner  Siemens  invented  the  world's  first  electric 
dynamo,  and  began  the  revolution  that  brought  electric  power  to  even/one, 
everywhere. 
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^ES.  IT  FITS  IN  YOUR  GARAGE. 
NO,  IT  DOESN'T  EN)OY  BEING  COOPED  UR 


1996  Chemical  Banking  Corporation  and  The  Chase  Manhattan  Corporation 


^ow  That  We're  Merging,We  Can  Simply  Do  It 
From  Across  The  Hall. 

Left  to  right:  Ed  Miller,  President  —  Chemical  Banking  Corp.,  Michel  Krnse.  Vice  Cliainnan/Global  finattcial  Seniccs  —  Chase  Mmdiattan  Corp. 
Walter  Shipley,  Chairman/CEO  —  Chemical  Bunkimj  Corp..  Tom  Lahrecipie.  Chnirtiian/CKO  —  Chase  Manhattan  Corp. 
Bill  Hatii son, Vice  Chairman/Glohnl  Wlinlcsale  Banhuifi  —  Chemieal  Bankinrj  Co}-f/ 


to/hase  and  Chemical  have  long  envied  each  other's  capabilities.  But  through  it 
11,  there  was  one  trait  we  both  shared:  exceptional  client  focus.  That's  \vh\'  our 
greed  merger  is  more  than  just  combining  our  capabilities.  It's  an  integration 
if  our  abilities  to  deliver  the  best  solutions.  An  integration  of  people  and 
deas.  It's  a  leveraging  of  our  leadership  positions  to  identify  new 
ippor tunities  for  your  business.  It's  teamwork  across  all  lines  of  business 
0  solve  your  individual  needs.  Whether  those  needs  are  on  the  other  side  of 
he  street,  the  other  side  of  the  country  or  the  other  side  of  the  world. 


Q  CHASE  ^Chemical 


JAPAN  TURNS  A  CORNER 

A  rising  yen  and  falling  sales  gave  Japan's . 
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ride.  But  Detroit 
had  better 
watch  out  for 
them  now  page  108 
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BANKRUPTCY  BLUES 


KERKORIAN:  Scouting  A.C. 
FAT  WALLETS 

WILL  HE  BLOW  IT 
ALL  ON  THE  TABLES? 

KIRK  KERKORIAN  COMES  AWAY 

with  a  big  financial  bonus 
from  his  tiuce  with  Chrysler. 
So  where  is  the  Las  Vegas 
billionaire  going  to  direct  his 
even-heftier  financial  re- 
sources? Atlantic  City. 

Kerkorian  just  applied  for 
a  New  Jersey  gaming  li- 
cense. That  bodes  for  a 
major  expansion  of  his 
casino    operations  into 
booming    Atlantic  City, 
where  1995  revenues  were 
up  10%.  His  agents  are 
busy  scouting  sites  in  the 
area.  In  Las  Vegas,  he  al- 
ready   owns    the  mgm 
Grand,  the  world's  largest 
hotel,  and  a  half-intere.st 
in  anothei'  huge  complex. 
New  York-New  York.  Ker-  ~ 
korian  is  also  tr(jlling  for  un- 
dervalued companies,  much 
as  Chrysler  used  to  do. 

Thanks  to  the  pact  with 
Chi-ysler,  he  has  still  more 
jack  to  work  with.  The  deal 
calls  for  the  auto  maker  to 
triple  its  stock-buyback  pro- 
gram. Kerkorian  intends  to 
use  this  to  cash  out  some  of 
his  51  million  Cliiysler  shares. 
Eventually,  he  could  sell  the 
13.8%  stake  to  Chrysler,  or 
the  auto  maker  may  help  him 
find  buyers  it  can  live  with, 
says  a  source  close  to  the 
Chiysler-Kerkorian  talks.  "If 
he  does  decide  to  get  out,  he'll 
have  to  work  with  Chrysler," 
says  the  source.    Bill  Vlasic 


ABOUT  THAT  BONUS: 
SEE  YOU  IN  COURT 

EMPLOYEES   OF  MERRY-GO- 

Round  Enterprises,  the 
about-to-close  clothing  re- 
tailer, likely  won't  receive 
their  promised  bonuses,  even 
though  the  ceo  is  getting 
paid  in  full. 

At  issue:  a  so-called  "re- 
tention bonus"  that  the  chain, 
which  entered  Chapter  11  in 
late  1994,  had  promised  400 
managers  and  other  midlevel 
employees  if  they  stayed 
through  Jan.  30,  1996.  Short- 
ly before  Jan.  30,  a  company 
memo  came  out  pushing  the 


TALK  SHOW  i'When  the  voter  speaks,  I  listen- 
if  the  voter  is  saying  someone  else's  name.'' 


-particul; 


— Senator  Phil.  Gramin  ( R-Tex.),  bowing  out  of  the  Presidential 
race  after  his  fifth-place  finish  in  the  Iowa  caucuses 


date  to  Feb.  3.  On  Feb.  2, 
Merry-Go-Round  said  it 
would  fold  and  fired  every- 
body. So  those  promised  the 
retention  bonuses,  ranging 
fi'om  $750  to  $13,000  depend- 
ing on  salary,  stand  to  get 
zip.  Grousing  grew  even  loud- 
er when  the  company,  on 
Feb.  4,  rehired  100  to  help 
with  the  liquidation — sans 


ALL'S  NOT  LOST:  'iiii'  boss  gets 


bonus.  Says  Buzzy  Skla: 
men's-merchandise  manaj 
"It  was  a  major  hosing." 

It  doesn't  help  that  ( 
Richard  Ciystal,  a  fomner 
exec  at  Macy's  who  arri' 
just  six  months  ago,  gets 
pocket  $2.5  million  so 
Court  filings  say  that  si 
his  salary,  was  to  be  spr 
over  three  years,  but  he 
take  it  all  if  he  lea 
before.  The  hquidat 
is  expected  to  be  d 
in  a  few  months, 
company,  which 
wrong  on  its  yo 
fashions,  won't  cc 
ment  on  the  pay  s: 
ation  other  than 
say  employees 
press  their  claim 
paid    court.  Roy  Furch 


CAMPAIGN  '96 


A  CORPORATE  GADFLY  HITS  THE  STUMP 


ROBERT  MONKS 

has  had  more  suc- 
cess as  a  share- 
holder activist 
than  as  a  politi- 
cian. Yet  Monks, 
for  the  tliii'd  time, 
is  seeking  a  Sen- 
ate seat  from 
Maine. 

Before,  he  got 
MONKS:  After  trounced  by  ven- 
a  Senate  seat  erable  incimibents: 
Republican  Mar- 
garet Chase  Smith  (1972)  and 
Democrat  Edmund  Muskie 
(1976).  But  now.  Monks,  62, 
seeks  an  open  seat:  Repubh- 
can  Senator  William  Cohen  is 
retiring.  Monks's  huge  wealth 
fr'om  investing  is  a  big  politi- 
cal plus.  A  longtime  donor  in 
Maine  i)olitics,  he  has  enlisted 
top  campaign  staffers  and 
W'On  key  endoi'sements. 

His  chief  foe  in  the  June 
11  GOP  pi'imary  is  Susan 
Collins,  the  losing  entry  in 
the  1994  governor's  race. 
They'll  battle  for  the  mod- 
er-ate  vote,  creating  a  possi- 
ble opening  for  the  ar-ch-con- 
sei'vative  third  candidate. 
State  Senator  John  Hath- 


away. Likely  Democratic 
nominee:  ex-Gover'nor'  Joseph 
Brennan. 

As  the  gadfly  head  of  the 
Lens  fund,  he  has  pushed  for 
better'  performance  trom  the 
likes  of  Eastman  Kodak  and 


Sears  Roebuck.  He  also 
government  exper-ience  a 
top  Reagan  Administrat 
pension  regulator.  Monl 
pitch  is  that  he  can  overh  I 
Washington  as  he  did  cor  l 
rate    governance.  "Pov 
without  accountability,"  j 
says,  "is  a  problem  in  g  « 
ernment  just  as  it  is  in  c 
porations."  Mark  Maremc 


THE  LIST  INVESTMENT  lOtl 


Harvard  has  the  largest  en- 
dowment, but  Emory  gets 
the  asset-growth  prize  for 
the  1994-95  school  year. 
Main  reason:  Almost  half  of 
its  holdings  are  in  Coca-Cola 
stock,  up  53%  in  the  peri- 
od. Most  universities  are 
more  cautious — and  often 
trail  the  market.  Harvard's 
investment  return  was 
16.8%,  vs.  the  S&P  500's 
26.1%.  It's  unclear  how 
much  endowment  growth  is 
from  investment  vs.  gifts. 

!!l 


BEST  UNIVERSITY 

ENDOWMENT 

GROWTH 

FOR  SCHOOLS  WITH  AT  LEAST  $2  BIL- 
LION, YEAR  ENDING  JUNE  30,  1995 

ENDOWMENT  GR0W1 
UNIVERSin  BILLIONS  RATE 


1  EMORY 

2  CALIFORNIA* 

3  WASHINGTON 
(ST.  LOUIS) 

4  MIT 

5  HARVARD 

6  COLUMBIA 

7  PRINCETON 

8  STANFORD 

9  YALE 

10  TEXAS* 


$2,23 
2.14 

2.06 
2,07 
7.04 
2.17 
3.88 
3.08 
3.95 
5.04 


32.a 
22.5 

18.5 
16.9 
13.6 
13.3 
12.6 
12.3 
12.2 
10.9 


EMORY:  Coke  is  it 


'Statewide  public  university  system 
DATA:  NATIONAL  ASSOCIATION  OF  COLLEGES 
UNIVERSITY  BUSINESS  OFFICERS 
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Retirement 


ich  diversity  of  experience  and  capabilities  that 
I  can  be  confident  in  tlie  commitments  we  malce. 


This  number  speaks  volumes  about 
AXA's  size  as  one  of  the  world's 
insurance  leaders  and  of  our  efficiency. 
Our  clients,  each  with  different 
retirement  problems,  live  in  23 
countries  on  4  continents.  Cross 
fertilization  through  international 
synergy  groups  allows  us  to  devise 
more  innovative  and  thoughtful 
solutions  to  their  needs. 
With  US  $  270  billion  in  funds 
under  management,  we  are  also 
the  4th  largest  insurance  group 
worldwide.  So  we  do  not  take  it 
lightly  when  we  say: 


Go  ahead 


INSURANCE  &  INVESTMENT 

with  our  partner 

EQUITABLE 


Up  Front 


RETAIL  TALES 

SHOP  TIL 
YOU  BOARD 


THE  SHOPPING  MAY  SOON  GET 

a  lot  better  while  you  wait 
for  your  flight.  A  British  com- 
pany is  pushing  to  make 
American  airport  terminals 
into  small  malls,  attracting 
national  chains  such  as  Gap. 
Now,  travelers  mostly  make 
do  with  tacky  gift  shops  and 
newsstands. 

The  British  Airports  Au- 
thority, a  privatized  govern- 
ment agency  (annual  revenue: 
$1.8  billion),  owns  and  runs 
seven  airports  in  Britain.  It 
has  scored  a  success  with 


PITTSBURGH:  Up 

from.  Steeler  mugs 

Airmail  in  Pitts- 
liurgh.  Opened  in 
1992,  the  mall,  with 
a  wide  selection  of 
popular  stores  and 
attractive  displays, 
has  tripled  per-pas- 
senger  retail  spend- 
ing to  $7  per  visit. 
BAA  just  signed  a  10-year 
contract  to  manage  all  opera- 
tions, including  retailing,  at 
Indianapolis'  aiiport.  And  the 
company  says  it's  negotiating 
with  at  least  eight  other  U.  S. 
airports,  baa  won't  name 
names,  but  says  Los  Angeles 
International  and  New  York's 
Kennedy  have  expressed 
interest  in  the  concept. 

Although  some  people 
aren't  keen  on  adding  cairy- 
on  baggage,  the  Pittsburgh 
Airmail  has  done  well  be- 
cause passengers  are  a  rela- 
tively affluent  crowd  with  lit- 
tle better  to  do  than  shop. 
Also  helping  sales  is  baa's 
strategy  of  keeping  prices  the 
same  as  those  outside  the 
airport.   Christina  Del  Valle 


GENERATION  X  FILES 


WAY  COOL  MERLOT,  MAN 


wir 


WINE  WRITING  HAS  YIELDED 

enough  daffy  and  pretentious 
prose  to  stop  people  from 
ever  uncorking  a  bottle.  Now 
comes  a  new  wine  magazine 
promising  straight  talk  about 
average-price  vintag 
es — and  gearing 
itself  to  Genera- 
tion X. 

Ti-aditional  up- 
scale wine  publica- 
tions, such  as  Wine 
Enthusiast  Magazine  (80,000 
subscribers)  and  Wi7ie  Specta- 
tor (115,000),  are  aimed  at 
connoisseurs  and  loaded  with 
glossy  pictures  of  sunshine 
on  buxom  grapes  in  Bur- 
gundy and  celebrities'  elab- 
orate cellars.  The  bimonthly 
Wine  X  (5,500)  is  printed  in 
shades  of  gray  on  unslick 
stock,  with  no  photos. 


However,  the  biggest  dif- 
ference is  the  writing.  A  re- 
cent Wine  Enthusiast  report 
described  a  cabernet  sauvi- 
gnon  as  "dark  and  chewy 
with  vinous  fruit  and  mint 
nuances  in  a  sturdy 
frame."  Sounds 
more  like  a 
burned  piece  of 
toast.  A  Wine  X 
review  says  the 
^  "nose  on  this  wrine  is 
like  a  neon  sign  flashing: 
'Drink  me,  drink  me.' " 

Publisher  DaiTyl  Roberts, 
33,  a  fomner  winery  worker, 
says  only  4%  of  Generation 
Xers  drink  wine,  compared 
vdth  35%  of  the  general  pub- 
lic. A  big  reason,  he  says,  is 
that  they're  put  off  by  the 
established  mags'  mumbo 
vinbo.    Joan  O'C.  Hamilton 


DRAWN  &  QUARTERED 


PRODUCT  PEEK 


MY  OTHER  CAR  IS 
A  SHERMAN  TANK  

BULLETPROOF  CARS  AREN'T 
just  for  jittery  Third  World 
executives  or  heads  of  state 
anymore.  A  major  armor- 
plated-car  company  has 
started  to  sell  kits  to  fright- 
ened Americans. 

Overseas,  Ogden 
(Utah)-based  Interna- 
tional Armoring  shields 
motorists  fi'om  teiTorism 
and  kidnapping.  In  the 
U.  S.,  carjacking,  vandal- 
ism, and  break-ins  are  the 
problem.  Most  sales  are  to 
people  "who've  had  a  bad  ex- 
perience or  know  a  close 
friend  who  has,"  says  ceo 
Mark  Burton.  One  customer 
bought  kits  for  his  car  and 
his  wife's  after  a  carjacker 
threatened  him  at  gunpoint. 

The  company  says  the  ar- 


sold  800  kits  since  their  del:} 
last  spring  in  the  U.  S.  1 
prices  from  $2,000  to  $12,0i| 
depending  on  the  amount' 
shielding.  The  kits  are 
stalled  by  certified  technic 
around  the  country  in 
three  days.     Sandra  Dalli 


THE  BIG  PICTURE 


FEEL  BEHER? 

All  the  barking  over  rising 
medical  care  costs  is 
finally  paying  off.  Thanks 
largely  to  managed-care 
programs  and  govern 
ment  and  corporate 
pressure  on  medical 
costs,  the 
inflation  rate 
for  medical  care  is  the 
lowest  since  1973. 

DATA  WBOR  DEPT .  BUSINESS  WEEK 


FOOTNOTES  Share  of  employers  offering  flextime:  73%;  who  allow  working  at  home:  1 9% 
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y  row, THE  INTERNATIONAL 
POWERHOUSE  IN  FOODSERVICE 
HAS  AS  MUCH  TO  DO  WITH 
GLOBAL  ECONOMICS  AS  IT  DOES 
WITH  FRESH  INGREDIENTS. 


1 


Eurest 

Dining  Services 


Compass  Group  announces  Eurest  Dining  Services, 
Its  new  global  Business  and  Industry  foodservice 
brand  recognized  worldwide  for  standards  of 
service  and  excellence  within  the  foodservice 
industry  Eurest's  counterpart  is  Canteen  Vending 
Services.  The  world's  largest  vending  company  and 
an  industry  legacy,  Canteen  now  specializes  exclu- 
sively in  vending  services  Operating  under  the 
Compass  Group  USA  banner,  both  Eurest  Dining 
Services  and  Canteen  Vending  Services  play  a 
strategic  role  in  reshaping  the  world  of  foodservice. 

Leveraging  global  resources  to  meet 
your  firm's  needs. 

Compass  Group,  with  its  vast  resources  and 
economies  of  scale,  can  give  companies  like  yours 
superb  value.  With  the  recently  acquired  Eurest 
International  -  a  name  long  respected  for  fine 
quality  in  European  markets  -  Eurest  Dining 
Services  is  backed  by  the  company's  global 
purchasing  power  of  si  6  billion  annually.  Add  to 
that  shared  retail  brands,  products  and  expertise, 
and  you  get  leverage  on  a  grand  scale 

The  power  of  people  and  commitment. 

Client  partnerships  and  personal  commitments  have 
made  us  what  we  are  today.  With  more  than  60,000 
employees  in  over  40  countries  around  the  globe, 
Eurest  gives  large  and  small  companies  alike  unparal- 
leled service  and  quality.  In  a  global  economy  like  ours. 
It's  only  fitting  you  get  the  world  on  a  silver  platter. 

Eurest  Dining  Services  -  offering 
world-class  corporate  foodservice. 

For  more  information  call,  1-800-293-8898. 


'J- 

^COMPASS 


XcelleNet  and  RemoteWare  are  registered  trademarks  of  XcelleNet  tnc©  1996  XcelleNet  Inc. 


dftvntirs  its  ynting 


puts  you  in  control  of  remote  workforce 


unplf^Rsant  to  touch  ^^^^  ;„^^^„ 


communicates  through  shriil  o^lk  ^^^^^^  computer  users  Lo  Ihe  orfice 


Qks  up  with  mate  on  a  seasonal  basis  ^^^^  convenient  off-line  capabilities 


has  thousands  of  users 


vtth  princesses  gQ^^^patible  with  most  hardware  and  software 


tastes  like  chickfin 


there's  nothing  like  it 


1/1/  /V 
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Readers  Report 


ON  APPLE'S 
BRUISING 


Regarding  your  article  "The  fall  of 
an  American  icon"  (Cover  Stoiy,  Feb.  5),' 
the  Macintosh  is  the  closest  thing  to  an 
appliance  that  the  computer  industry 
has  ever  created.  But  that  doesn't  ex- 
cuse Apple's  years  of  arrogant  disre- 
gard for  market  realities:  Stubborn  r-e- 
fusal  to  license  its  operating  system 
(histoiy  demonstrates  the  folly  in  trying 
to  use  proprietary  technology  to  cap- 
ture a  market);  misguided  advertising 
(Apple  "preaches  to  the  choii-"  by  plac- 
ing its  most  creative,  informative  ads 
in  Macintosh-oriented  trade  mh^^^^h 
publications);  and  an  inabil- 
ity to  take  advantage  of 
windows  of  opportunities. 
Apple  has  a  track  record 
for  leading-edge  technology. 
But  its  technical  prowess 
is  overshadowed  by  its 
business  knack  for  repeat- 
edly snatching  defeat  ft'om 
the  jaws  of  victory. 

Martin  *H.  Teslei- 
Alexandria,  Va. 


ket  today.  Customer  satisfaction  si 
veys  prove  it. 

John  Coll' 
Newport  Beach,  Ca 

You  paint  a  picture  of  a  compa 
bent  on  self-destruction:  an  industj 
leader  led  down  the  garden  path  by 
anarchic  tlu'ong  of  selfish  managers 
Apple's  stock  pi'ice  was  still  1.5  tirr! 
book  value  when  your  article  appearij* 
whereas  when  IBM  and  Digital  Equ]i 
ment  were  in  their  troubles,  they  wi 
at  about  0.5.  Does  this  say  somet! 
about  what  the  market  thinks?  Desp: 
all  Apple's  crises,  the  company  still 
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BusinessWeek 


Your  cover  caption  ranks  with  the 
O.J.  trial  for  incredibly  irresponsible 
reporting.  May  I  point  out  that  Apple 
has  experienced  only  one  bad  quarter 
and  actually  was  pi'ofitable  for  the  fiscal 
year.  And  that  many  other  major  com- 
panies such  as  AT&T,  AST,  Daimler  Benz, 
and  Xerox  have  reported  losses  that 
ai'e  10,  20,  30  times  larger  without  theii' 
immediate  demise  being  proclaimed. 

And  may  I  point  out  that  it  is  Ap- 
ple's leading  technology  and  supei-ior 
engineering  that  leads  the  desktop  com- 
puter revolution.  Everything  that  Mi- 
crosoft produces  today  was  fii'st  devel- 
oped by  Apple  engineers.  Sadly, 
Microsoft  then  releases  Apple's  ideas 
in  an  inferior  form  and  gets  rave  re- 
views for  them.  And  further,  Macintosh 
users  are  far  more  loyal  than  those  of 
practically  any  other  company.  The  rea- 
son is  simple:  We  know  we  reap  the 
benefits  of  the  most  advanced,  easy-to- 
use  technology  that  exists  in  the  mar- 


WHAT  FALL? 

"May  I  point  out  that 
Apple  has  experienced; 
only  one  bad  quarter 
and  actually  was 
profitable  for  the 
fiscal  year." 


key  strengths  in  multimedia,  deskt 
publishing,  education,  Internet  servei 
and,  yes,  with  software  developers. 

Benjamin  Ostrc 
Madison,  N. 

As  a  platform  buyer  of  Apple  coi| 
puters,  I  am  telling  you  that  no  amov 
of  media  propaganda  is  swaying  aij 
buying  decision  I  make.  Macintosh| 
work  gi'acefully  on  all  tasks  includiil 
data  management.  They  integrate  (I 
fectively  and  reliably  on  the  netwoJ 
and  have  outstanding  perfonnance  ai| 
RISC  platfonn  scalability.  With  the 
rent  platfoi'm  of  pci-based  Power 
intosh  computers,  I  have  never  be^ 
more  confident  in  oui"  platform  decisic 
Gary  Heinoini 
Director  of  Syster 
Mars  Advertisii 
Southfield,  Mic 

How  can  you,  with  clear  consciem 
tout  Apple  as  a  fallen  company,  whi 
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^ERMiT  Us  To  Expand  Upon  The  Idea 

Of  a  Luxury  Car. 


The  new  Chrysler  Town  &  Country  LXi  is  proof  that  it 
y  is  possible  to  make  a  luxury  of  necessity.  The  kind  of  vehicle 
need  has  become  the  kind  of  vehicle  you  want. 

Chrysler  Tovun  &  Country   

's  interior  pampers  you  and  your 
engers  with  fine  leather- trimmed 
ing  throughout.  Dual  zone  tem- 


eye  and  slip  the  wind.  It  has  a  slinky  .36  coefficient  of  drag.  You'll 
also  appreciate  the  convenience  of  a  driver's  side  sliding  door — 
the  only  such  door  on  a  minivan  today. 
  Of  course,  as  a  yninivan,  Chrysler 

Introducing  The  All  -New        Town  &  coumry  ixi  boasts 

Chrysler  Town  &  Country    '^^"^^"'^"^'^  ^"^^  practicality 


iture  controls  enable  the  driver  and  front  passenger  to  establish 
.onalized  climate  zones.  Other  seat  positiom  have  airflow 
ets  and,  in  the  rear,  there's  a  heater/air  conditioning  unit. 


The  interior  desigri  is  finely  finished  with  close  attention  to 
r  serenity:  We've  put  so  much  effort  into  noise  reduction  tiiat 
11  hear  little  more  than  your  companions'  conversation  or  the 
is  of  the  standard  AM/FM/CDIcassette  and  ten-speaker  Infinity 
mstic  iO"'  sound  system.  Dual  front  air  bags',  ABS  aivi  a  host 
ther  safety  measures  will  also  help  preserve  your  peace  of  mind. 

Outside,  Town  &  Country  LXi  is  scidpted  to  please  the 


beycmd  the  aspirations  of  luxury 
cars.  Like  storage  space — pockets,  drawers,  bins,  cup  holders 
and  cargo  space — that  sedam  could  oidy  dream  of  More  passenger 
space  than  any  luxury  car  short  of  a  limousine.  More  cargo  volume 
than  any  other  minivan.  Quad  Command  passenger  bucket  seats. 
And  new  removable  Easy  Out  Roller  Seats""  on  wheels,  with 
seatbacks  that  fold  to  form  a  flat  surface. 

Is  Chrysler  Town  &  Coimtry  LXi  all  things  for  all  people! 
No,  but  with  all  the  luxury  and  capability  it  offers,  it  could  be  all 
things  for  you.  If  you'll  permit  us  to  expand  upon  it  a  bit  more, 
please  call  l'800'4'A'CHRYSLER  for  more  information. 


Chrysler  Town  &  Country 

The  Ultimate 


^"Alum's-  ivear  ynur  vat  hch  Infmny  Acnmnc  /O'"  is  a  troAemirk  of  Infinity  Sound  Systems 


Readers  Report 


using  their  product  to  lay  out  yom-  own 
magazine?  Do  yoiu'  wiitei-s  speak  to  your 
art  dii'ectoi's?  Apple  Computer  has  some- 
thing that  none  of  its  competitors  have. 
In  fact,  I  can  only  think  of  a  handful  of 
companies  globally  that  share  it.  They 
have  a  following!  Mark  my  words:  Your 
readers  will  stop  reading  BUSINESS  week 
long  before  we  stop  buying  Macintoshes! 

Foster  Bass 
Cambridge,  Mass. 

How  about  a  story  of  how  the  media 
has  been  consistently  predicting  the 
demise  of  Apple  Computer  since  its  in- 
ception, and  how  they  have  been  con- 
sistently vvTong? 

Ian  D.  Brazier 
Graduate  School  of  Management 
University  of  Queensland 
Australia 

BUSINESS  WEEK  readers  deserve  clar- 
ification regarding  last  week's  Cover 
Story  about  Apple  Computer  and  its 
advertising.  I  was  managing  the  Apple 
account  when  the  now- famous  "1984" 
television  commercial  was  produced.  The 
notion  that  the  "1984"  commercial  "was 
shown  only  once"  is  a  myth.  It  actually 
ran  a  week  prior  to  the  Super  Bowl  in 
13  spot  markets.  One  of  these,  by  de- 
sign, was  Boca  Raton,  where  the  IBM  PC 
division  was  situated. 

Fred  Goldberg 
Chairman/CEO 
Goldberg  Moser  O'Neill 
San  Francisco 

IS  USAIR  GETTING  A  SAVIOR 

IN  STEPHEN  WOLF?  

Your  snide  comments  regarding 
Stephen  Wolf  in  "Back  in  the  cockpit" 
(In  Business  This  Week,  Jan.  29)  were 
really  out  of  order.  Wliile  Mr  Wolf  may 
make  a  significant  personal  gain  as  the 
new  CEO  at  USAir  Inc.,  the  point  of  yom" 
story  should  have  been  the  potential 
for  gain  to  the  owners  of  USAir  that  he 
brings  to  the  table,  just  as  he  sei-ved 
the  owners  so  well  at  Republic,  Flying 
Tiger,  and  especially  United  Airlines. 
To  suggest  that  Wolf  has  a  "bad  guy" 
image  or  that  he  "beat  up  on  employ- 
ees" is  wi'ong.  He  brings  to  the  airline 
business  the  skills  of  emphasizing  what 
is  right  about  an  airline — so  that  more 
customers  use  it — and  the  stockholders 
benefit.  If  that  means  some  people  with 
attitudes  inappropriate  for  a  custoiner- 
service  business  suffer,  so  be  it. 

Roger  J.  Baccigaluppi 
Chairman 
RE  International 
Sacramento 


CORRECTIONS  &  CLARIFICATIONS 

"Not  all  tax  software  is  created  equal"  (Per- 
sonal Business,  Feb.  5)  listed  the  incorrect 
developer  of  Kiplinger  TaxCut.  TaxCut  is  pro- 
duced by  Block  Financial  Corp. 

"Butterfly  on  a  pin"  (Up  Front,  Feb.  19)  er- 
roneous listed  the  weight  of  ibm's  Kite  note- 
book PC.  It  will  be  4.5  pounds.  The  item  also 
incorrectly  listed  the  new  price  for  the  But- 
terfly: It's  now  priced  from  $1,499  to 
$2,299. 


I  am  tired  of  hearing  about  Stephen 
Wolf,  the  savior  of  United  AirUnes  Inc. 
He  agTeed  to  excessive  labor  contracts 
that  led  to  financial  difficulties  (this  is 
the  part  that  is  usually  not  mentioned), 
and  then  he  gave  up  half  of  the  company 
to  buy  United  out  of  the  agi-eements. 
Where  is  the  genius  in  that?  The  share- 
holdere  lost  half  of  their  company  to  pay 
for  the  mistakes  of  Wolf  and  his  man- 
agement team.  But  of  course,  there  is 
real  genius  involved — Wolf  walks  away 
with  millions  of  doUai's  for  his  fine  work. 

I  hope  the  shareholders  of  USAir 
make  out  better. 

Paul  R.  Knapp 
Chicago 

MAKING  SENSE  OF 
WASHINGTON  STAGNATION 

In  response  to  your  article  "The  Pol- 
itics of  Stagnation"  (Editorials,  Feb.  5), 
since  fdr's  first  term,  government  has 
taken  control  of  more  and  more  of  oui" 
lives  so  that  now,  any  government  ac- 
tion or  policy  virtually  affects  all  of  oui' 
lives.  With  such  high  stakes,  it  is  im- 
perative that  each  of  us  fight  a  battle 
for  what  we  want  on  eveiy  issue.  I  am 
delighted  to  see  stagnation  in  Washing- 
ton over  the  issue  of  whether  the  gov- 
ernment should  sjjend  a  little  more  or  a 
lot  more  on  health,  education,  welfare, 
policing  the  world,  foreign  aid,  disaster 
relief,  subsidizing  real  estate,  subsidizing 
the  arts,  immigi-ation,  and  God  knows 
what  else  it  does. 

Jim  Johnson 
Lomita,  Calif. 

CATHAY'S  CONFIDENCE 

IN  THE  BOEING  777  

I  refer  to  "Did  the  faa  go  easy  on 
Boeing?"  (The  Corporation,  Jan.  29). 
The  story  claims  that  in  1993,  a  Cathay 
Pacific  Airways  Ltd.  Boeing  747  aiix-raft 
flying  out  of  Los  Angeles  suffered  "such 
severe  vibrations  that  the  pilots  consid- 


ered ditching  the  plane  in  the  sea." 
is  pure  fantasy.  The  fan-blade  fail 
on  the  flight  is  the  only  case  in  60 
lion  hours  of  operation  of  the  RB21 
family  of  engines,  and  the  fact  is,  a' 
craft  are  designed  and  built  to  wit 
stand  such  events.  The  aircraft  cor 
cerned  was  fully  controllable  at  a 
times,  and  ditching  the  aircraft  nev 
crossed  the  captain's  mind.  In  fact, 
eased  the  vibration  by  slowing  do 
the  aircraft  and  then  returned  to 
Angeles.  The  aircraft  made  its  flight 
hours  later  after  an  engine  change  a 
has  never  experienced  any  in-servi 
problems  since.  You  may  be  interest 
to  hear  that  the  captain  of  the  19 
Cathay  Pacific  flight  referred  to  in  t' 
article  has  expressed  a  keen  interest ' 
flying  the  777,  which  we  and  many  ot 
er  airlines  have  ordered. 

C.F  Kwa 
Manag( 

Corporate  Communicatio 
Cathay  Pacific  Airwaj 
Hong  Kor 

Editor's  note:  business  week's  com 
ments  on  the  7^7  fan  blade  failun 
which  raised  concerns  urithin  the  Fea 
eral  Aviation  Administration  about  th 
much  larger  777  engine  then  under  (k 
velopment,  were  based  on  an  faa  briej 
ing  paper.  The  Feb.  ik.  1995,  paper  sai 
as  a  result  of  the  failure,  "severe  vibra 
tion  levels  were  experienced  as  th 
engine  windmilled.  The  flight  crew  dt 
dared  an  emergency  and  was  considei 
ing  ditching  the  airplane  because  ofi 
concern  for  structural  integrity."  TW' 
FAA  sources  iyidependently  confirm^ 
the  incident's  severity. 


HOW  TO  REACH  BUSINESSWEEK 

LETTERS  FOR  READERS  REPORT 

All  letters  must  include  an  address  and  daytime  and 

evening  phone  numbers.  We  reserve  the  right  to  edit 

letters  for  clarity  and  space  and  to  use  them  in  all 

electronic  and  print  editions. 

Mail:  Business  Week.  1221  Avenue  of  the  Americas, 

39th  floor,  New  York,  NY  10020 

Fax:  (212)  512-6458 

Internet:  bwreader@mgh.com  ^ 
America  Online:  readersbw 

SUBSCRIBER  SERVICES 

For  individual  subscriptions,  corporate  subscriptions, 

renewals,  changes  or  problems,  and  single  copies. 

Phone: (800)  635-1200  or  (609)  426-7500 

Fax:  (609)  426-7623, 

Internet:  bwhelp@mcgraw-hill.com 

COPYRIGHT  PERMISSIONS 

Before  quoting  or  reproducing  editorial  material. 
Phone  (212)  512-4801 
Fax:  (212)  512-4938 

BUSINESSWEEK  ONLINE 

The  full  text  of  Business  Week  and  many  other  features 
are  available  on  America  Online  For  information,  call 
(800)  641-4848  and  mention  Business  Week. 


14  BUSINESS  WEEK  /  FEBRUARY  26,  1996 


on't  you  wish 

I'eryone  who  said 

'II  meet  you 

b  the  office  by 

):00  AM'' 

ould  guarantee  it? 


c 

r: 


^id  'ibirie,  UPS  now  guaratitet'^ 
ght  delivery  by  8:00  AM  For 
,  jusi  call  1-800-PICK-UPS 


099 


Worldwide 
Olympic  Sponsor 


Promises  and  pledges  are  a  dime  a  dozen.  Guarantees,  consider- 
ably more  rare.  Which  makes  our  UPS  Early  A.M.  Service 
all  the  more  remarkable.  We  now  gviarantee  overnight  delivery 
by  8:00  AM  to  business  centers  throughout  the  U.S.*  Not 
only  from  most  places  across  the  country,  but  even  from 
cities  around  the  world.  That  guarantees  your  day  will  get 
off  to  a  productive  start.  You  can  be  dreaming  up  new  ideas 
and  solutions  while  your  tardy  colleagues  are  dreaming  up 
excuses.  UPS  Early  A.M.  Service.  Finally,  someone  you  can 
count  on  to  show  up  early.  Now  if  you  could  only  count 
on  whoever  is  bringing  the  coffee  and  pastries. 

MOVING  at  the  SPEED  of  BUSINESS. 


Books 


THE  LAST  STAND 

The  War  Between  Wall  Street  and  Main  Street  Over  California's  Ancient  Redwoods 

By  David  Harris 

Times  .  373pp  •  $25.00 


A  1980s 

CHAINSAW  MASSACRE 


To  walk  thi'ough  the  few  sui-viving 
stands  of  Northern  CaHfornia 
coast  redwoods  is  Hke  taking  a 
journey  into  the  primordial  past.  For 
aeons  before  humans  came  onto  the 
scene,  the  trees  existed  in  mist-shroud- 
ed obscurity,  sei'ving  as  home  to  an  ex- 
traordinary array  of  wildlife.  But  all  of 
this  is  secondary  to  Texas  financier 
Charles  Hui-witz,  to  whom  the  ancient 
forests'  only  value  is  economic.  A  single 
old-growth  tree  equals  about  $30,000 
worth  of  lumber. 

Even  by  the  rapacious  standards  of 
the  1980s,  *Hurwitz'  1985  hostile  take- 
over of  Pacific  Lumber  Co.  stands  out, 
largely  because  it  precipitated  an  as- 
sault on  the  188.000  acres  of  redwoods 
acquired  in  the  deal.  But  according  to 
the  Darwinian  rules  of  1980s'  dealmak- 
ing,  Hm-witz  had  httle  choice.  Financed 
with  more  than  $800  million  in  junk 
bonds,  the  Pacific  Lumber  deal  only 
worked  if  Hurwitz  serviced  the  debt 
by  doubling,  then  tripling,  the  rate  of 
lumbering.  And  if  he  could  clear  all  of 
the  old-gi'owlh  trees,  Hurwitz  figiu'ed 
that  he  would  end  up  $1  billion  ahead. 

In  the  frenzy  to  cut  trees,  Hurwitz 
also  managed  to  overturn  a  well-run 
family  business  and  to  bring  chaos  to 
Scotia,  Calif.,  the  small  company  town 
where  Pacific  Lumber's  mills  had  pro- 
vided steady  jobs  and  strong  commu- 
nity bonds  for  more  than  five  decades. 
And  he  aroused  the  rage  of  a  small 
band  of  militant  environmentalists  who 
fought  the  financier  every  step  of  the 
way. 

This  sad  story  is  told  in  all  its  giitty 
detail  in  The  Last  Stand,  David  Hams' 
riveting  book,  in  which  almost  no  one 
comes  out  looking  good.  Harris,  a  for- 
mer contributing  editor  to  The  New 
York  Times  Magazine  and  Rolling 
Stone,  has  produced  a  work  that  reads 
more  like  a  Raymond  Chandler  novel 
than  a  piece  of  journalism.  Moving 


seamlessly  from  the  action  on  the  high- 
yield  trading  desks  in  New  York  and 
Beverly  Hills  to  small-town  gossip  ses- 
sions at  the  local  Scotia  diner  to  meet- 
ings of  the  disheveled  Earth  First! 
protesters,  Harris  weaves  a  tapestry 
of  mounting  intrigue  and  impending 
danger. 

Along  the  way,  the  author  provides  a 
nostalgia  trip  through  the  wild  days  of 
junk-bond  dealmaking.  Assisting  Hur- 
witz is  a  Who's  Who  of  1980s  opera- 
tors. Drexel  Burnham  Lambert,  Hur- 
witz' investment  banker.   

conducts  a  surreptitious 
aerial  survey  of  Pacific 
Lumber's  timber  holdings. 
Then,  Hanis  writes,  Drex- 
el's  Michael  Milken,  with  a 
wave  of  the  hand,  agrees 
to  peddle  the  junk  bonds 
to  his  network  of  custom- 
ers, wliile  Ivan  Boesky  and 
Boyd  Jefferies  quietly  park 
big  chunks  of  Pacific  Lum- 
ber shares  until  Hurwitz 
is  ready  to  pounce.  Later, 
it  is  Milken's  buddy,  Fred 
Carr,  who  helps  Hurwitz 
tap  the  "overfunded"  employee  pension 
fund  through  his  insurance  company, 
First  Executive  Corp. 

Hairis  excels  in  describing  the  trans- 
formation of  Pacific  Lumber  and  the 
town  of  Scotia  following  the  takeover. 
For  decades,  the  company's  founders 
ran  it  like  a  big  extended  family.  De- 
spite legendary  boom-and-bust  cycles  in 
the  lumber  industry,  the  townsfolk  in 
Scotia  enjoyed  steady  work.  The  rea- 
son: Since  the  1930s,  Pacific  Lumber 
fiercely  adhered  to  a  conservative  har- 
vesting progi'am,  each  year  selectively 
cutting  just  the  amount  of  board  feet 
that  it  figured  would  gi'ow  back. 

And  Pacific  Lumber  supplied  more 
than  steady  jobs.  Unhke  at  other  mills, 
Harris  says,  workers  enjoyed  pensions. 


n'  1 B  nuns 


health  benefits,  and  an  employee 
plan,  while  evei-y  kid  who  won  i 
sion  to  college  got  a  scholarship,  pi 
vided  cradle-to-grave  corporate  we 
Into  this  Frank  Capraesque  | 
burst  Charles  Hurwitz.  At  first, 
witz  brought  a  nice  windfall.  Ri 
the-clock  operations  produced  extra 
for  new  pickup  tinacks  and  washing 
chines.  But  soon,  the  town  seemj 
lose  its  bearings,  injuries  mount 
the  mill,  and,  when  Hurwitz  sipr 
cash  from  the  pension  fund,  woi 
mounted  their  own  buyout  plan,  \ 
eventually  proved  unsuccessful. 

Ultimately,  though,  it  was  theBdfc 
fi'ontation  between  Pacific  Lumbet  -ii 
Earth  Fii'st  that  laid  waste  both  to  i  i-  ' 
witz'  plans  and  Scotia's  well-b  oe.  A 
Clear-cutting   of  entire  old-grrn 
stands — "monster  trees  that  yielde  ti  ■  . 
best  softwood  in  existence" — sparl  (i  - 
series  of  tumultuous  protest  maih  ' 
and  a  string  of  lawsuits  that  hav 
this  day  suspended  logging  in  th(S 

  cient   grove  knowr^aj 

Headwaters  Forest,  p:--  ' 
witz,    it    seems,    Id  : 
underestimated  the  pr  ' 
of  the  environmentast; . 
With  production  down 
offs  have  soai'ed.  But ;  t 
of  clear-cutting  destrjt 
irreplaceable  forests.  | 
As  compelling  as",' 
Last  Stand  is,  the  to^ 
could  use  some  cuttii!o: 
its  own.  As  the  alt.') 
shifts  fi'om  the  board 
to  the  backwoods  of 
bei-ville,  the  enclave 
the  Earth  First  organizers  hold 
meetings,  the  pace  slows  to  a  c: 
And  while  most  of  the  writin 
straightforward,  at  times  Harris 
too  hard.  "Night  had  fallen  like  a 
iron  safe  down  an  elevator  shaft,; 
wites. 

But  these  are  minor  faults.  The 
Stand  is  provocative,  and  it's  gooc 
tertainment.  In  an  age  when  "max: 
ing  shareholder  value"  has  becor 
corporate  mantra,  Harris'  account 
lenges  us  to  hold  corporations  to  a 
er  standard.  Shareholders  count  f 
lot.  But  so  should  workers  and 
environment. 

BY  ERIC  SCI 

Schine  covers  forest  industries 
the  environment  from  Los  Angeles 


HOW  DREXEL  DEALMAKERS  AND  MILITANT 


TREE-HUGGERS  DESTROYED  A  LUMBER  TOWN 
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RIRIE 
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•  120MHz  Pentium*  ; 
processor  with  PCI  bus  - 
and  256KB  L2  Cache 

•  Brilliant  SVGA  TFT 
Screen  ■■. 

•  2MB  Video  memory  •;■  .  -  ^ 

•8MB  RAM, 
upgradeable  to  32MB 

•  1.2GB  Hard  Disk  Drive  .. 

•  Multimedia  package:  i 
Built-in  16-bit  sound, 
internal  speaker  and 
dual  mode  microphone 

•  Two  Lithium  ion 
battery  packs 

•  Serial  infrared  port  for 
wireless  connectivity' 

•  Windows  95  and 
Windows  for 
Workgroups 
pre-installed 

Designea  for 

m. 

Microsoft" 
P®nVH'71  Winc!ows'95 


We  Can  Help  You  Run  Your  Empire. 
(All  1900  Square  Feet  Of  It.)  if  you  have  your 


own  business,  you  should  have  a  MasterCard  BusinessCard! 

MasterCard,  ^ 

It's  accepted  at  three  times  as  many  places    j^if  jj^fb  ^b^q 

0000       Si 2m 

as  the  American  Express*  Corporate  Card,  to  meet  more  of 


your  business  needs.  Plus,  you'll  get 


primary  car  rental  insurance  and 


medical  coverage  with  a  MasterCard 


BusinessCard.  (Amex  won't  give  you 


that.)  But  the  best  part  is,  when  your  bill  comes,  you  decide  how 


much  of  it  you're  going  to  pay  off  that  month.  Hey,  you're  the  boss. 


MasterCard .  It's  more  than  a  credit  card.  It's  smart  moneys  ^^^^ 

For  more  iiiforiihitioii,  tall  MasterCard  International  at  1-800-727-8825,  ext.  10. 


lOI'/'/S  M.iilrrCml  Inlrrtl.lll.m.ll       ,.r;.,.r,il,  J 


MasterCard ,  pnoiid  sponsor  of  world  class  i^olj  et'ents. 


u  can 


i 


nee  vou  re  in  a 


omfortable  positio 


•  rking  in  your  room]  Perhaps  you  want  to  .'r^f^  a  tax.  To  <W<'r  a  dinner  entree.  To /'(/ir 

•  suit  dry-cleaned.  To  get  tickets  for  the  theatre.  In  this  office,  you  can  request  aiiythiiiij  you 
re.  Including  hours  upon  hours  of  wondertuUy  productive  silence.  For  rcjeivatioiu  at  The  \X\\itiii 
ria  Plaza,  J/e.xiea  City,  or  at  any  W'ejtiii  hotel  or  re.'ort,  call  your  travel  eoii/i.ielor  or  ( SOO)  22S-J000. 


Gal  eria  Plaza 


ooks 


THE  BUSINESS  WEEK  BEST-SELLER  LIST 


HARDCOVER  BUSINESS  BOOKS 


THE  BEARDSTOWN  LADIES'  STITCH-IN-TIME  GUIDE  TO 
GROWING  YOUR  NEST  EGG  by  the  Beardstown  Ladies 
Investment  Club  with  Robin  Dellabough  (Hyperion  •  $19.95) 
The  team  from  Illinois  turns  to  retirement  planning. 
THE  ROAD  AHEAD  by  Bill  Gates,  with  Nathan  Myhrvold  and 
Peter  Rinearson  (Viking  •  $29.95)  Observations  on  the  l-way 
and  a  peek  at  the  $30  million  house  that  Bill  built. 
MEGATRENDS  ASIA  by  John  Naisbitt  (Simon  &  Schuster  • 
$24)  Look  eastward,  executives. 

THE  DISCIPLINE  OF  MARKET  LEADERS  by  Michael  Treacy 
and  Fred  Wiersema  (Addison-Wesley  •  $25)  Consultants 
diagnose  what  successful  companies  do. 

THE  MOTLEY  FOOL  INVESTMENT  GUIDE  by  David  and  Tom 
Gardner  (Simon  &  Schuster  •  $24)  An  online  investment 
team  puts  it  in  writing. 
INSIDE  THE  TORNADO  by  Geoffrey  A.  Moore 
(HarperBusiness  •  $25)  A  dip  into  Silicon  Valley  for  lessons 
on  marketing. 

BUILT  TO  LAST  by  James  C.  Collins  and  Jerry  I.  Porras 
(HarperBusiness  •  $25)  How  3M,  Wal-Mart,  Procter  & 
Gamble,  and  others  became  standouts. 

THE  WHIZ  KID  OF  WALL  STREET'S  INVESTMENT  GUIDE  by 

Matt  Seto  with  Steven  Levingston  (Morrow  •  $22)  It's  a  lot 

tike  swapping  baseball  cards,  says  the  prodigy 

THE  DIGITAL  ECONOMY  by  Don  Tapscott  (McGraw-Hill  • 

$24.95)  How  business  is  using  information  technologies. 

REAL  CHANGE  LEADERS  by  Jon  R.  Katzenbach  and  the  RCL 

Team  (Times  Business  •  $27.50)  McKinsey  &  Co.  consultants 

look  at  innovative  middle  managers. 

BUFFETT  by  Roger  Lowenstein  (Random  House  •  $27.50) 

The  life  and  wisdom  of  the  Oracle  of  Omaha. 

MANAGING  IN  A  TIME  OF  GREAT  CHANGE  by  Peter  F. 

Drucker  (Dutton  •  $24.95)  Broad-ranging  essays  from  the 

grand  old  man  of  American  business  thought. 

RAVING  FANS  by  Kenneth  Blanchard  PhD  and  Sheldon 

Bowles  (Morrow  •  $20)  How  to  turn  customers  into  your 

biggest  boosters. 

EMPOWERMENT  TAKES  MORE  THAN  A  MINUTE  by  Ken 

Blanchard,  John  P.  Carlos,  and  Alan  Rudolph  (Berrett-Koehler 

•  $20)  A  motivational  how-to  in  story  form. 

MARSHALL  LOEB'S  LIFETIME  FINANCIAL  STRATEGIES  by 

Marshall  Loeb  (Little,  Brown  •  $27.95)  A  money  maven's 
detailed  guide. 


PAPERBACK  BUSINESS  BOOKS 


1  THE  SEVEN  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 

by  Stephen  R.  Covey  (Fireside  •  $12)  Habitually  popular. 

2  THE  BEARDSTOWN  LADIES'  COMMON-SENSE 
INVESTMENT  GUIDE  by  the  Beardstown  Ladies  Investment 
Club  with  Leslie  Whitaker  (Hyperion  •  $10.95)  Recipes  for 
Four- Bean  Salad,  Five-Hour  Stew — and  23%  returns. 

3  LEARN  TO  EARN  by  Peter  Lynch  and  John  Rothchild  (Fire- 
side •  $13)  Capitalism  for  beginners. 

4  FIRST  THINGS  FIRST  by  Stephen  R.  Covey,  A.  Roger 
Merrill,  and  Rebecca  R.  Merrill  (Fireside  •  $14)  Managing 
your  time  by  balancing  your  life. 

5  THE  ERNST  &  YOUNG  TAX  GUIDE  1996  by  the  Tax  Partners 
and  Professionals  of  Ernst  &  Young  LLP  (Wiley  •  $14.95) 
April  is  the  cruelest  month. 

6  THE  1996  WHAT  COLOR  IS  YOUR  PARACHUTE?  by 
Richard  Nelson  BoHes  (Ten  Speed  Press  •  $14.95)  The 
latest  incarnation  of  the  enduring  job-search  bible. 

7  YOUR  MONEY  OR  YOUR  LIFE  by  Joe  Dominguez  and  Vicki 
Robin  (Penguin  •  $11.95)  To  achieve  financial  indepen- 
dence, restructure  your  life. 

8  J.K.  LASSER'S  YOUR  INCOME  TAX  1996  by  the  J.K.  Lasser 
Institute  (Macmillan  •  $14.95)  1099s  and  W-2s  anyone? 

9  THE  WALL  STREET  JOURNAL  GUIDE  TO  UNDERSTANDING 
MONEY  AND  INVESTING  by  Kenneth  M.  Morris  and  Alan  M. 
Siegel  (Fireside  •  $13.95)  Concise  explanations  enriched 
with  graphics. 

10  THE  ONLY  INVESTMENT  GUIDE  YOU'LL  EVER  NEED  by 

Andrew  Tobias  (Harcourt,  Brace  •  $12)  Overcoming  "money 
intimidation, "  now  in  an  updated  edition. 

11  PERSONAL  FINANCE  FOR  DUMMIES  by  Eric  Tyson  (IDG 
Books  •  $16.95)  Lighthearted  primer. 

12  GETTING  TO  YES  by  Roger  Fisher,  William  Ury,  and  Bruce 
Patton  (Penguin  •  $11.95)  A  Harvard  team's  step-by-step 
guide  to  conflict  resolution. 

13  THE  GOAL  by  Eliyahu  M.  Goldratt  (North  River  Press  • 
$19.95)  Bringing  your  strategies  in  line  with  your  No.  1 
purpose:  making  money. 

14  1001  WAYS  TO  REWARD  EMPLOYEES  by  Bob  Nelson  (Work- 
man •  $8.95)  Give  them  a  champagne  brunch,  a  casual- 
dress  day — or  plain  old  cash. 

15  KNOCK  'EM  DEAD  by  Martin  Yate  (Adams  •  $9.95)  A  job- 
seeker's  handbook. 


iNEss  week's  Best-Seller  List  is  based  on  a  sun/ey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economics,  man- 
ment,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  represent- 
Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  January. 


HOT  TYPE 


Peter  Lynch  has  a  beef  with  American 
education:  It  doesn't  teach  the  basics 
westing.  As  a  result,  says  the  former  manager  of  Fidelity 
stment's  Magellan  fund,  many  Americans  don't  start  in- 
ng  until  late  in  life,  forgoing  years  of  profitable  returns.  In 
:hird  book,  Learn  to  Earn.-  A  Beginner's  Guide  to  tfie  Ba- 
of  Investing  and  Business  (Fireside),  written  with  John 
ichild,  Lynch  tries  to  fill  the  void  in  investment  education 
,^  a  capsule  history  of  capitalism.  This  month,  Learn  to 
)  is  No.  3  on  business  week's  paperback  Best-Seller  List, 
'ew  are  better  qualified  to  explain  investing  than  Lynch, 
best  money  manager  of  the  1980s.  But  those  looking  for 
ft  1  insights  will  find  little  beyond  what  Lynch  has  already 


written  in  two  prior  books.  Beating  ttie  Street  and  One  Up  on 
Wall  Street.  The  Gospel  According  to  Lynch  remains  the 
same:  Buy  stocks  and  hold  them. 

There  are  some  new  details  in  Learn  to  Earn,  including  an 
explanation  of  how  to  read  stock  tables  and  a  discussion  of 
price-earnings  ratios.  But  most  of  the  book  is  a  defense  of 
capitalism.  Lynch  wants  to  persuade  people  to  trust  corporate 
leaders.  "There's  a  mistaken  idea  floating  around  that  people 
who  do  things  for  profit  are  being  greedy  or  underhand- 
ed... because  whenever  one  person  makes  a  bundle  it's  at  the 
expense  of  everybody  else,"  Lynch  writes.  Instead,  he  argues, 
smart  investors  embrace  those  who  create  society's  wealth. 

BY  GEOFFREY  SMITH 
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COMPAQ 


The  problem  with  trouble  is  that  usually  by  the  time  ytni  had  out  about  it,  it's  too  late.  Not  so  with  Compaq 
Intelligent  Manageability.  Compaq  Intelligent  Manageability  is  a  superior  collection  of  preinstalled  features  and 
tools  found  only  on  the  Compaq  Dcskpro.  Together,  they  work  to  detect  and  eliminate  a  variety  of  potential 
problems  on  your  network  before  they  become  real  ones.  Fault  Management  features  like  our  IntelliSafe  drive, 
which  not  only  notifies  you  of  impending  failure  but  also  back.s  itself  up,  minimizing  loss  of  mission-critical  data 


tf'RE  Flying  Along  At  25,000  Feet  When  Suddenly 


HREE  Of  The  Engines  Quit.  Now  Would  Be  A  Good 


Time  To  Talk  About  Superior  Fault  Management. 


and  PC  downtime.  And  Asset  Management,  whose  features  help  you  keep  track  of  hardware  and  software  across 
the  network  from  the  comfort  of  your  desk.  Because  all  the  information  you  need  can  be  delivered  remotely  to  your 
PC.  Compaq  Intelligent  Manageability  also  includes  a  witle  range  of  security  features  designed  to  keep  your  network 
secure.  Which  all  adds  up  to  providing  the  best  and  most  comprehensive  solution  for  managing  PCs  and  predicting 


trouble  on  your  network.  Because  when  there's  trouble,  don't  you  want  to  know  about  it-before  it  happens? 


As  with  .ill  C.impjq  PCs.  IKskpr.i  iMi.M-nd  In  .mr  Irct  5  year  limiu-.l  warranty  Fur  mc.rt  inl..rniali,in  ,m  .lur  lull  lint  i.l  Li.mpaq  .K-ktop  \'Us.  .all  us  al  I  SIM  W5  I5IS  .ir  r.  a.  S  us  ..n  ik  Wtl>  at 
www  compaq.enm-  In  Canada,  wl-  can  rcatliL-iJ  at  1-800-567-1616  C>I996  Cninpaq  Compiiti  r  t_  tirpi.ratinn  All  rights  reserved  Compaq  and  Oeskpni  registen  ti  U  S  Patent  an<l  Trademark  (  )IIk  e. 
Snme  teatl'res  avadahle  with  Compaq  Deskpro  and  independent  sottware  applications  Other  lealures  nnlv  available  w  ith  Windows  95 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 

NO-FRILLS 
LAPTOPS 


There  are  many 
serviceable  portables 
that  can  be  had  for 
less  than  $2,000 

Laptops  today  come 
with  everything:  CD- 
ROMs,  fast  Pentium 
chips,  lots  of  memory,  big 
hard  drives,  big  screens,  and 
big  price  tags.  These  high- 
end  machines  are  a  blessing 
if  you  do  multimedia  presen- 
tations or  heavy-duty  finan- 
cial analysis  on  the  road.  But 
what  if  you  just  need  a  lap- 
top to  keep  in  touch 
with  your  E-mail, 
knock  off  a  memo  or 
two,  or  do  a  little 
light  spreadsheet 
work  while  you're 
traveling? 

There's  no  reason 
to  spend  $6,000,  or 
even  $8,000,  for  a 
light-duty  laptop.  For 
less  than  $2,000, 
you  can  get  a  ser- 
viceable machine; 
for  .$2,500,  a  some- 
what luxm-ious  one.  And 
if  your  needs  ai'e  ti'uly 
imal,  you  may  be  able  to 
scrape  by  for  as  little  as 
$1,000.  A  14.4  kilobits-per- 
second  PC  Card  modem  will 
add  about  $150,  a  28.8  kbps 
modem  about  $250. 
SLOW  PROCESSORS.  In  lap- 
tops, like  everything  else, 
you  still  get  what  you  pay 
for,  and  portables  in  this 
price  range  aren't  the  latest 
and  greatest.  Pentiums  are 
just  starting  to  appear  in 
computer  makers'  "value 
line"  notebooks.  Most  use 
486  processors  and,  at  the 
very  low  end,  slow  ones. 
Screens  will  be  passive  ma- 
trix, which  are  not  as  bright 


as  active  matrix.  The  disk 
drive  may  be  only  340  mega- 
bytes. The  battery  will  be 
nickel  metal  hydride,  not 
longer-lasting  lithium  ion. 
And,  of  course,  there  will  be 
no  CD-ROM  drive  or  sound. 
You  can  get  a  machine  from 
top-line  vendors,  including 
IBM,  Compaq,  Toshiba,  and 
Texas  Instruments,  though 
it  may  be  a  unit  that  has 
just  been,  or  soon  will  be, 
discontinued. 

What's  the  minimum  you 
should  look  for  in  a  laptop? 

Tnless  you're 

1 


,K>i-iii«|Baa£~ 


■  1    !  1 

L 

1  '  . 

slu'e  you  will  never  nm  Win- 
dows, I'd  avoid  the  few  stray 
monochrome  machines  out 
there,  as  well  as  anything 
with  less  than  8  megabytes 
of  memory.  I  wouldn't  con- 
sider a  processor  slower  than 
a  50  megahertz  486DX  nor  a 
hard  drive  smaller  than  340 
megabytes.  Unless  you  can 
get  by  with  the  barest  mini- 
mum, avoid,  for  example,  the 
Compaq  Aero  4/33.  Although 
its  widely  advertised  price  of 
$1,000  and  its  light  weight 
make  it  attractive,  it  is  sim- 
ply too  underpowered  to 


meet   most   users'  needs. 

I  would  also  go  for  a  lap- 
top with  Windows  95  in- 
stalled. If  it  isn't  already 
loaded,  make  sure  that 
Win95  will  work  with  that 
machine.  Whatever  the  de- 
bates over  the  merits  of 
Win95  on  desktops,  its  super- 
ior communications  support, 
handling  of  PC  Card  accesso- 
ries, and  power-management 
capabilities  make  it  the  clear 
choice  for  laptops.  But  some 
notebooks  made  before  last 
July  may  have  problems  nm- 
ning  Win95. 

FLAWED  DESIGN.  This  still 
leaves  you  with  an  abun- 
dance of  choices  below 
.$2,000.  For  example,  .you  can 
find  the  Toshiba  T21lbCS  for 
around  $1,650,  though  you 
should  expect  to  spend  an- 
other .$250  or  so  for  an  extra 
4  megabytes  of  RAf4.  A  basic 
IBM  ThinkPad  365CS  will  set 
you  back  around  $1,800.  Al- 
though the  ThinkPad  design 
is  flawed  by  an  AC  power 
adapter  that  doesn't  like  to 
stay  connected  to  its  comput- 
er socket,  the  365  series 
is  rare  in  offering  a  $2,500 
model  that  includes  a  cd-rom 
drive  and  sound. 

Other  possibilities  in  the 
under-$2,000  categoiy,  includ- 
ing any  RAM  upgrade  needed 
to  bring  memory  to  8  mega- 
bytes, are  the  Ti  Extensa 

f 450,  the  Compaq 
X  Contura  410c,  and 
\  the  NEC  Versa 
:\  \  V/50C.  Perhaps 
the  greatest 
bargain  out 
there  is  the  orphaned  at&t 
Globalyst  130.  Rumerson 
Technologies  (800  929-0029), 
liquidator  of  at&t's  computer 
inventories,  is  selling  the 
Globalyst  for  $1,450. 

By  the  end  of  the  year, 
these  486-based  macliines  are 
likely  to  disappear  from 
product  lists  and  inventories, 
to  be  replaced  at  the  low  end 
by  75-megahertz  Pentiums. 
But  if  you  don't  need  a  state- 
of-the-art  portable,  any  of 
these  computers  will  hkely 
meet  your  needs  for  at  least 
the  next  couple  of  years. 


BULLETIN  BOARD 


SOFTWARE 
POLYGLOT  PROGRAMS 

Business  is  getting  more 
global  every  day,  but  few 
computers  do  more  tlian  one 
language  well.  Those  who 
need  strong  multilingual  fea^ 
tures  can  get  help  from  a  lim 
of  Windows  programs  from 
Accent  Software  Internationa 
(800  535-5256). 
The  Accent  Professional 

Hel]l^,c™ 
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multilingual  word  processor 
($399)  provides  typefaces  for 
display  and  printing  of  more 
than  30  languages,  spell 
checkers  for  16,  and  thesau- 
ruses  for  II.  It  provides  sev- 
en alphabets  and  a  variety  of 
accents  for  Latin  characters. 
Onscreen  keyboard  maps 
guide  your  typing.  The  pro- 
gram offers  particularly 
strong  support  for  Hebrew 
and  Arabic,  and  allows  both 
left-to-right  and  right-to-left 
typing  on  the  same  line. 

Accent  Duo  ($129)  comes 
in  French,  Italian,  Spanish, 
and  German  versions.  High- 
light a  section  of  text  and  hit 
the  translate  button  to  get  a 
serviceable  translation  to  or 
from  English.  Duo  also  has  a 
version  of  Accent's  multi- 
lingual word  processor. 

International  Web  surfers 
will  find  Internet  with  an  Ac- 
cent ($99)  useful.  You  can 
create  or  browse  Web  pages  ir 
many  languages  (though  you 
may  have  to  tell  the  browser 
what  alphabet  it's  looking  at) 
Sample  versions  can  be 
downloaded  from  the  Web  at 
http://www.accentsoft.com. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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Another  expert  tells  you 
where  to  put  your  money. 


"The  Lincoln  Town  Car  is  a  Best  Buy." 

Consumers  Digest 

Consumers  Digest  calls  a  Best  Buy  "a  product  that  offers 
outstanding  value  for  its  price."  We  call  it  Lincoln  Town  Car. 
The  editors  were  impressed  that  "this  big  Lincoln  retains  the  best 
of  what  has  always  been  good  about  large  American  sedans." 
The  experts  agree;  even  when  money  is  no  object,  value  is. 

Three  Ways  To  Lease 


«499/«l,999 

per  month  down 

24-Month  Red  Carpet  Lease 

First  Months  Payment'  $499 

Down  Payment  (Net  of  RCL Gsh)  ..Sl,999 

Refundable  Security  Deposit  $500 

Cash  Due  At  Sigmng"  $2,998 

30,000-Mile  Lease 


or 


589/«0 

per  month  down 

24-Month  Red  Carpet  Lease 

First  Month's  Payment*  $589 

Down  Payment  (N«  of  RCL  Cashi  $0 

Refundable  Security  Deposit  $600 

Cash  Due  At  Sigmng"  $1,189 

30,000-Mile  Lease 


or 


«12,584 

One -Time  Lease 
Payment 

APP  Payment  (Net of  RCLCashi".. $12,584 

Refundable  Secunty  Deposit  $525 

Cash  Due  At  Sigmng"  $13,109 

Cash  Outlay  Over  24  Months"  $12,584 

30,000-Mile  Lease 


LINCOLN 

W  hat    A    Luxury    Car     Should  Be 


S  Lincohi  Town  <  jr  Iaitihiu-  V-ni-s  \1SRI'  >r  (_'\cludjni;  uilf,  ia.\es  ;uid  license  fee  Convemion;i!  aiitl  Adv;iiin.-  i'lmiu'nt  Pninnuii  Ituse  pavmeiiLs  biLsttl  on  aveni^e  capitalized  ciisi  ol  Ml  !)■;  ot  MSHP  for  24 -month  closed-end 
d  Credit  Keil  liarjU'i  1  rases  (  i  pun  li.i"-cd  m  llie  iiutntn  tlinm^li  I  l/^^lA)S  Some  pj\nieiiLs  lii;;lK'r  M»nie  Inwer  See  draler  l(»r  p-nnieiil/lemis  Lessee  ma\  ini\e  nplion  to  biiv  \eliRk'  al  lr,i.se  niil  .il  pnic  lu-^oliaied  dealer  al 
Ung.  Lessee  responsihle  lor  e\u'ss  ^w.u  .iiul  ie;ir  .uid  inilwije  u\er  ^(1,0(10  M  S  1  l^iiiile  Credit  apprn\;iJ/iiisiiniliilii\  delenniried  b\  i  nid  Credit  hir  spt\i.il  k'.ise  terms  ;uid  $^Mi)i)  KCl.  ciLsh,  Like  iiru  in.iil  (Iciiu-r.  from  dealer  stock 
i/2A)(),  MoniliK  pauiiems  ini.il  Si        witli  dimn  pawneni  or        ■^(t  wiili  Sd  down  pa\ineni  (iirreni  Linmlii  lessees  (niahl\  Inr  an  addiiloniil  S^i'i)  lea.se  renewal  intenlive  loward  a  'id  Imui  Car  KCl.  piKir  lo  4/2/%. 

dealer  for  complete  tletaiK  '*li\clude>  la.\,  title  aiid  license  fee. 


Economic  Viewpoint 


BY  ROBERT  KUTTNER 


REWARDING  CORPORATIONS 
THAT  REALLY  INVEST  IN  AMERICA 


BLUEPRINT: 

Workers  and 

communities 

have  a  stake  in 

companies, 

too,  and  a 

proposal  in 

Congress 

would 

recognize 

that 


Robert  Kuttner  is  co-editor  of  The 
American  Prospect  and  author  of  The 
End  of  Laissez-Faire 


TWO  leading  Senate  Democrats  will  soon 
release  an  election-year  proposal  that 
could  reopen  the  debate  about  the  cor- 
poration's social  purpose.  Minority  Leader 
Thomas  A.  Daschle  (D-S.  D.)  and  Jeff  Binga- 
man  (D-N.  M.),  who  heads  Daschle's  task  force 
on  living  standards,  propose  a  new  kind  of 
federally  chartered  corporation.  It  comes  at  a 
time  when  productivity  gains  go  mainly  to 
shareholders  rather  than  employees  and  no 
one  appears  to  know  how  to  raise  wages  and 
salaries. 

Bingaman  and  Daschle  have  therefore 
tm-ned  to  the  one  avenue  that  might  produce 
some  traction:  inducing  corporations  to  em- 
brace a  "stakeholder"  model.  The  di'aft  legisla- 
tion, to  be  released  in  late  Febinaiy,  proposes 
a  new  class  of  coii)orations,  the  R  Coip. — "R" 
for  Responsible.  The  idea  is  to  reward  coi-po- 
rations  that  invest  in  employees  and  commu- 
nities instead  of  piu'suing  relentless  downsizing 
that  boosts  shoit-tenn  profits. 

An  R  Coi-p.  would  receive  lower  taxes  and 
streamlined  regulatoiy  treatment.  Specifically, 
the  plan  replaces  the  corporate  income  tax 
with  a  "business  activity  tax"  of  the  sort  pro- 
posed in  1994  by  Senators  John  C.  Danforth 
(R-Mo.)  and  David  L.  Boren  (D-Okla.).  This 
tax  applies  a  fixed  rate  to  all  receipts,  sub- 
tracting payments  for  most  inputs.  Employee 
training  and  r&d  expenses  would  be  tax-de- 
ductible, while  wages,  dividends,  and  interest 
would  not.  Under  this  plan,  an  R  Coip.  would 
be  taxed  at  11%,  compared  with  18%  for  con- 
ventional coiporations.  It  would  also  pay  re- 
duced payroll  taxes  and  be  able  to  self-certify 
in  several  areas  of  regulation. 
COMPENSATION  RATIO.  To  qualify,  a  corpora- 
tion would  have  to  meet  several  tests.  It 
would  be  requii-ed  to  contribute  3%  of  payroll 
to  a  portable,  multi-employer  pension  plan, 
devote  2%  to  employee  training,  pay  half  the 
costs  of  a  qualifying  health  plan,  and  have  a 
profit-sharing  plan  or  employee  stock  owner- 
ship plan  with  employee  tioistees. 

Another  requirement  would  be  to  hold  the 
co)npensation  ratio  of  the  highest-  to  lowest- 
paid  employee  to  no  more  than  50  to  1,  com- 
pai'ei'  with  the  130-to-l  ratio  in  some  corpora- 
tions. An  R  Corp.  would  have  a  "community 
responsibility  agreement"  tempering  reloca- 
tions and  l.iyoffs.  It  would  be  unionized  or 
have  an  emi'loyee-involvement  plan.  An  R 
Coip.  could  not  use  child  or  prison  labor  any- 
where in  the  world  and  half  of  its  new  invest- 
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ment  and  employment  would  have  to  be 
the  U.  S. 

The  Bingaman  plan  includes  a  tax  of  \% 
sort  long  proposed  by  Yale  University  ecoi  i 
mist  James  Tobin  on  the  profits  of  short-te!  j 
securities  trades.  The  proceeds  would  finana  i 
social  capital  fund  for  worker  training,  scho 
to-work  transition  programs,  industrial  ext( 
sion,  export  promotion,  and  technology  i  i 
search  and  development. 
HOWLS  OF  INDIGNATION.  This  unabashedly  i. 
teiTentionist  plan  will  likely  bring  howls  of  \ 
dignation  from  champions  of  unfettered  m;  '< 
kets.  But  it  frames  an  overdue  debate 
corporate  accountability  and  the  cure  i 
short-termism.  Throughout  the  1980s,  t 
choice  was  between  avenging  corporajto  Maen 
raiders  or  stagnant,  entrenched  manage),  ^ 
Some  choice.  The  corporation  was  seen 
accoimtable  solely  to  its  shai'eholders,  not  tc  ual  reve 
broader  community  of  stakeholders.  T 
shareholder-rights  movement,  spearhead ' 
by  large  pension  fimds,  supposedly  offer 
an  alternative  of  more  patient  capital.  B 
often  these  supposed  long-temi  ovraers  pi 
sued  short-term  returns. 

The  Bingaman  plan  suggests  that  we  need  ems,  n 
choose  between  the  imperfect  discipline  of  tra 
ing  mai'kets  and  the  imperfect  inertia  of  t' 
manager-dominated  corpoi-ation.  The  stali 
holder  approach  invokes  an  older,  more  see 
conception  of  the  joint-stock  company — whe 
not  only  the  shareholders  but  also  employe 
and  communities  have  a  legitimate  stake 
the  enteiprise. 

Liberals,  left  out  of  the  raider-vs.-manag 
debate  about  coiporate  governance,  seem  to 
converging  on  this  idea.  Senator  Edward 
Kennedy  (D-Mass.)  has  proposed  a  very  simil 
strategy.  And  the  idea  of  "stakeholder  ca] 
talism"  is  becoming  the  signatwe  proposal 
the  new  British  Labor  Parly  leader,  Tony  Bla 
U.  S.  Labor  Secretary  Robert  B.  Reich  r 
cently  wi-ote  in  a  New  York  Times  Op-Ed  pie 
that  "the  corporation  is,  after  aU,  a  creation 
law.  If  we  want  coipor'ations  to  take  more  r 
sponsibiMty,  we  wiU  have  to  alter  [their]  rnix 
advantages  and  disadvantages  to  provide  tl 
proper  incentives." 

The  Bingaman  blueprint  does  just  that, 
r-emains  to  be  seen  whether  Reich's  boss  w 
embi'ace  it,  but  after  years  of  being  on  tl 
defensive.  Democrats  are  coming  to  life  by  i 
cusing  on  the  issue  of  how  to  r-aise  Living  sta 
dards  and  the  pmpose  of  the  corporation, 
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"Oracle  Manufacturing 
and  Financial  Applications 
are  running  our  global  business 
after  just  eight  months." 

Peter  Solvik,  Vice  President  and  Chief  Information  Officer 

Cisco  Systems,  Inc. 


:)  Systems,  the  leading  global  suppliet  ot  Internet- 
king  solutions,  with  30^c  market  share  and  70% 
II, il  revenue  growth,  chose  Oracle  Manulacturmg 

l  inancial  Applications  to  sustain  that 
\\  til  into  the  next  century. 


Oracle  is  the  world's  fastest  growing  supplier  ol  open 
business  applications,  with  more  manufacturing  and 
financial  application  sites  running  than  anyone  else. 


CO  replaced  multiple  legacy 
ems,  used  by  1,200  employees 
I've  countries,  in  just  eight 
iths. 


Market 
Management 


Projects 


Supply  Chain 
Management 


Manufacturing 


Rnance 


Oracle  Applications  automate  your  entire 
enterprise  with  over  30  integrated 
software  modules  for  finance,  supply 
chain  management,  manufactur- 
ing, projects,  human  resources, 
and  market  management. 


()  required  business  applications 
l  ould  be  implemented  and  changed 
vllv.  Oracle  Applications,  the  only  business 
lications  built  to  take  full  advantage  of  Oracle 
lipase  and  tool  technology,  provides  just  that. 
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How  much  time  do  you  have  to 
implement  your  mission-critical  appli- 
cations? CaU  1-800-633-1061,  ext.  8321  today 
for  more  information  or  to  register  for  our  free  Applications 
Seminar.  Or  find  us  on  the  Web  at  http://www.oracle.com 


ORACLG 

Enabling  the  Information  Age  ^ 


Oracle 


Applications 


Attend  ONV  free  Applications  Setninar.  Call  1-800-633-1061,  ext.  8321. 


20  Boston 
2  New  York 
'  27  Iselin 


2/29  Washington, D.C. 
3/5  Philadelphia 
Atlanta 


3/12  Denver 
3/14  Seattle 
3/19  Milwaukee 


3/21  Detroit 
3/26  St.  Louis 
3/28  Cincinnati 


4/2  Cleveland 
4/4  Houston 
4/9  Dallas 


4/11  Chicago 
4/18  Toronto 
4/23  Ottawa 


!C  1 C')r.ic]c  C~orporjtion  Coracle.  Or.Klc7  .md  Coracle  Apphc.itions  .irt-  registered  trademarks  ot  Oracle  Corporation.  All  rights  reserved 
All  other  company  and  product  names  are  trademarks  ot  their  respective  owners. 
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OR  LONG-TERM  DISABILITY  THAT'S  UNPARALLEL1R[ 


In  your  search  for  superior  employee  coverage  and 
breakthrough  cost-containmeyu  solutions,  you'll 
discover  the  road  leads  to  Fortis.  In  becoming  the 
second-largest  provider  of  group  long-term  disability 
insurance*' ,  Fortis  Benefits  has  paved  the  way  with 
new  product  desigris  that  manage  the  full  disability 
continuum  and  provide  powerful  mcentives  for 
employees  to  return  to  work. 

For  example,  Fortis  Benefits  picmeered  the  concept 


am 


of  Value  Options,  An  innovation  i'n  LTD  covera,ii\\ 
Value  Options  can  potentially  cut  einployer  costs 
35%  by  designing  specific  limited-duration  coferflg ki 
new  disabilities  such  as  chronic  fatigue  syndrome 
environmental  allergic  illness. 

And  when  it  comes  to  gettiiig  your  employees  h 
to  work,  Fortis  leads  the  way  ivith  a  uriique  Returri 
Work  Scale  that  statistically  and  scientifically  eva/wjaj; 
new  claims  and  predicts  rehabilitatum  success .  By 


*  Emplo'/eii  Benefit  Plan  Review,  April  1995  based  on  the  number  ot  master  contracts  in  force 

Lofig-leim  disabifity  insurance  contracts  are  issued  and  underwritten  by  Fortis  Benelits  Insurance  Company.  Kansas  City,  MO  and  Woodbury.  MN,  and,  in  New  York  State,  First  Fortis  Life  Insurance  Company,  Syracuse.  NY  Otfier  msurance  contracts  are 
underwritten  by  ihese  insurance  companies  and  by  Time  Insurance  Company,  Milwaukee  Wl  Securities  ottered  tftrough  Forlis  Investors,  Inc  ,  St  Paul,  MN  55164, 1-800-800-2638  ©1995  Fortis,  Inc  Fortis'-  and  </oTlii  '  are  service  marks  of  Fnrlis  AMEVandFi 
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ERE'S  ONLY  ONE  PLACE  TO  GO. 


^  ing  claims  quickly,  Fortis  can  direct  rehabilitation 
es  where  most  appropriate  and  effective.  This 
lary  system,  combined  with  incentives  like  payment 
ational  and/or  child  care  experises  and  vocational 

»ij  etraining  assistance,  helps  employees  get  back  to 
i  quickly  as  possible  while  lowering  your  costs. 

/]  d  in  a  world  of  voice  mail  and  institutionalized 

i  issing,  Fortis  Benefits  is  quick,  responsive  and 

I  xl  to  treating  you  like  a  person. 


Part  of  a  worldwide  financial  services  organization 
178  years  old  and  $125  billioy^  strong,  Fortis  Benefits  not 
cmly  believes  in  the  value  of  long-term  relationships,  but 
also  understands  how  they  turn  into  long-term  results.  It's 
this  approach  to  long-term  thinking  that  has  elevated  Fortis 
Benefits  to  its  leadership  position  in  employee  benefits . 

For  lo7\g-term  disability  coverage  with  a  difference ,  find 
out  what  Fortis  thinks.  Call  them  at 
www .  cas  tleadven  ture .  com 


1-800-319-4773. 
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SOLID  ANSWERS  FOR  A  CHANGING  WORLD' 


1,    FUNDS/ANNUITIES  •  LIFE  INSURANCE  •  HEALTH  CARE  PLANS  ■  LONG  -TERM  CARE  INSURANCE  •  EMPLOYEE  BENEFITS 


Economic  Trends 


BY  GENE  KORETZ 

IS  THE  ECONOMY 
THAT  WEAK? 

First  factor  in  the  demographics 

Recent  sluggish  business  reports, 
combined  with  broad-based  down- 
ward revisions  of  economic  data,  are 
fueling  recessionary  fears.  But  econo- 
mists Roger  E.  Brinner  and  David  S. 
Wyss  of  DRi/McGraw-Hill  point  out  that 
such  reports  need  to  be  interpreted  in 
the  context  of  a  development  that  has 
received  too  little  attention:  a  mild 
demogi'aphic  slump  that  is  affecting  the 
U.  S.  and  most  other  industrial  nations. 

In  the  1970s,  America's  adult  popula- 
tion expanded  at  close  to  a  2%  annual 

AMERICA'S  UBOR  FORCE: 
ON  A  SLOW  GROWTH  TRACK 
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DATA:  BUREAU  OF  LABOR  STATISTICS 

rate  and  the  labor  force  exploded  at  a 
3%  pace.  By  the  fii'st  half  of  this  decade, 
however,  the  18-to-65-year-old  contin- 
gent was  gi'owing  at  a  scant  0.7%  rate. 
And  with  labor-force  participation  by 
women  finally  leveling  off,  growth  of 
the  labor  foi'ce  had  fallen  to  a  1.1%  an- 
nual rate — a  pace  it  is  expected  to 
maintain  into  the  next  centuiy  (chart). 

Since  economic  growth  over  the  long 
haul  is  deteiTTiined  by  labor  input  plus 
productivity  gains,  the  slowdown  in 
gi'owth  of  the  labor  force  has  inevitably 
lowered  the  speed  at  which  the  economy 
can  expand.  This  is  doubly  true  because 
government  data  r-evisions  indicate  that 
productivity  growth  in  the  expansion 
has  averaged  just  1.1%.  to  1.2%'  a  year, 
far  slower  than  in  earlier  expansions. 

Even  if  productivity  growth  speeds 
up  a  bit,  Brinner  and  Wyss  contend 
that  weak  economic  data  need  to  be 
viewed  more  positively  in  light  of  the 
current  demographic  slump.  Monthly 
gains  of  100,000  jobs,  they  write,  should 
be  welcomed,  not  mourned.  Such  data 
"project  not  a  temporary  lull  but  sus- 
tainable growth  for  a  long  period." 


TROUBLE  FOR 
CARS,  HOUSING 

But  boomers  may  save  the  day 

The  two  key  industries  whose  for- 
tunes ai'e  most  likely  to  be  adverse- 
ly affected  by  slowing  population  growth 
over  the  next  five  years  are  housing 
and  autos.  That's  because  these  busi- 
nesses especially  cater  to  adults  aged 
25  to  44 — exactly  the  groups  whose 
gi-owth  has  slowed  shai-jDly  in  the  1990s. 

DRi/McGraw-Hill  notes  that  the  num- 
ber of  households  headed  by  25-  to  34- 
year-olds,  which  climbed  at  a  heady 
4.6%  annual  chp  in  the  1970s  and  rose 
at  a  1%  rate  in  the  1980s,  has  been  con- 
tracting in  recent  years  and  will  decline 
even  more  rapidly  ft'om  1995  to  2000. 
And  the  gi'owth  of  households  headed 
by  35-  to  44-yeai-olds  will  slow  to  an  av- 
erage annual  rate  of  0.7%.,  compared 
with  2.2%  in  the  fii-st  half  of  the  1990s 
and  3.9%.  in  the  1980s. 

For  vehicle  manufacturers  and  home- 
builders,  all  of  this  spells  sluggish  sales 
gi'owth  thi'ough  the  tiun  of  the  centuiy. 
Single-family  home  construction,  says 
DRi,  will  flatten.  With  modest  gi-owth 
in  the  number  of  total  drivers,  demand 
for  new  vehicles  is  likely  to  rise  slowly 
by  historical  standards. 

The  saving  grace  in  the  outlook  is 
the  explosive  growth  of  aging  baby 
boomers,  who  spend  more  lavishly  on 
cars,  appliances,  and  homes  than  do 
younger  families.  The  relatively  afflu- 
ent 45-  to  54-year-old  cohort  of  house- 
holds win  expand  at  a  3.6%  clip  over  the 
next  five  years.  Thus,  to  ride  out  the 
demographic  storm  ahead,  DRI  warns, 
manufactiu'ers  and  builders  will  have  to 
adapt  their  products  to  the  needs  of 
this  well-heeled  gi'oup  that  will  be  up- 
gi-ading  the  quality  of  its  purchases. 


MORE  TEENS 
ARE  LIGHTING  UP 

A  decade-long  decline  has  ended 

To  a  large  extent,  the  success  of  the 
battle  to  reduce  smoking  in  the 
U.  S. — and  the  health  costs  it  entails — 
rests  on  discouraging  the  habit  among 
teenagers.  And  by  that  criterion,  the 
latest  results  of  an  annual  nationwide 
sui-vey  by  the  University  of  Michigan's 
Survey  Research  Center  indicate  that 
the  battle  is  being  lost. 

Last  year,  some  34%  of  high  school 
seniors  reported  they  had  smoked  ciga- 


rettes during  the  previous  month.  ThaK 
up  from  28%  in  1992  and  29%  to  30 
over  the  prior  decade — a  range  the  fij 
lu'e  had  fallen  to  after  approaching  40 
in  the  mid  1970s.  Researchers  note  th 
1995  marks  the  third  straight  year 
which  the  percentage  of  high  schoi  | 
smokers  has  registered  an  increase. 


DOWNSIZING  THE 
WELFARE  STATE 

Is  Sweden's  resolve  wavering? 


Swedish  policymakers  seem  to  I  sis 
turning  back  the  clock,  reports  ecoi  j  i 
omist  Michael  Dicks  of  Morgan  Gua^j 
anty  Trust  Co.  In  the  early  1990s,  Sw  ^ 
den  suffered  its  worst  economic  cris 
since  the  1930s,  as  the  economy  coi  ' 
tracted  for  three  straight  years,  uner '  ■ 
ployment  soared,  and  the  ki'ona  was  d 
valued  sharply,  by  20%  in  real  terms. 

In  the  wake  of  the  crisis,  the  go'  he  f 
ernment  acted  to  put  its  fiscal  house  i 
order  by  cutting  spending,  privatiziiijunup 
government  enterprises,  slashing  tl  m 
top  marginal  tax  rates,  and  lowerin- 


jobless  benefits.  Aided  by  cuirency  d  .ifUFir! 
valuation,  exports  have  boomed,  aii^«<^ 
Sweden's  economic  gi'owth  last  year  wi  ^ 
among  the  highest  in  Europe.  The  goi  \~ 
eirmient  announced  plans  to  balance  ti  • 
budget  by  1998,  and  the  Riksbank 
an  inflation  goal  of  just  2%. 

Unemployment,  however,  has  staycL| 
high,  and  the  niling  Social  Democrat,, 
Labor  Party's  popularity  has  waned.  A 
a  result.  Finance  ^^"•"n""^ 
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SWEDEN'S  UPTURN 
LOSES  STEAM 


Minister  Goran 
Persson,  who  is 
expected  to  be- 
come prime  minis- 
ter in  March,  re- 
cently announced 
plans  to  raise  job- 
less benefits  in  fu- 
ture years  and 
loosen  other  con- 
straints on  gov- 
ernment spending. 
And  amid  signs 
that  Sweden's 
economy  is  slow- 
ing in  line  with 

European  sluggishness,  the  Riksban 
has  been  lowering  interest  rates. 

The  upshot  is  gi-owing  market  fear  j^, 
that  cuts  in  welfare  state  spending  wi 
be  reversed,  undennining  the  credibilit 
of  Sweden's  budgetary  and  inflatio 
goals.  As  elsewhere  in  Europe,  risin; 
public  concern  over  unemployment  i 
affecting  economic  pohcy. 
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HY  RISING  PAY 

NT  COURTING  INFLATION 


US.  ECONOMY 


I  PRICE  PRESSURES 
I  WAGES  OR  BENEFITS 


,  SENtFITS 


Is  inflation  creeping  back  into 
the  picture?  Several  recent 
lopments  make  you  wonder:  surging  gold  prices, 
iv  commodity  prices,  anecdotal  evidence  of  short- 
of  skilled  labor,  and  last  year's  increase  in  core  in- 
n,  which  excludes  energy  and  food.  Tr-ue,  the  rise 
small,  but  it  was  the  first  in  five  years. 
T  the  surest  tips  on  price  pressures,  look  to  the 
•  market,  since  labor  makes  up  some  70%  of  the 
of  producing  U.  S.  output.  Although  the  latest 
are  a  bit  old  (delayed  by  the  prolonged  govern- 
:  shutdown),  the  trends  in  wages  and  benefits, 
uctivity,  and  unit  labor  costs  support  the  view 
consumer  prices  will  grow  by  3%  or  less  in  1996 
he  fifth  year  in  a  row. 

At  the  same  time,  increased 
labor  demand,  especially  for 
skilled  workers,  and  past  pro- 
ductivity gains  mean  that,  af- 
ter a  decade  of  stagnation, 
real  wages  are  growing.  The 
gain  in  buying  power  will  lift 
consumer  spending,  if  at  a 
modest  pace.  The  bad  news 
for  consumers  is  that  slower 
economic  growth  means  that 
companies  eager  to  maintain 
profit  surge  of  recent  years  will  continue  the 
ng  dovvTisizings"  that  have  become  a  fixture  in  this 
3my.  And  lower-skilled  workers  will  still  struggle. 

LABOR  DEPT;S  employment  cost  index  is  signal- 
;hat  all  is  quiet  in  infiation's  corner  (chart).  The 
h-quarter  ECi  for  all  compensation  rose  0.9%  from 
third  quarter,  and  for  the  year  it  was  up  only 
,  a  record  low.  That  growth  rate  was  slightly  be- 
L994's  3%  increase,  and  it  marked  the  sixth  consec- 
;  year  of  downtrend. 

ist  quarter's  advance  was  pushed  up  by  a  1.3% 
)  in  benefits  costs.  That  increase  refiected  pay- 

of  bonuses,  which  are  becoming  a  more  wide- 
id  form  of  compensation,  and  a  reversal  of  the  re- 
downtrend  in  the  pace  of  health-care  costs.  Still, 
.h-care  inflation  is  the  lowest  in  more  than  two 
3es,  and  overall  benefits  were  up  only  2.8%  for  the 

also  a  record  low.  Straight  pay  in  the  form  of 
is  and  salaries  rose  only  0.7%  last  quarter,  the 
i  as  in  the  two  previous  quarters,  and  it  was  up 

for  the  year. 

'  course,  some  occupations  are  garnering  bigger 
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raises  than  others.  White-collar  employees,  particular- 
ly those  in  executive  and  managerial  positions,  did 
better  than  blue-collar  employees  last  year.  Although 
the  Labor  Dept.  does  not  break  out  cost  indexes  for 
specific  jobs,  this  split  offers  some  evidence  that  high- 
er-educated, better-skilled  workers  are  in  hot  enough 
demand  to  command  higher  wages. 

This  cost  pressure  has  not 
escaped  the  attention  of  that 
bastion  of  infiation-fighting, 
the  Federal  Reserve.  In  the 
past  two  beige  books,  the 
Fed's  roundup  of  regional  eco- 
nomic activity,  the  central 
bank  has  noted  the  spot 
shortages  of  skiUed  workers 
and  the  effect  on  wages. 

One  result  of  this  imbalance 
is  that  average  wage  growth 
is  outpacing  inflation.  Using  the  Commerce  Dept.'s 
new  chain-weighted  price  index  for  consumer  spending, 
real  wages  have  been  increasing  steadily  since  1993 
(chart).  The  index  is  a  better  cost-of-living  measure 
than  the  consumer  price  index  because  it  is  not  based 
on  a  fixed  basket  of  items  but  allows  for  changes  in 
spending  patterns. 

THE  CLEAR  UPTREND  in  real  wages,  along  with 
profit  gi'owth  that  has  gone  from  spectacular'  to  still  re- 
spectable, all  within  a  period  of  low  infiation,  seem  at 
odds  with  each  other.  Usually  this  far  into  an  expan- 
sion, these  trends  begin  to  fight  each  other.  Higher  pro- 
ductivity gi'owth  is  about  the  only  explanation  for  this 
ongoing  harmony. 

That's  why  the  Labor  Dept.'s  recent  downward  revi- 
sion to  productivity  growth  seems  so  counterintuitive. 
The  new  data  on  output  per  hour  worked  in  the  non- 
farm  sector,  which  currently  run  through  the  third 
quarter  of  last  year  and  mainly  incorporate  the  Com- 
merce Dept.'s  chain-weighted  measure  of  national  out- 
put, show  productivity  growth  in  this  expansion  of 
only  1.4%  per  year,  vs.  2.2%  for  the  old  data.  That's 
well  below  the  average  pace  for  recent  expansions. 
More  startling,  productivity  growth  over  the  past  two 
years,  using  the  new  numbers,  drops  to  a  mere  0.9%, 
from  the  2.6%  originally  thought  (chart,  page  28). 

The  key  implication  here  for  the  inflation  outlook  is 
that  the  annual  pace  of  nonfarm  unit  labor  costs,  in- 
stead of  rising  0.3%  over  the  past  year,  as  the  old 
data  showed,  is  now  reported  to  have  increased  by  3%, 
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and  that  3%  is  a  steady  acceleration  from  a  1%  annu- 
al growth  rate  a  year  earlier.  In  the  old  data,  the 
pace  of  unit  costs  had  been  lounging  generally  below 
1%  for  the  past  two  years. 

Unit  labor  cost,  which  is  the  cost  of  producing  each 
unit  of  output,  acts  like  a  floor  under  prices.  The  new 
productivity  numbers  suggest  that,  despite  still-mod- 
est growth  in  wages  and  benefits,  there's  more  infla- 
tion potential  in  the  labor  markets  than  the  old  data 
implied. 

THE  PROBLEM  SEEMS  TO  EXIST  more  in  the  pro- 
ductivity data  than  it  does  in  reality.  The  new  chain- 
weighted  output  numbers  will  probably  be  shown  to 
understate  output  growth  when  Commerce  makes 
further  revisions  later  this  year,  and  even  then,  pro- 
ductivity in  services  remains  extremely  difficult  to 
measure. 

For  example,  one  little-recognized  statistic  from  the 
productivity  revisions  is  that,  during  this  expansion, 
productivity  in  the  manufactming  sector,  where  output 
is  easy  to  count,  was  actually  revised  slightly  higher  in 
the  new  data — 3.5%  per  year,  vs.  3.4%.  But  it  was 
the  factory  sector  that  took  the  biggest  hit  in  the 
downward  revision  to  output.  As  a  result  of  still- 
strong  productivity  gi'owth,  unit  labor  costs  in  manu- 
facturing are  actually  falling. 

One  thing  that  the  factory  productivity  data  ignore, 


THE  NEW  LOOK  FOR  !| 
PRODUCTIVITY  GROWT|[ 


however,  are  the  shifts  in  today's  labor  force.  Hoi 
worked  in  the  factory  sector  are  probably  understat 
because  the  total  does  not  include  the  thousands  ( 
temporary  or  contingent  workers  who  are  on  the  fi 
tory  floor  but  not  the  factory  payroll.  Instead,  tht) 
workers  are  considered  employees  of  temporary-h(| 
agencies,  which  Labor  classifies  as  a  service  industj 

That  and  other  measure- 
ment problems  are  reasons  to 
question  the  implication  that 
service-sector  productivity 
during  this  uptm'n  appears  to 
have  grown  at  an  annual  rate 
of  little  more  than  0.6%.  That 
result  hardly  seems  believ- 
able, given  the  technology- 
driven  substitution  of  capital 
for  labor  in  various  service- 
sector  industries. 

Technology  can  only  go  so  far  toward  getting  t 
product  out,  though.  Businesses  need  knowledgeat  ■ 
workers  to  understand  and  run  the  sophisticated  rr 
chinery  appearing  in  offices  and  factories  today.  ; 
this  late  stage  of  the  expansion,  companies  will  have 
be  willing  to  shell  out  more  money  for  scarce,  hig 
tech  skills.  But  if  the  result  is  gi'eater  productivit] 
bigger  paychecks  will  not  automatically  trigger  hig; 
er  inflation. 
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BRAZIL 


NOW  THE  FOCUS  IS  ON  FISCAL  REFORM 


6,0 


Thanks  to  a  tightfisted  mone- 
taiy  poKcy,  Brazil's  once-surg- 
ing economy  is  coming  in  for  a  soft 
landing,  but  the  challenge  of  fiscal 
reforni  remains. 

After  the  1994-95  flood  of  domes- 
tic demand  and  con- 
simier  credit,  the  econ- 
omy appears  i-eady  to 
settle  into  a  period  of 
moderate  gi'owth,  with 
a  stable  currency  and 
lower  inflation.  A  re- 
cent survey  of  29  Bi-a- 
ziUan  financial  institu- 
tions put  1996  gTowth 
in  the  2.5%--to-4.5% 
range,  compared  with 
4.2%  in  1995  and  nearly  5.7%-  in 
1994.  The  currency,  now  at  0.97 
reals  per  U.  S.  dollar,  should  end 
the  year  between  1.03  and  1.10. 

Inflation  will  edge  lower,  the 
analysts  say,  to  a  13%-to-17% 


INFLATION  HAS  TICKED 
UP  IN  RECENT  MONTHS 


l_  BRAZILIAN  CONSUMER 
1        PRICE  INDEX 

APERCENT,  30-DAY  RAIE,  END  OE  MONTH 
DATA:  f  IPE.  BLOOMBERG  FINANCIAL  MARKETS 


range,  vs.  about  20%  in  1995.  The 
monthly  inflation  rate  in  January 
jumped  to  1.82%,  fi-om  1.21%  in 
December,  as  a  result  of  one-time 
shocks  (chart).  But  by  early  Febru- 
ary, the  30-day  rate  had  fallen  back 
to  1.16%. 

Fiscal  refoiTn,  how- 
ever, is  the  key  to 
keeping  inflation  down, 
thus  allowing  for  low- 
er interest  rates  and  a 
stable  real.  Reform  ef- 
forts now  target  the 
costly  pension  system. 
Even  tougher  battles 
await  for  taxes,  civil 
semce,  and  labor 
laws.  President  Fernando  Hen- 
rique Cardoso  must  move  refonns 
through  congi'ess  by  midyear,  even 
as  the  poUtical  agenda  focuses  on 
October's  municipal  elections.  And 
he  must  convince  the  public  sector 


that  wages  and  inflation  are  truly 
delinked,  all  while  maintaining  a 
stable  monetaiy  policy. 

Partly  to  that  end,  the  central 
bank  on  Feb.  8  restricted  the  in- 
flow of  "hot  money"  that  was 
pulled  in  by  Brazil's  30%  interest 
rates  but  was  inflating  the  money 
supply.  The  bank  levied  a  5%  tax 
on  privatization  funds  set  up  to 
buy  shares  of  state-run  companies, 
banned  these  ftmds  from  investing 
in  dollar-linked  securities,  length- 
ened matuiities  on  bonds  sold  j; 
abroad,  and  opened  up  real  estate 
and  small  companies  to  foreign  in- 
vestment. The  aim:  to  redu'ect  cap- 
ital to  more  productive  investmentsf 

The  problem  is  that  these  con- 
trols do  not  attack  the  underlying 
cause  of  such  potentially  destabiliz- 
ing inflows — the  current  conflict 
between  an  ultratight  monetaiy 
and  an  out-of-control  fiscal  policy. 
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News:  Analysis  &  Commentary 


PRIMARIES 


BASHING 
BIG  BUSINESS 

Corporate  America  is  at  the  center  of  a  split  within  the  GO 


SlJr 
0(1 


Ostensibly,  the  Republican  candi- 
dates' slog  through  New  Hamp- 
shire's snowdrifts  is  about  the 
business  of  picking  a  Presiden- 
tial nominee.  But  increasingly,  the  gop's 
arduous  nominating  process — which 
kicked  into  high  gear  with  the  Feb.  12 
Iowa  caucuses — has  evolved  into  a  bit- 
ter stniggle  over  the  futiu-e  direction  of 
the  Republican  party  itself. 


the  common  people  want."  Also  exploit- 
ing the  anti-Establishment  tide  are  two 
self-styled  Washington  outsiders,  for- 
mer Tennessee  Governor  Lamar  Alexan- 
der and  magazine  publisher  Steve 
Forbes. 

At  the  moment,  though,  it's  Buchanan 
who  is  surging.  His  low-budget,  fiercely 
ideological  campaign  has  ignited  a  gi'ass- 
roots  insurgency  that  is  weakening  Es- 


points  of  Dole,  a  showing  he  spun  ir 
the  moral  equivalent  of  victory. 

As  a  result  of  Buchanan's  right  Jfcts 

percut.  Dole's  cbeams  of  a  quick  victc  neutx 

are  fading.  He  may  have  to  endure  lis 

lengthy  state-by-state  battle  for  de  slpopui 

gates — the  kind  of  giinding  war  of  att  pttai 


tion  that  has  President  Clinton's  adv 
ers  feeling  smug.  "It's  fascinating 
watch  the  Republicans  disembowelil'-iiT. 


Imerici 


DOLrS  TRADITIONAL  i 
REPUBLICAN  STANDS  , .  ] 

A  NAFTA  and  GATT  supporter,  :| 
Dole  now  urges  cgution  on  nev|: 
trade  pacts  .  ■ 

 ^  _  -I-;- 

Wary  of  a  flat  tax  and  its  reven| 
consequences,  Dole  promises  (|| 
explore  a  single-rate  tax  .    ,  J 


UDGET        An  ardent  deficit-cutter,  the  Sqf 
Majority  Leader  favors  a  constij' 
tional  amendment  requiring  a  j 
balanced  budget  ; 


IMMIGRATION  On  the  stump,  Dole  supports  o 
modest  and  temporary  restrain  i 
legal  immigration  ■  J 


On  one  side:  an  entrenched  old  guard 
with  strong  ties  to  Corporate  Ameinca 
and  pragmatic  gop  elected  officials.  On 
the  other:  fiery  populists  who  combine 
unyielding  social  consei-vatism  with  an 
economic  nationaUsm  that  savages  Wall 
Street  and  Washington  alike.  Their 
cham|)ion,  riding  the  crest  of  a  second- 
place  finish  in  Iowa,  is  conservative  com- 
mentator Patrick  J.  Buchanan,  a  well- 
heeled  working-class  hero  with  a 
penchant  for  bashing  "the  big  boys  in 
New  York"  who  "don't  give  a  hoot  what 


tablishment  pillar  Bob  Dole's  grip  on 
the  nomination.  If  there  was  any  doubt 
about  how  big  the  chasm  has  gi'own, 
Iowa's  caucuses  told  the  tale.  Dole  eked 
out  only  a  26%  victoiy,  compared  with 
the  88%  of  the  vote  he  managed  to  pull 
in  1988.  In  a  contest  polarized  along 
economic  lines,  Dole  was  favored  by  the 
wealthiest  voters,  while  Buchanan  led 
29%'  to  24%  among  those  earning  less 
than  $80,000  a  year.  And  Buchanan's 
support  from  religious  conservatives 
pushed  him  to  within  three  percentage 


themselves,"  gi'ins  Senator  Christoph 
J.  Dodd  (D.-Conn.),  general  chaiiTnan  ut 
the  Democratic  National  Committee. 

The  smiles  don't  stretch  to  Americ 
corporate  suites,  however.  Big  Bu 
ness  has  bet  heavily  on  Do 
"Buchanan's  views  are  womsome," 
Brace  D.  Cowen,  president  of  trc  Cc 
a  maker  of  environmental  equipme|j(] 
based  in  Windsor,  Conn.  "Without  fr 
trade,  our  economy  will  hit  a  wal 
GOP  heavyweight  Richard  B.  Cheni 
now  chairman  of  Dallas-based  Hallibi 


sa 
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year 


30  RMMTIESS  WEEK  /  FEBRUARY  26,  1996 


FEBRUARY  26,  1996 


Co.,  says  Buchanan's  doctrine  is  a 
1  of  latter-day  "Know-Nothingism" 
charges  that  his  conspiratorial  iso- 
nism  "appeals  to  the  worst  in- 
•ts  in  our  society." 
NEGATIVE.  Dole,  his  party's  Great 
promiser,  is  viewed  with  suspicion 
lis  rivals  in  the  race  and  also  by 
line  GOP  fi-eshmen.  Still, 
jmains  the  ovei-whelm- 
j  choice  of  executives, 
value  his  skills  as  one 
e  capital's  supreme  leg- 
ive  tacticians.  Ti'ouble 
Dole's  mastery  of  a 
[lington  system  that 
voters  see  as  hope- 

i^'  corrupt  has  become 
of  his  biggest  negatives,  ranking 
jside  his  muddled  message. 
)  hat's  particularly  worrisome  for 
/  members  of  the  boardroom  set, 
gh,  is  Buchanan's  skillful  manipula- 
of  populist  resentment.  With  his 
ling  attacks  on  coipocrats  who  "ex- 
American  jobs  abroad"  and  sign 
ious  free-trade  pacts  with  shad- 
foreign  elites,  Buchanan's  America 


Buchanan  will  get  the  chance  to  send 
more  shivers  down  other  CEOs'  spines 
now  that  he  is  focused  on  New  Hamp- 
shire and  beyond.  Although  he  lacks 
Forbes's  megabucks  and  Dole's  hnks  to 
popular  New  Hampshire  Governor 
Steve  Merrill,  Buchanan  has  always 
been  popular  with  the  state's  gun  own- 


ELECTION  '96 


In  states  with 
populist  leanings 
Buchanan  could  incite  a  backlash 
against  decades  of  downsizings 


ers  and  antitax  activists.  Buchanan  also 
is  backed  by  the  influential  Manchester 
Union  Leader,  a  beacon  of  right-wing 
opinion.  These  assets  clearly  worry 
moderate  business  leaders.  "Buchanan  is 
in  tune  with  the  far  right,"  frets  Fred 
Bramante,  ceo  of  Daddy's  Junky  Music 
Stores,  a  New  England-based  music  re- 
tailer. "It  will  be  a  Clinton  landslide  if 
he's  the  nominee." 


pronounced  populist  or  fundamentahst 
leanings. 

To  repel  the  popuhst  revolt.  Dole  is 
counting  on  gop  elected  officials.  Some 
24  of  the  nation's  31  Republican  gov- 
ernors have  endorsed  him,  along  with 
many  top  state  legislators.  The  payoff. 
Dole  reckons,  will  come  in  New  York, 
the  Midwest,  and  Califor- 
nia. In  the  end,  he's  betting 
that  rank-and-file  Repubh- 
cans  won't  be  able  to  stom- 
ach the  fiery  Buchanan. 
MORE  CRITICS.  He  may  be 
right.  Polls  show  that  Bu- 
chanan, even  as  he  surges, 
has  more  critics  within  his 
party  than  admirers.  Any 
Dole  collapse,  veteran  pols  believe, 
would  be  likely  to  drive  voters  toward 
the  less  polarizing  Alexander  Even  if 
Buchanan  falls  short,  however,  the  anti- 
Washington,  anti-Wall  Street  cuiTent  he 
is  riding  could  alter  the  Republican  po- 
litical landscape  for  years  to  come. 

Somewhere  along  the  line.  Republi- 
cans will  come  together  long  enough  to 
pick  a  staiidard-heai-er.  But  with  the 


BUCHANAN'S 
illlEW  ONES 


ism  has  sent  a  chill  through  U.S. 

inationals.  Globally-minded  execs 
the  type  of  protectionism  es- 

cil  by  Buchanan  as  a  dangerous 
(if  nostalgic  yearning  at  best — 

nativist  rabble-rousing  at  worst. 

■;  nation  cannot  return  to  isolation- 
says  Stanley  C.  Gault,  chairman 

iindyear  Tire  &  Rubber  Co.  "In 

i  so,  we  would  allow  the  rest  of 

ADrld  to  pass  us  by." 

uilt  expects  protectionist  argu- 

s  to  fall  of  their  own  weight.  But 


Fortunately  for  Dcilc,  the  Anyone- 
But-Bob  vote  is  still  split.  Alexander 
placed  third  in  Iowa  and  won  a  shot  at 
becoming  a  real  contender.  Forbes  is 
hoping  that  a  boundless  checkbook  and 
fervently  antitax  Granite  Staters  wiW 
help  him  overcome  his  Iowa  meltdown. 
His  capitahst  tools  of  choice:  a  17%  flat- 
tax  proposal  and  an  unlimited  media 
budget  to  beam  his  "hope,  gi-ow^th,  and 
opportunity"  gospel  to  voters.  Mean- 
while, Buchanan  is  angUng  for  March 
breakthroughs  in  Southern  states  with 


party  toiTi  by  dissent  and  facing  both  a 
bitter  nominating  struggle  and  a  con- 
vention confrontation  between  its  feud- 
ing factions,  some  GOP  elders  are  be- 
ginning to  wonder  whether  the 
nomination  fight  will  position  the  party 
for  national  dominance — or  give  Bill 
Clinton  another  ticket  to  the  White 
House. 

By  Lee  Walczak  in  Washington  and 
Richard  S.  Dunham  in  Des  Moines, 
loith  Sxisan  B.  Garland  in  Washington 
and  Gary  McWilliams  in  Houston 
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York  debutante 
part>^  invests 
uuch  like  a 
>pical  wealthy 
h'asterner- 
complete  with. 
lax-dodging 
gentleman  farm 


Voters  are  beginning  to  learn  some- 
tiling  about  Steve  Forbes,  the  gop's 
flat-taxing,  supply-sider  Presiden- 
tial candidate.  But  what  about  Forbes 
the  investor?  With  an  estimated  net 
worth  of  $440  million, 
Forbes  registered  the  most 
extensive  holdings  in  the 
financial  disclosure  reports  required  by 
the  Federal  Election  Commission  and 
filed  by  all  candidates  last  year. 

BUSINESS  WEEK  asked  four  seasoned  fi- 
nancial plannei-s  to  examine  his  portfolio. 
The  big  suiprise:  Forbes,  editor-in-chief 
of  a  magazine  that  reveres  the  entre- 
preneur* and  often  focuses  on  fast-gi'ow- 
ing  midsize  companies,  isn't  following  liis 
own  advice.  "He  just  doesn't  buy  the 
kinds  of  things  that  Forbes  magazine 
writes  much  about,"  says  Harold  R. 
Evensky,  of  Coral  Gables,  Fla.,  who  ex- 
amined the  report.  Forbes  likes  "mostly 
stodgy  old  industries"  such  as  utihties. 

Forbes's  biggest  holding  is  his  inher- 
ited 35%  stake  (he  got  51%  of  voting 
shares)  in  P'orbes  Inc.,  the  family  busi- 
ness. Its  worth,  according  to  widely  re- 
ported estimates:  $407  million,  ceo 
Forbes  was  required  by  the  vva.  report 
only  to  estimatt  the  value  of  his  patri- 
mony as  "over  $1  million."  Forbes's 
house  and  fann  ir.  Bedminster,  N.J.  add 
an  estimated  $26.  i  million  to  his  net 
worth.  Stocks,  bon  Is,  real  estate,  and 
gold  make  up  the  rest — between  $2.6 


ELECTION  '96 


million  and  $7.5  million,  the  fec  filing 
says.  It  puts  his  pay  at  $775,000  a  year 
For  a  man  willing  to  spend  "whatever 
it  takes"  in  a  kick-youi-shins  campaign, 
Forbes  tiu-ns  cautious  when  he  invests. 

Half  his  personal  fortune  is 
biuied  in  real  estate.  Near- 
ly 30%  is  in  domestic 
stocks  and  mutual  fimds — abnost  all  load 
funds.  Individual  domestic  shares  are 

concentrated  in  utilities   

(35%),  banking  (23%),  and 
insurance  (17%). 

For  some  excitement, 
Forbes  generally  looks 
abroad.  He  reported 
$300,000  to  $600,000 
worth  of  Telefonos  de 
Mexico  stock,  and  he  has 
owned  telephone  stock 


NO  GO-GO  ^ 

,        ^  tmy  hvestock  op' 

Forbes,  at  a  New  tion  on  his  500  a 

that  generated 
$9,100  in  profits 
justified  a  far  la| 
farm-property 
abatement. 

Forbes  didn't  H| 
to  reveal  any  aJ 
sales  that  lost  nj 
ey  in  his  fec  fill 
His  biggest  caJ 
gains — as  much  aJ 
million — came  from  sales  of  the  Mexi 
telephone  stock.  But  there  are  sJ 
liints  that  a  few  deals  went  bad.  FoJ 
had  the  misfortune  of  investing  fail 
money  in  the  Washington  Public  Po' 
Supply  "Whoops"  bonds  that  went 
default  in  the  mid-1980s.  Their  v 
today  is  mainly  as  historical  artifac 
PRIME  CREDIT.  Financial  analysts  ge 
ally  give  Forbes  liigh  marks  for  sta: 
away  fi'om  the  riskier  plays  sugge 
by  articles  in  Forbes  magazine.  Wit' 
much  in  Forbes  Inc.,  he's  better  o" 
versifying,  they  argue.  And  as  edito 
chief  of  a  financial  magazine,  "the  po 
tial  for  conflict  of  interest  there  i 
gi"eat  that  he's  better  off  in  those  m 
al  funds,"  says  Martin  Jaffe,  CE 
Wood,  Struthers  &  Winthrop  in 
York,  who  also  looked  at  the  repo 

Forbes  receives  praise  for  leve 
ing  his  portfoho  with  debt — not  for 
campaign,  which  he  has  lent  more  t 
$14  million,  but  by  borrowing  aga 
his  farm.  The  documents  show  four 
year  mortgage  loans  in  excess  of  $3 
lion  at  interest  rates  of  6.75%  to  7.1 

iiiiiimijiMiiiiim  iiiimiii  wi  So  good  is  Forbes's  c 

it  that  he  could  bo" 
$500,000  to  $1  mil 
from  the  Bank  of 
York  at  prime. 
T-  , , ,         .    r ,  -  ■  It  may  surorise  s 

Telefonos  de_Mexico____    ^hat  Forbes  isn't  a 

Federal  Home  Loan 
Mortgage 


CANDIDATE  FORBES: 
A  STOCK  PORTFOLIO 

American  Intl.  Group 


the  Philippines,  Ar-     ?]l®_'^'^_^J_^_^!^A   has  invested  much  o 


exciting  investor.  But 
er  than  his  political 
stinct  for  the  jugular 


gentma. 
That's  a 


and 
clever 


Spain, 
way  to 


Bank  of  New  York 
Chase  Manhattan 


campaign  money  in  n 
five  advertising — he 


invest  in  emerging  mar-   fers  to  be  known  as 


kets,  since  such  coun- 
tries fii"st  must  modern- 
ize telecommunications. 

As  if  his  flat-rate 
proposal  weren't  evidence 
enough,  Forbes's  portfolio 


Citicorp 
Merck 


tax    ^J^T   Bedminster 


Sam   Walton  of 
Street,  driving  his  B 
station   wagon  aro 
100,000 

on  the  odometer.  M 
experts  agree:  Forb 


Bell  Atlantic 

, .  American  Express  ,  •  , 

also  stresses  ms  discom-   pohtical  campaign  is  1 

fort  with  taxes.  No  oil    |ntel   ly  to  go  down  as  his 

Microsoft 


and  gas  limited  partner- 
ships, but  there  are  a 
few  tax-free  municipal 
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iest  investment  yet. 

By  Paul  Magnus 
in  Wash  ington 
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CONNECT  ME 

iOng-distance  companies  hunt 
or  allies  in  the  telecom  wars 


•The  nation's  largest  phone  company 
is  in  preliminary  talks  with  MCI  to 
jointly  build  several  local-calling 
networks. 

IT&T  has  also  signed  20  contracts  to  resell  local  capacity  from  com- 
etitive-access  providers  such  as  MFS  Communications. 


•Apart  from  any  deal  with  AT&T,  MCI  has  already 
agreed  to  purchase  and  resell  cellular  calling  ser- 
vices from  a  number  of  providers,  including 
AT&T.  MCI,  which  is  20%  owned  by  British 
|iel6cdnfimunications,  recently  bought  a  cellular  reseller.  Nationwide 
cellular  Service. 

IMCI  would  be  a  natural  partner  for  a  Baby  Bell. 


•Sprint  has  a  joint  venture 
with  cable  outfits  TCI, 
Comcast,  and  Cox  aimed  at 
bundling  long-distance, 
Dcal,  and  cable-TV  services.  The  four  also  are  teaming  up  to  sell  wire- 
2SS  services  under  the  Sprint  brand  name.  Meanwhile,  Sprint,  20% 
wned  by  Deutsche  Telekom  and  France  Telecom,  is  spinning  off  its 
ellular  business. 


•The  nation's  fourth-largest  long-distance  , 
n||  n      carrier  has  just  signed  deals  to  resell  its 
tf^^tf^im   ssi'v'cs  to  Ameritech  and  GTE.  Since 
w'l^llfl  WorldCom  can  offer  the  same  nationwide 
overage  as  the  Big  Three,  more  Bells  are  likely  to  flock  to  it— or  even 
luy  it— rather  than  give  their  business  to  MCI,  AT&T,  or  Sprint. 


LCI  International 


•LCI,  the  fifth-ranked 
company,  has  snagged 
the  Bell  Atlantic- 
Nynex  cellular  part- 
lership,  which  will  resell  its  long-distance  service.,. 
Like  WorldCom,  LCI  is  a  natural  merger  partner  for  a  Bell  looking  for 
national  long-distance  network. 

'  :  DATA:  BUSINESS  WEEK,  COMPANY  REPORTS  ,  ' 


When  such  hitter  rivals  as  AT&T 
and  MCI  Communications  Corp. 
start  talking  alliance,  it's  clear 
that  there's  a  whole  new  ball  game  in 
telecommunications. 

Since  Feb.  8,  when  President  Clin- 
ton signed  legislation  deregulating  the 
business,  the  major  long-distance  car- 
riers have  been  moving  to  establish 
themselves  in  the  local,  cable-TV,  and 
other  markets  from  which  they  had 
been  barred.  The  initial  goal  is  to  offer 
local  calling  as  the  linchpin  to  a  raft  of 
services,  ft'om  wireless  to  satellite  TV. 
MCI  CEO  Bert  C.  Roberts  Jr.  has  ah'eady 
let  slip  that  his  company  is  holding  pre- 
liminaiy  talks  with  at&t.  Their  aim:  to 
share  the  cost  of  building  local-caUing 
networks.  For  its  part,  at&t  has  signed 
some  20  deals  with  rivals  of  regional 
Bell  companies  to  resell  local  service, 
while  Sprint  Corp.  and  its  cable  part- 
ners are  building  a  nationwide  wireless 
network  to  be  used  for  local  access. 

Don't  expect  any  megamergers  soon, 
however  For  now,  the  long-distance  cai*- 
riers  will  initiate  low-risk  partnerships 
rather  than  high-risk  acquisitions,  test- 
ing the  waters  in  new  markets  before 
making  major  financial  commitments. 
Look  for  AT&T,  MCI,  and  Sprint  to  sign 
resale  agi'eements  with  Bell  companies 
rather  than  merge  with  them.  "There 
are  a  lot  of  paths  to  the  customer,  and 
it's  a  little  eaiiy  to  declai'e  exactly  which 
one  is  the  right  one,"  says  Joseph  P. 
Nacchio,  executive  vice-president  of 
AT&T's  consumer  and  small-business  divi- 
sion. So  AT&T,  MCI,  and  Sprint  are  seek- 
mg  pailnerships  with  any  company  with 
a  wire  into  homes — from  cable-TV  oper- 
ators to  electric  utilities. 
TRUSTBUSTER  ALERT.  Besides,  mergers 
may  not  be  looked  on  kindly  in  an  in- 
dustry where  the  Big  Three  still  hold  a 
lock  on  the  long-distance  market.  "Any- 
time there  is  a  merger  in  this  business, 
it  gives  the  Justice  Dept.  a  chance  to 
sink  its  teeth  into  you,"  says  Scott  Cle- 
land,  an  analyst  with  Washington  Re- 
seai'ch  Group,  a  consultancy.  And  Justice 
would  likely  come  down  hard  on  any 
deal  that  smacks  of  reconstituting  the 
Bell  System  after  all  it  went  through  to 
break  up  at&t  11  years  ago. 

For  smaller  long-distance  carriers, 
though,  mergers  could  well  be  in  the 
offing.  WorldCom  Inc.  and  LCi  Interna- 
tional Inc.,  the  fourth-  and  fifth-largest 
long-distance  carriers,  are  the  partners 
of  choice  for  the  Baby  Bells,  which  want 
to  avoid  giving  business  to  theii-  biggest 
rivals.  A  Baby  BeU  could  acciuire  World- 
Com or  LCI  and  immediately  vault  into 
a  top  spot  in  the  industiy.  That's  one 
way  to  hit  a  home  run  in  this  brand- 
new  telecom  game. 

By  Catherine  Arnst  in  New  York, 
with  bureau  reports 
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DECLINE 

Under  Bob 
Rubin,  the  NEC 
scored  big  wins. 
With  lyson  at 
the  helm,  some 
of  them 
maybe 
imperiled 


THE  WHITE  HOUSE 


BAD  COUNSEL  AT 
THE  ECONOMIC  COUNCIL? 

The  "Felix  Flub"  is  only  the  latest  misstep 


Felix  G.  Rohatyn's  decision  to  with- 
di'aw  as  a  candidate  for  vice-chair- 
man of  the  Federal  Reserve  was  a 
blow  to  President  Clinton.  But  Ro- 
hatyn's Feb.  12  exit  was  even  more 
embarrassing  for  Laura  D'Andrea 
Tyson,  director  of  the  National  Eco- 
nomic Council.  Tyson  headed  the  team 
responsible  for-  vetting  Fed  nominations. 
Yet  she  failed  to  anticipate  the  fierce 
Republican  opposition  that  prompted 
the  67-year-old  Lazard  Freres  &  Co. 
banker  to  back  out.  Now,  the  Adminis- 
tration is  back  to  st|uare  one  in  trying 
to  fill  the  vacancy. 

The  Felix  P^lub  is  the  latest  in  a 
string  of  missteps  that  has  some  in 
Washington  wondering:  What's  wrong 
at  the  NEC?  In  1993,  Clinton  estab- 
lished the  council,  with  Robert  E.  Ru- 
bin as  its  dii-ector,  in  order  to  elevate 
economics  in  policymaking  and  ensure 
that  the  Administration  speaks  with 
one  voice  on  complex  economic  issues. 
In  its  early  days,  the  NKC:  racked  up  a 
string  of  highly  visible  successes — from 
shepherding  the  1993  deficit-reduction 
package  through  Congress  to  persuad- 
ing lawmakers  to  delink  China's  most- 
favored-nation  trade  status  from  its 
human  rights  record.  "The  nec  is  one 


of  the  most  important  innovations  of 
the  Clinton  Administration,"  says  Com- 
merce Secretary  Ronald  H.  Brown. 

Increasingly,  though,  the  agency  is 
failing  to  forge  consensus.  Take  pre- 
sent Ti'easury  Secretary  Rubin's  No- 
vember trip  to  Argentina.  Rubin 
planned  to  complain  to  President  Carlos 
Menem  about  Argentina's  failure  to 
protect  U.  S.  trademarks  and  patents. 
But  the  Treasury  chief  was  stunned  to 
learn  on  his  arrival  that  U.  S.  Ti'ade 
Representative  Mickey  Kantor  had  pre- 
empted his  cjuiet  diplomacy.  In  a  lettei' 
to  the  Ai'gentines  that  arrived  ahead  of 
Rubin,  Kantor  rebuked  Argentina  for 
lackluster  enforcement  of  intellectual 
property  rights.  The  nec  is  supposed 
to  prevent  such  confusion,  but  "the  let- 
ter wasn't  cleared,"  says  Tyson.  A  Ru- 
bin aide  says  the  timing  was  unfortu- 
nate. Kantor  declined  to  comment  on 
the  letter. 

"RARE  EXCEPTIONS."  Now,  even  some  of 
the  NEC's  early  accomplishments  are 
starting  to  fr"ay.  U.  S.-Japanese  policy — 
once  a  Clintonite  obsession — is  in  the 
doldiimis.  Expansion  of  the  North  Amer- 
ican Free  Trade  Agi-eement  to  Chile  and 
the  rest  of  Latin  America  is  stalled.  Con- 
gress is  once  again  threatening  to 


revoke  China's  favored  trade  stat 
And  foreign  policy  agencies  are 
longer  singing  from  the  same  hymnbo 
Case  in  point:  In  December,  the  Cc 
merce  Dept.  and  the  U.  S.  T^-ade  R 
resentative's  Office  clashed  o 
competing  plans  to  enfc 
trade  pacts.  All  si 
disputes  sho\ 
be  brokered 
eliminated  by 
NEC.  Under  Rul 
Treasury  has  tal 
charge  of  Mexico  p 
cy,    while    the  U 
Trade  Representative  1 
gained  the  upper  hand 
Japan  issues.  "Agencies  ii 
push  theu"  own  policies  re: 
larly  without  much  coordi 
tion,"  says  a  foirner  U.  S.  trs 
official. 
Tyson  insists  that  mixed 
nals  on  policy  are  "rare  exc( 
tions."  And  she  says  any  slowdo 
in  NEC  initiatives  is  largely  due 
the  Repubhcans'  victories  in  the  li 
elections.    "The  environment 
i  hanged,"  she  says.  "We  don't  have 
legislative  capability  we  had  in  the  fi 
two  years 

Tyson  has  a  point.  In  the  balanci 
budget  fight,  the  White  House  v 
forced  to  play  defense  and  the  NEC  a 
tually  disappeared  from  view  wh 
Chief  of  Staff  Leon  E.  Panetta  cltrecl 
maneuvers.  Behind  the  scenes,  howe\ 
Tyson  helped  shape  strategy. 

With  Rohatyn,  though,  the  N 
has  suffered  a  highly  visible  defe 
Tyson  never  saw  that  the  GOP-r  ' 
Senate  Banking  Committee  would  f 
hostile  to  a  nominee  with  Rohaty 
advocacy  of  government  activi 
and  economic  stimulus  that  might  bo 
inflation. 

Recently,   Tyson   has  moved 
strengthen  the  nec's  hand.  She  has 
stituted  weekly  meetings  with  Cabii 
officers  responsible  for  internatioi 


mistr 


one 
therf 

It"  Abo 

(ttrej 


economics.  She  also  reor  ganized  if '"^'^ 


aides  to  better  manage  the  thi 
staffed  agency.  On  Capitol  Hill,  Sena 
Ernest  F.  Hollings  (D-S.  C.)  and  otl 
Democrats  hope  to  bolster  the  agar 
with  legislation  to  write  the  NEC  a 
its  role  into  law.  That  way, 
NEC  won't  die  after  Clinton's  Presid(P*W 
cy  ends. 

But  survival  isn't  enough.  Unl( 


»'erick  1 


Tyson  can  end  the  flubs  and  return  1  "f'"!' 
council  to  its  former  stature,  the  N 
may  live  only  as  another  Clinton-^ 
monument  to  good  intentions. 

By  Amy  Bornis  and  Mike  McNan 
in  Washington 
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By  Owen  Ullmann 

THE  'GUSS  CEILING'  IN  THE  CABINET  ROOM 


What  do  Alice  M.  Rivlin, 
Donna  E.  Shalala,  Janet 
Reno,  Hazel  R.  O'Leary,  Car- 
1  M.  Browner,  and  Laura  D'An- 
rea  Tyson  have  in  common?  Sure, 
1!  are  accomplished  women  who 
old  top-level  jobs  in  the  Clinton 
Liiministration.  But  they  also  have 
iiniething  else  in  common: 
.'one  seems  to  wield  the  same 
itiuence  as  her  male  prede- 
essor  or  counterpart  in  the 
administration. 
Call  it  President  Clinton's 
evv  woman  problem.  Although 
e  has  placed  far  more  women 
1  Cabinet-level  jobs  than  any 
revious  Chief  Executive,  the 
Resident  nonetheless  seems 
lust  comfortable  governing 
ith  the  help  of  an  inner  circle 
f  male  counselors.  The  sole 
xception  is  First  Lady  Hillary 
:o(lham  Chnton.  Otherwise,  la- 
lents  one  senior  female  offi- 
ial,  "there's  the  boys'  team 
nd  the  girls'  team.  It's  sad  but 
cue."  Another  top  woman  says 
le  bias  is  subtle.  "We're  in  the 
oc»m,  treated  with  respect,  and 
stened  to.  I  just  don't  think 
ur  ideas  carry  as  much 
eight." 

Consider  the  lot  of  Rivlin, 
he  director  of  the  Office  of 
lanagement  &  Budget.  If  she 
ad  her  druthers,  friends  say, 
he  would  have  led  the  way  to 

compromise  balanced-budget 
Ian  with  Capitol  Hill  Republi- 
ans.  But  White  House  budget 
trategy  was  commandeered 
y  Chief  of  Staff  Leon  E.  Pa- 
etta,  Rivlin's  predecessor  at 
MB.  Panetta's  political  skills  were 
onsidered  more  vital  than  Rivlin's 
seal  acumen. 

MERE  VISIBILITY."  Then  there's 
lealth  &  Human  Services  Secretary 
halala,  who  lost  control  over  the 
iKgest  policy  issue  involving  her 
gency:  health-care  reform.  That 
roject  was  managed  from  inside 
he  White  House  by  adviser  Ira  C. 
lagaziner — working  with  Hillary 
-linton,  not  Shalala. 

At  the  Justice  Dept.,  Chnton's 
laverick  Attorney  General,  Janet 
leno,  is  in  charge  of  law-enforce- 
lent  issues.  But  she  does  not  serve 
s  a  Presidential  confidante  on  legal 


matters,  as  have  most  of  her  male 
predecessors.  Energy  Secretary 
O'Leary  was  derided  by  White 
House  officials  as  a  nonplayer  long 
before  she  recently  embarrassed  the 
Administration  with  a  flap  over  her 
extravagant  travel  budget.  Browner, 
head  of  the  Environmental  Protec- 
tion Agency,  doesn't  set  epa  poll- 

THE  GIRLS  TEAM'  W 

"We're  in  the 
room,  treated 
with  respect, 
and  listened  to. 
I  just  don't 
think  our  ideas 
carry  as  much 
weight"  as  those 
of  men  like  Rubin 
and  Panetta  ^^'^^^ 

Energy  Secretary 


ALICE  RIVLIN: 

0MB  Director 


JANET  RENO: 

Attorney  General 


cy — that's  done,  some  Clintonites 
say,  by  her  mentor,  Vice-President 
Al  Gore.  Tyson,  director  of  the  Na- 
tional Economic  Council,  doesn't 
appear  to  have  as  much  clout 
as  her  male  predecessor,  Robert 
E.  Rubin,  who  is  now  Ti-easury 
Secretary. 

And  consider  the  phght  of  former 
Presidential  press  secretary  Dee 
Dee  Myers,  who  resigned  because 
she  was  denied  the  close  access  to 
Bill  Clinton  enjoyed  by  both  her 
predecessor,  George  R.  Stephano- 
poulos,  and  successor,  Michael  D. 
McCurry.  Ross  K.  Baker,  a  Presi- 
dential scholar  at  Rutgers  Univer- 


sity, claims  that  Clinton's  appoint- 
ment of  women  to  prominent  posi- 
tions "is  a  liberal  attempt  to  go  for 
mere  visibility — gender  diversity. 
But  when  you  look  deeper,  you  see 
there's  not  a  lot  of  influence  that 
goes  with  these  jobs." 

Clinton's  defenders  vehemently 
deny  that  the  President  is  guilty  of 
gender  bias.  "I  have  never  felt 
that  my  advice  is  not  heard," 
says  epa's  Browner.  Cabinet 
Secretary  Kitty  Higgins,  the  H- 
aison  between  the  White 
House  and  the  agencies,  de- 
clares: "There  are  more  women 
in  senior  positions  of  influence 
in  this  Administration  than 
any  place  I've  ever  seen." 
And  HHS  Secretary  Shalala — 
leaving  aside  the  handling  of 
health-care  reform — says  that 
over  the  past  two  years, 
women  have  been  dominant 
players  in  setting  "all  social 
and  health-care  policy"  for  the 
Administration. 

Perhaps.  But  even  Shalala 
concedes  that  she  has  women 
friends  in  the  Administration 
who  might  disagi'ee  with  her, 
although  they  won't  do  so  on 
the  record. 

OUT  OF  THE  LOOP.  Some  male 
counterparts  speculate  that 
these  women  aren't  "political" 
enough  and  don't  have  the 
"sharp  elbows"  men  have 
learned  to  use  to  get  their 
way.  And  in  some  cases,  the 
women  in  top  posts  are 
out  of  the  loop  because  their 
male  and  female  colleagues 
don't  think  they  are  up  to 
the  job.  But  some  of  Clinton's  top 
men  aren't  such  sharp 
operators,  either.  So  it's  hard  to 
blame  the  problem  solely  on 
performance. 

Whatever  the  source  of  their 
fi'ustration,  senior  women  who  work 
for  Chnton  say  they  don't  have  the 
President's  ear.  It's  a  problem  Clin- 
ton needs  to  fix.  If  he  doesn't  think 
his  top  women  advisers  are  up  to 
the  job,  he  should  replace  them — 
and  stop  using  them  as  diversity 
window  dressing. 

Ullmann  is  business  week's  Wash- 
ington Senior  News  Editor. 
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WHAT  FORD  HAS  RIDING 
ON  THESE  FOUR  WHEELS 

The  hot  '97  F-150  might  provide  the  oomph  the  new  Taurus  hasn't 


Frank  Oberle  likes  the  look  and  feel 
of  a  new  pickup  truck.  That's  why 
he  has  purchased  four  Dodge  Rams 
since  1993.  But  as  soon  as  the  curvy 
new  Ford  F-150  hit  town,  Oberle  traded 
in  his  trendy  red  1996  Ram  for  a  $28,000 
biu'gundy  F-1.50.  "It's  not  as  aggi'essive- 
looking  as  the  Ram,  but  I'm  getting  a  lot 
more  comments  on  the  Ford,"  says  the 
36-year-old  food-factoiy  machinist  in  Uti- 
ca,'  N.Y.  "It's  the' 
new  thing." 

Ford  is  counting 
on  the  reworked 
F-150  to  haul  in 
trend-followers  such 
as  Oberle  as  well  as 
the  usual  hard  hats 
and  farmers.  To  do 
that — and  break  its 
string  of  sluggish 
new-model  launch- 
es— Ford  must  also 
persuade  traditional 
F-150  owners  to  ac- 
cept the  swoopy  new 
styling  and  stiffer 
sticker  price.  So  fai', 
so  good:  Dealers 
have  deluged  Ford 
with  140,000  orders 
for  the  new  model, 
which  was  only  in- 
troduced on  Jan.  25. 
CASH  COW.  Success  is 
critical  to  Foi'd.  The 
F-series  pickup  cost 
$4  billion  to  redesign, 
churns  out  about 
.$3,500  in  gross  profits 
per  unit,  and  keeps 
six  factories  humming.  And  Ford  badly 
wants  the  F-series  to  remain  America's 
top-selling  vehicle,  racking  up  nearly 
700,000  sales  annually.  "This  tinck  is  the 
single  most  imjjoilant  product  for  Ford 
in  North  America,"  says  Schrodei-  Wert- 
heim  &  Co.  analy.st  John  Casesa.  "The 
whole  company  is  iiinning  on  profits  fi-om 
the  F-series  and  the  Explorer." 

To  gain  new  converts.  Ford  is  gun- 
ning for  younger,  more  affluent  buyers 
(table).  That  audience  largely  spurned 
the  brickish  old  F-150  in  favor  of  the 
18-wheeler  styling  of  the  Dodge  Ram  or 
the  smooth  look  of  the  Chevrolet  c/K. 


Now,  the  aerodynamic  new  F-150  seems 
modern  and  is  packed  with  car-style 
features  such  as  an  overhead-cam  en- 
gine and  a  cushy  suspension  that  rides 
like  a  sedan.  Its  new  engine  even  runs 
100,000  miles  before  its  first  tune-up, 
a  feature  usually  found  only  on  luxury 
cars.  One  good  sign:  The  once  utilitari- 
an beast  of  burden  is  gaining  a  follow- 
ing in  California's  trendier  areas.  "Peo- 


YUPPIFIED 

How  Ford 
expects  the 
sales 

demographics 
of  its  F-150 
to  change 


OLD  F-150    NEW  F-150 


MEDIAN  AGE 

44 

39-42 

COLLEGE  GRADS 

22% 

30% 

MEDIAN  INCOME 

$49,000  $50,000 

PARENTS 

34% 

46% 

EMPTY-NEST  COUPLES 

37% 

27% 

pie  are  buying  this  truck  for  the 
image — it's  an  extension  of  theii'  per- 
sonal wardrobe,"  says  analyst  Christo- 
pher W.  Cedergren  of  AutoPacific 
Group  Inc.  in  Santa  Ana,  Calif 

The  F-1.50  is  no  bargain.  Prices  begin 
at  $15,660— about  $1,000  more  than  the 
Chevy  and  $1,300  more  than  the  Dodge 
— and  rise  to  more  than  $30,000.  Ford 
expects  its  most  popular  model  to  be 
the  F-150  XLT  vrith  an  extended  cab  and 
automatic  transmission.  It  starts  at 
$22,581.  But  Ford  contends  the  higher 
prices  are  offset  by  extra  featiu-es  such 
as  dual  air  bags  and  a  standard  third 


door  that  opens  to  the  rear  seat  or 
extended-cab  version.  Chevy  cha 
$425  for  its  third  door,  and  Dodge  do 
have  one.  "I  don't  mean  to  be  arrogi 
says  Bobbie  Gaunt,  Ford's  general  i 
keting  manager,  "but  I  can't  ima 
what  could  go  wrong  with  this  tmc 

Fred  Ostrick  can.  The  retired 
York  fireman  and  tiTick  traditionalis 
cently  test-drove  the  new  F-150  and 
tui-ned  off  by  its  "bulbous"  styling 
carlike  ride.  "If  I  wanted  a  seda 
would  go  out  and  buy  a  sedan,"  says 
trick,  60. 

MELDED  DESIGNS.  But  Ford  is  tr; 
hard  not  to  offend  too  many  such  ti 
tionalists.  It  gave  a  not-too-radical 
to  the  new  F-150  by  melding  a  futi 
design  concept  from  its  CaUfomia  s 
with  a  nK)i-e  conservative  one  out 
Detroit  studio.  It 
hedge  its  bets 
ther  when  it  i 
duces  updates  o 
heavier-duty  F 
and  F-350  later 
year.  Those 
models  will  ha 
more  boxy  look 
loigged  ride  than 
sculpted  F-150 

Ford  also  too' 
chances  with  its 
million  ad  camp; 
for  the  F-150.  w: 
debuted  during  J; 
ary's  Super 
broadcast.  The 
paign.  Ford's  lari 
ever  for  a  truck, 
urrected  the  "B 
Ford  tough"  slo 
and  features  les 
eiy — and  camj: 
lywood  cowboy  J 
Palance  riding  h 
in  an  F-150.  The  company  says  the  r 
wave  of  commercials,  coming  this  spr 
will  have  a  softer  theme,  stressing 
tures  such  as  cup  holders  and  air  b; 

Ford  is  trying  to  strike  a  dehc 
balance  with  the  F-150  launch  becaus 
is  desperate  for  a  hit.  Both  its  Cont 
sedan  and  Windstar  minivan  had  s 
starts.  Its  new  Taurus,  which  came 
last  fall,  has  been  faltering,  too.  F 
had  to  slap  $600  rebates  on  all  th 
models  to  spur  sales.  "A  lot  of  pec 
felt  the  new  Taurus  was  overpric< 
says  Robert  C.  Failing,  a  Ford  deals: 
St.  Johnsville,  N.  Y.  "But  people  art 
fighting  the  price  of  the  F-series  trui 
If  that  enthusiasm  holds,  this  is 
Ford  product  launch  that  won't  spul 
at  the  starting  line. 

By  Keith  Naughton  in  Det 


FOUR-BILLION- 
DOLLAR  BABY: 

Its  first  face-lift 
in  16  years 
wasn't  cheap 
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Ah,  what  a  day  it  was. 

You  visited  the  cash  machine.  It  worl^ed.  ^ 
You  made  a  plane  reservation.  It  worked. 
You  filed  an  insurance  claim.  It  worked. 
You  made  a  mortgage  payment.  It  worked. 


J  And  it's  all  because  OS/2  has  a  rather 
attractive  feature.  It  works. 


Can  your        Computer  operating  systems  may  not 
software        be  your  life  s  passion.  But  twen  it  you Ve 

do  this?  1     .  r 

,     never  sat  down  in  front  oi  a  computer 
fore,  you're  probably  a  certified  user  ol  OS/2! 

That's  because  all  around  you,  businesses  that  can't 
ord  to  interrupt  their  service  for  even  a  second  depend 
■  OS/2  to  run  many  of  their  com[)uter  systt^ms. 

Chances  are,  you're  using  OS/2  when  you  step  up  to 
;  cash  machine  or  make  a  payment  on  your  mortgage, 
are  using  it  when  you  file  a  claim  witli  Fireman's  Fund 
durance  Company,  use  Amtrak's  self-ticketing  Idosks  or 
ijoy  home  delivei-y  fiom  select  KFC  restaurants. 
Across  every  industry,  OS/2  (along  with  its  latest 


release,  OS/2  Warp  Connect)  provides  a  reliable,  32-l)it 
foundation  for  advanced  distriljuted 
information  systems.  It  also  allows 
companies  to  standardize  on 
one  common  system  across  all 
theu"  diverse  computing  platforms, 
from  notebooks  and  deslctops  to  servers  of  every  size. 

To  learn  more  about  how  you  can  use  OS/2  to  help 
run  your-  company  more  efficiently,  call  1  800  lBM-3333, 
ext.  EAllO,  or  visit  us  at  bttj)://www.software.ibm.com. 
You'll  see  how  OS/2  can  =  ^ 

make  a  dilference  in  your  ^  ~  ~ ^  ~ 

business.  And  in  your  lite.        Solutions  for  a  small  planet" 


'  Warp  Corned  Fullpack  is  available  Itom  IBM  lor  $189  by  calling  1  800 IBM-3333,  exi  EA110  In  Canada,  please  call  1  800  IBM  CALL,  ext  1290  Reseller  prrces  may  vary  The  IBM  home  page  is  localed  al  htip  //www  ibm  com  IBM  and  OS/2 
gislered  Irademarks  and  the  OS/2  logo  and  Solulions  lor  a  small  planet  aie  Iradeniarks  ol  Inlernalional  Business  Machines  Corpntdlinn  'ci  1996  IBM  Corp  All  cighls  reserved 


There's  a  lot  1 1 
than  you  pi  ib 


VISION.  Companies  that  have  it 
possess  the  insight  and  inherent 
^         strength  to  create  fundamen- 
tal change.  A  The  kind 


of  change 
that  has  en-  * 
abled  Rockwell  to 
emerge  as  a  powerful 
commercial  force  over  the  last 
ten  years.  ▲  This  vision  has  changed  our  present 

sales  mix  to  over  70 


Changing  Sales  Composition 


Total 
Sales 


Commercial 
and 

International 


1985 


1995 

Fmm  m5  to  1995, 
Rockwell  changed  its  sales 
mix  to  more  than  70  percent  commercial 
and  Diternational  by  leveraging  new  tech- 
noloqies  and  products,  unique  synergies, 
arut global  opportunities  to  aggressi i/ely 
serve  its  customers. 


Automation 


Avionics 


percent  commercial  and 
international  business.  It's  made 
us  a  rapidly  growing  force  in 
markets  ranging  from  ^ 
semiconductor  systems  and 
automotive  to  industrial  automation  -  while 
maintaining  our  leadership  positions  in  aerospace 
and  defense.  And  today,  it's  driving  us  to  be  the 


Semiconductor  Systems 


re  to  Rockwell 
>ibly  perceive. 


world's  best  diversified  high-technology  com 
pmy.  A  By  striving  to  make  otir  cus- 


•  tomers  the  worlds  most  successfiil, 
ll^     we  have  dramatically  changed 


billion  com- 
pany Creating 
new  synergies,  and 
putting  leading- edge  practices 
and  technologies  to  work.  A  Whether  it's 
making  cars  smarter  with  advanced  Rockwell 
electronics.  Integrating  head-up  displays  into  avionics 
for  major  airlines.  Becoming  the  world's  leading  supplier  of 

modems  for  PCs  and  fax  machines.  Or  building  a  $4 
^     billion  global  industrial  automation  enterprise  with  our 
Allen-Bradley  and  Reliance  Electric  businesses.  A  It's  time 
to  change  your  perception  of  Rockwell.  For  further  information  about 
our  activities,  write  to  Rockwell,  P.O.  Box  4251,  Dept.  BWN,  Seal  Beach, 
CA  90740-8251.  You'll  see  a  lot  more  in  us  than  you  ever  imagined. 


fense  Electronics 


Automotive 


4^  Rocimen 
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H&R  BLOCK 

MAY  BE  GOING  OFF-LINE 

A  spin-off  of  its  CompuServe  unit  seems  to  be  in  the  works 


Fur  years,  the  Bloch  family  insisted 
that  it  made  sense  to  keep  h&r 
Block  Inc.'s  tax  preparation  unit 
paired  with  the  booming  CompuSei-ve 
Inc.  online  network.  The  idea:  Block 
could  sell  its  tax  services  via  Compu- 
Serve, and  CompuServe  could  benefit 
from  Block's  cash  and  from  its  link  to  a 
well-knowii  brand  name.  Ti'ouble  is,  the 
synergies  didn't  add  up  to  much.  Now, 
Wall  Street  figures  CompuServe  would 
be  worth  a  lot  more  on  its  own. 

Richard  H.  Brown,  who  replaced 
Thomas  M.  Bloch  as  chief  executive  six 
months  ago,  appears  about  ready  to  go 
along  with  that  idea.  Investors  think 
the  former  Ameritech  Corp.  vice-chair- 
man, the  first  non-Bloch  to  lead  the  41- 
year-old  company,  is  prettying  up  Com- 
puServe to  do  at  least  a  jjartial  sell-off 
of  its  shares.  Block's  shai'e  price  is  up 
more  than  10%,  to  38,  since  mid-January 
on  the  speculation,  though  i''s  still  way 
below  the  46X  it  traded  at  i  ist  Novem- 
ber. "When  they  have  the  te;im  in  place, 
I  think  they'll  spin  it,"  says  !  Jart  Wear 
of  Milwaukee's  t'irstar  Inv.  stments, 
which  owns  1.3  milHon  Bloci  shares. 
Brown  was  unavailable. 

If  that's  what  Brown  is  up  t(  ,  it's  a 
risky  maneuver  Wall  Street  has  k<iig  ar- 
gued for  a  spin-off,  figuring  that  Ci  tnpu- 
Serve's  valuation-per-subscriber  v  i  luld 
jump  to  about  the  level  of  rival  Amt  lica 


Online  Inc.  That  would  raise  Block's  and 
CompuSei^ve's  combined  market  capital- 
ization about  19%,  to  $4.6  bilhon. 

But  a  spin-off  also  might  leave  Block 
vulnerable  if  Congress  ever  passes  a 
simplified  flat  tax,  like  the  one  backed 
by  GOP  Presidential  candidates  Steve 
Forbes  and  Pat  Buchanan.  Tax  prepa- 
ration will  account  for  about  half  of  the 
company's  estimated  $182  million  in 
profits  and  $1.6  billion  in  sales  in  the  fis- 
cal year  that  ends  Apr  30 — and  profits 
are  already  relatively  weak  (chart). 
Many  analysts  figure  Block  could  do 
well  under  a  flat  tax  that  maintains  at 
least  a  handful  of  deductions  because 
many  people  who  now  use  costly  ac- 
countants would  turn  to 
Block,  whose  average 
tax  preparation  bill  is 
only  $60.  But  if  a  flat 
tax  were  passed  with- 
out any  deductions  at 
all,  Block  likely  would 
be  devastated. 
A  SEARCH.  Nonetheless, 
signs  are  clear  that 
Brown  is  preparing  for 
big  changes  at  Compu- 
Serve. He's  building  up 
its  management,  which 
analysts  see  as  a  sign 
that  he's  getting  the 
unit  ready  to  run  itself. 


Recently,  he  started  a  search  for  a  cl 
financial  officer — a  new  post  that  wo 
be  important  in  selling  shares  to  ins 
tutional  investors.  He  is  also  hiring 
new  mai'keting  chief  at  CompuSei-ve  £ 
replacing  its  top  European  and  consun 
executives.  And  Gk)ldman,  Sachs  &  Co 
checking  into  selling  a  CompuSer 
stake  to  the  public,  according  to  a  sou 
close  to  the  company.  A  spokesworr 
says  Block  will  ci 


RISKY  PLAY 

Without 
CompuServe, 
Block  would  be 
even  more 
dependent  on  a 
business  that 
could  be  shaken 
up  by  a  flat  tax 


NOT-SO-HAPPY 
RETURNS 


AMILLIONS  OF  DOLLARS 

FISCAL  YEAR  ENDS  APR  30 
AFTER  ACQUISITION  AND  OTHER  SPECIAL  CHARGES 
DATA:  COMPANY  REPORTS.  FIRST  CALL  CORP 


sider  all  options 
increase  sharehok 
value  but  decUned 
comment  specifics 
on  a  spin-off. 

CompuServe  coi 
use  a  boost.  L 
year,  it  lost  its  pli  ill 
as  the  largest  onl 
service  to  upst 
AOL.  AOL  tripled 
subscribers,  to 
million,  while  CompuSei-i-e's  base  oi 
doubled,  to  4  million.  Now,  CompuSei 
is  having  to  spend  heavily  to  catch 
Analysts  figure  that  it  could  cut  its 
(■rating  margins  from  26%  last  year 
20%  in  the  ciuTent  fiscal  year.  More  i 
l)Ortant,  the  rising  popularity  of  the 
ternet's  World  Wide  Web  threatens 
rob  CompuSei-ve  of  subscribers  and  o 
tent.  "The  content  providers  are  all  ( 
fecting  to  the  Web  because  they  do 
want  to  be  limited  to  the  audience 
one  online  sei^vice — and  they  want  m( 
control,"  says  Maiy  Doyle,  a  senior 
alyst  at  the  IDC/Link  unit  of  market 
searcher  International  Data  Corp. 

One  sign  of  the  times:  Just  a  y( 
ago,  content  providers  got  only  20(2 
every  dollar  a  subscriber  spent  looki 
at  their  product — CompuServe  or 
would  keep  the  rest.  Now,  conte 
providei-s  get  about  50c  on  the  dolla: 
CompuServe,  meanwhile,  is  laying  ( 
big  bucks  to  develop  its  own  cont( 
and  diversify  its  sei-vice.  This  month, 
launched  its  own  Internet-only  servi 
called  SPRYNET,  whi 
will  give  subscribers  i 
limited  access  to  t 
Web  for  $19.95  a  mon 
This  spring,  it  plans 
introduce  wow!,  an  ( 
line  service  for  comp 
ei'  novices.  But  pressi 
is  growing  for  a  sp, 
off.  Risky  as  such 
move  might  be,  it  woi 
give  Block  lots  of  rea 
cash — and  earn  it  rea 
of  goodwill  on  W 
Street. 

By  Peter  Elstrom 
Chicago 


c 


lliir  li 


40  BUSINESS  WEEK  /  FEBRUARY  26,  1996 


•Before  Fidelity's  CORPORATEplan, 
didn't  know  who  to  call  if  things  went  wrong  with  our  401  (k) 
Now  that  I  do  know,  nothing  goes  wrong.'' 

Joe  Rokiis,  lice  President.  Finance  &  Chief  Financial  Officer,  GALILEO  ELECTRO-OPTICS 

♦    ♦    ♦    ♦  ♦ 

GALILEO  began  their  401(k)  plan  with  a  promising  thought.  Pick  experts  for  each  aspect 
of  the  plan  and  everything  should  fall  into  place.  The  problem  is,  the  more  players 
you  have  involved,  the  more  that  can  potentially  go  wrong. 

"We  had  a  plan  administrator  in  one  place  and  a  recordkeeper  in  another.  And  when 
something  went  wrong,  there  was  never  any  accountability.  It  was  time  for  a  change." 

GALILEO  reviewed  nearly  ten  leading  4^01  (k)  providers  and,  ultimately,  selected  The 
CORPORATEplan/o/-  Retiremenr-  a  coordinated  service,  all  under  one  roof  and  only  avail- 
able directly  from  Fidelity.  And  it's  designed  exclusively  for  small  to  midsized  companies. 
They  turned  what  used  to  be  a  nightmare  into  a  dream. 

"Now  statements  are  accurate  and  on  time,  '  said  Rokus.  "And  it's  a  major  relief  know- 
ing that  when  1  call.  I'll  get  action.    ^  »^  asa^ 


I  almost  wish  something  would  go 
wrong.  Well,  not  really." 

If  you  want  this  level  of  commit- 
ment behind  your  plan,  call  for  Fidelity  s 
CORPORATEplan  for  Retirement 
brochure  at  1-800-343-9184.  Your 
retirement  plan  is  our  full  time  job. 


Your  retirement  plan.  Our  full  time  job. 

('(ill  or  ir  rite  for  our  brochure. 
Il  cxpliiins  why  tce'rr  the  one  choice  for  small  to  mid.<iized  cornpanie.i. 


r.onl'Oll  UKi.l.n 


\a„„' 

( 'ttfiipnn\- 

i,l,l,vss 

Stntp 

Zip 

I'lit,,,,. 

Fm- 

Fidelity 
investments^ 


1.800-343-9184  Ext.  9211 

l'i.sit  IIS  (HI  the  liilcriiet  nl  litl/>://icii'ic./i(J-iiir.coin 


This  testi'inonial  statement  reflects  the  i»pinioii  of  one  ciistomer  and  clfies  not  iieressarily  represent  the  opinion  of  all  rustoiners. 

Fidelity  Investments  Institutional  Services  Company.  Inc.  82  Devonshire  St.,  Boston,  MA  02109.  5i-8740 


News:  Analysis  &  Commentary 


COiyiMODITIES 

FUTURES 
SHOCK 

Electricity  contracts  may 
help  deregulate  utilities 

Platinum  futures,  fine.  Natural 
gas  and  cnide-oil  futures,  sure. 
But  is  the  New  York  Mercan- 
tile Exchange  serious  about  trad- 
ing futures  in  electricity?  After  all, 
the  price  of  electricity  has  long  been 
tightly  regulated — and  for  the  most  part 
remains  so. 

No  matter.  Nymex  is  readying  a  new 
pit  in  downtown  Manhattan  that  on  Mai: 
29  will  begin  trading  in  electricity  fu- 
tures, contracts  that  pi-omise  delivery 
of  electricity  at  a  specified  price  on  a 
particular  date.  Sure,  the  introduction  of 
many  futures  contracts  has  failed  in  the 
past.  But  experts  say  the  market  for 
electricity  is  large  enough  to  eventually 
make  these  futures  work. 

The  new  contract  is  as  much  a  polit- 
ical event  as  a  financial  one,  because  it 
could  help  finish  off  the  last  gi'eat  bas- 


POWER  ICON:  Reddy  Kilowatt 
on  a  '6Jk  World's  Fair  postcai 


m 


tion  of  regulation.  Today,  elec- 
tricity prices  are  generally  set  by  reg- 
ulators. But  market-based  pricing  is 
creeping  in,  mainly  on  sales  between 
utilities.  The  Nymex  move  should  in- 
crease interutility  trading  by  making 
prices  more  visible. 
WILD  PRICE  SWINGS.  That's  just  the  first 
step.  Once  utilities  have  free-market 
pricing,  their  customers  will  demand 
the  same.  Says  W.  Robert  Parkey  Jr, 
general  manager  of  Aquila  Power  Coip., 
the  uni-egulated  power-mai'keting  aiTn  of 
UtiliCorp  United  Inc.  in  Kansas  City, 
Mo.:  "The  whole  regulatory  compact  is 
being  thrown  up  against  the  wall." 


While  electricity  rates 
customers  have  been  generi 
stable,  spot  prices  for  utilit 
are  extremely  volatile.  Becai 
brownouts  and  blackouts  wrt 
such  havoc,  utilities  can't 
ford  to  delay  purchases 
even  five  minutes  in  hoj 
that  prices  will  become  m( 
reasonable.    Last  summ 
when  Chicago  suffered  a 
vere  heat  wave,  the  local  s] 
price  spiked  from  around  $20  j 
megawatt-hour  to  as  much  as  $1 
says  Shannon  B.  Bui'chette,  senior  vi 
president  for  marketing  at  Duke/Lo 
Dreyfus,  a  Wilton  (Conn.)  power  m-  , 
keter.  Futures  contracts  should  hi  f*'"^  ^ 
utilities  insulate  themselves  from  w  ' 


pnce  swings. 

Exchange  President  R.  Patr 
Thompson  says  he  hopes  the  electric 
futores  contract  will  set  a  free-marl 
example  that  will  hasten  wider  comp( 
tion.  If  so,  those  guys  in  the  fimny  ja 
ets  may  do  more  to  change  the  utility 
dustiy  than  a  legion  of  bureaucrats. 

By  Peter  Coy  in  New  York,  w 
Greg  Bums  in  Chicago 
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EXECUTIVE  PAY 

AN  INSANELY 
GREAT  PAYCHECK 

Is  new  Apple  CEO  Gil  Amelio 
worth  his  millions? 

Apple  Computer  Inc.  has  world-class 
problems.  And  now  it  has  got  a 
chairman  and  ceo  who's  pulling 
down  a  world-class  pay  package.  Gilbert 
F.  Amelio,  a  board  member  since  late 
1994,  who  took  the  helm  on  Feb.  5,  will 
earn  at  least  $2.5  million  a  year,  ac- 
cording to  Securities  &  Ex- 
change Commission  docu- 
ments. And  if  he  meets 
unspecified  perfonnance  goals, 
the  total  package  will  be 
worth  between  $10  million 
and  $13  million  annually. 

That  doesn't  quite  make 
him  a  superstar  among  high- 
priced  turnaround  experts — 
but  he  is  close.  According  to 
executive-compensation  ex- 
pert Graef  Crystal,  IBM  chief 
Louis  V.  Gerstner  Jr  earned 
$17.2  million  in  1994,  while 


AlliedSignal  ceo  Lawrence  A.  Bossidy 
took  in  $30.5  million.  But  Ameho  stacks 
up  better  against  the  likes  of  Eastman 
Kodak  CEO  George  Fisher,  at  $6  million. 
"He  wouldn't  make  the  finals  of  the 
biggest-pigs-in-America  competition," 
says  Crystal.  "But  these  are  high 
numbers." 

Here's  the  nitty-gi'itty:  Amelio  will 
get  $2.5  million  in  annual  salary  and 
guaranteed  bonus,  as  well  as  a  $5  mil- 
lion loan.  Tlie  remaining  75%-plus  of  his 
possible  pay  is  tied  closely  to  Apple's  fi- 
nancial health — in  line  with  industry 
practices,  analysts  say.  He  will  also  get 
options  to  buy  1  miUion  shares  at  the 
current  market  price.  In  addition,  he 
has  grants  of  up  to  200,000  shares  for 


each  of  the  next  five  years,  along  w 
the  potential  for  additional  cash  bonus 
for  as  much  as  $2.5  miUion  more  j 
annum.  If  Apple  changes  hands  wit 
the  next  year,  Amelio  gets  a  cool  {  "^^ 
million. 

"GETS  WINDED."  The  question  now 
whether  Ameho,  52,  will  be  worth  t 
investment.  Having  turned  arou 
Rockwell  Corp.'s  communications  u 
and  resuscitated  National  Semicondue 
Cor{3.,  he  clearly  knows  how  to  make 
impact.  At  Apple,  he  has  already  nix 
the  quarterly  dividend  and  moved 
squelch  takeover  iTimors. 

Over  the  long  haul,  though,  Ameli 
track  record  is  troubling.  National  Sei 
conductor's  stock  has  seriously  und 
performed  the  S 
since  last  May, 
cording  to  Cryst 
"He's  Mr.  Bell-Shaf 
Curve,"  Crystal  sa. 
"He's  good  at  t 
10-yard  dash,  t 
tends  to  get  winde 
Given  Apple's  pre 
lems,  the  board 
better  hope  Amej 
has  developed  so: 
stamina. 

By  Peter  Burro\ 
in  San  Francisco 


GIL'S  GELT 

CEOAnielio's 
straight  salaiy 
is  $2.5  million. 
Aiid  if  Apple 
changes  hands 
within  the  next 
year,  he  gets  a 
$10  million 
bonus 
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:  TED  BY  KELLEY  HOLLAND 


lEATAND  CHAFF 
CIGNA  

N1N(;  A  MAJOR  ROUND  IN  A 

thy  battle  with  its  rivals, 
lA  got  the  gi-een  light  to 

its  asbestos  and  envii-on- 
ital  obligations  from  its 
)erty-casualty  business. 
1  regulatory  clearances  in 
t  states,  the  company  on 

12  set  up  an  inactive  unit 

$4.5  billion  in  assets  to 
ile  asbestos  and  envii-on- 
tal  claims,  cigna  will  back 
ith  $800  million  in  rein- 
nce,  up  from  $500  million 
illy,  plus  an  additional  $50 
on  in  payments  over  five 
s.  The  hefty  collateral  was 
anded  by  Pennsylvania 
ilators  under  pressure 
1  rivals  aig,  St.  Paul,  and 
bb.  Those  competitoi-s  wUl 

pressing  to  dismantle  the 


CLOSING  BELL 


OFF  TO  ATNY 

1  Taylor  Stores  got  badly 
ided  management  rein- 
:ement  on  Feb.  9  when  it 
Tied  J.  Patrick  Spainhour, 
ma  Karan's  cfo,  as  its 
V  president.  Spainhour 
I  be  No.  2  to  Ann  Taylor 
Sally  Frame  Kasaks  and 
I  focus  on  operating  prob- 
is.  Ann  Taylor's  stock  price 
>  been  falling  for  more 
n  a  year  because  of  a 
kluster  retail  environment, 
;lining  same-store  sales, 
i  management  depar- 
es.  It  pared  back  its  ex- 
ision  plans  just  before  the 
jinhour  announcement. 
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plan.  And  Dow  Chemical,  Pfiz- 
er, and  other  policyholders 
plan  to  sue,  arguing  foi-  some 
say  before  their  policies  get 
bucked  to  the  new  unit,  cigna 
says  regulators  make  such  de- 
cisions, not  policyholders. 

VALENTINE  FOR 
HELENE  CURTIS 

SUAVE  SHAMPOOS  AND  DEGREE 

deodorants  attracted  a 
Valentine's  Day  suitor.  A 
U.S.  subsidiary  of  Unilever 
PLC  agreed  on  Feb.  14  to  buy 
Helene  Curtis  Industries  for 
a  hefty  $70  per  share,  or  $770 
million.  Helene  Curtis  had 
traded  as  low  as  $27.50  last 
year.  The  announcement 
came  a  month  after  Roy  Dis- 
ney's Shamrock  Holdings, 
which  has  a  7.6%  stake  in  the 
company,  called  foi'  a  sale  or 
restructuring.  The  founding 
Gidwitz  family  of  Chicago 
has  pledged  its  75%  voting 
shares  to  the  deal,  ceo  Ron- 
ald Gidwitz  will  stay  on. 


WHY  YOU  LL  SOON 
HATE  TOY  STORY 

AFTER  UNDERESTIMATING  THE 

demand  for  toys  based  on  the 
animated  film  Toy  Story,  Dis- 
ney is  taking  no  chances  with 
the  Oct.  30  release  of  the 
movie's  video.  Accompanying 
the  release  will  be  a  recoi-d 
$100  million  marketing  push, 
including  50  new  toys  or  oth- 
er merchandise — and  Disney 
will  have  beefed-up  Hcensing 
agi-eements  on  the  stuff.  Bur- 
ger King,  General  Mills,  and 
Kodak  will  also  stage  pi'omo- 
tions.  Toy  Story  has  so  far 
grossed  over  $180  million  at 
the  box  office. 


BLOOMBERG  MEETS 
GUTENBERG  

HIS    NAME     IS  ALREADY 

flagged  across  TV  broadcasts, 
radio  shows,  magazines,  and 
on  the  Bloomberg  data  ter- 
minals dotting  Wall  Street 


HEADLINER:  UNKNOWN 


WANTED:  ONE  TOUGH  TECHIE 


General  Motors  is  scouting 
for  a  new  chief  information 
officer.  BUSINESS  week  has 
learned  that  head- 
hunters  at  Russell 
Reynolds  Asso- 
ciates are  beat- 
ing the  bushes 
foi'  a  computer 
honcho  who 
could  plot  Gim's 
technical  strate 
gy  and  look  out 
for  its  interests  in 
dealings  with  its  Electron- 
ic Data  Systems  unit.  A 
GM  spokeswoman  confirms 
the  seai'ch,  but  won't  dis- 
cuss it.  Scuttlebutt — de- 
nied by  GM — is  that  the 
new  job  will  pay  up  to  $1 
million. 

The  search  signals  gm's 
new  get-tough  attitude  to- 
ward EDS,  which  it  plans  to 


spin  off  this  spring.  The 
two  companies  are  hammer- 
ing out  a  new  contract  foi- 
how  EDS  will  handle  gm's 
data  sei-vices  after 
the  spin-off,  and 
soiu'ces  say  gm 
wants  to  slash 
costs.  That  has 
got  to  be  dis- 
turbing for  EDS: 
gm's  business, 
$3.9  billion  last 
year,  accounts  for 
31%  of  its  total  revenues. 
GM  can't  get  too  tough  be- 
cause its  pension  fimd  owns 
31%  of  EDS's  stock.  Still, 
says  EDS  Senior  Vice-Presi- 
dent Gary  Femandes:  "GM 
is  intei-ested  in  stinctural 
cost  savings  whei-ever  it 
can  get  them." 

By  Kathleen  Kerwin 
and  Wendy  Zellner 


trading  floors.  Now,  Michael 
Bloomljerg  is  turning  to  an 
older  media:  book  publishing. 
This  spring,  Bloomberg  will 
launch  Bloomberg  Press, 
which  will  publish  books  on 
personal  finance  for  con- 
sumers and  reference  works 
for  the  finance  and  business 
types  who  are  most  of 
Bloomberg's  customers.  The 
first  titles  will  be  penned 
mostly  by  Bloomberg  staff- 
ers and  distributed  by  a  sub- 
sidiary of  Times  Mirror.  No 
word  yet  on  the  advances 
Bloomberg  staffers  can 
expect. 


HELL  WEEK 

AT  RANDOM  HOUSE 

IF  YOU  THINK  YOU  HAD  A  BAD 

week,  check  out  Random 
House.  First,  the  New  York 
publisher  faced  an  avalanche 
of  bad  publicity  on  the  news 
that  it  had  pulled  the  plug  on 
a  book  by  performance  artist 
Karen  Finley.  It  was  deemed 


too  pointed  a  parody  of  books 
by  domestic  goddess  Martha 
Stewart,  a  more  influential 
Crown  author.  "This  is  not 
about  money  or  publicity," 
says  Finley.  "It's  about  cen- 
sorship and  sexist  views  of 
women."  Then,  on  Feb.  13, 
Random  House  lost  a  $1.3 
million  lawsuit  against  TV 
star  and  author  Joan  Collins. 
Random  House  says  Finley, 
who  gets  to  keep  her  ad- 
vance, will  benefit  from  the 
publicity  but  otherwise  de- 
clined to  comment. 

ETCETERA... 

■  Dick  Jenrette,  the  Equita- 
ble CEO  who  turned  the  com- 
pany around,  is  retiring. 

■  Give  the  little  guy  a  break: 
Berkshire  Hathaway  is  issu- 
ing some  low-priced  shares. 

■  Dow  Corning  won  a  suit 
against  insurers  who  failed  to 
pay  implant  litigation  costs. 
B  Phil  Gramm  announced 
that  he  was  exiting  the  race 
for  President. 
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The  days  of  the  bloated  business  are  over. 


Ballooiiing  costs.  Bultring  warchoust's.  Is  your  business  growing  in 
the  wrong  places.''  Let  GE  Inlorniation  Seivices  relieve  some  of  the  pressure. 

We  hel|)y()u  reduce  swollen  inventories  and  take  the  bulk  out  ol  your 
business,  so  you  can  l)e  faster  in  your  markets,  more  responsive  to  your  cus- 
tonu'is  cUid  more  attract i\e  to  your  shareholders.  We  enabled  a  major  elec- 
tronics niaiuilacturer  to  cut  su[)|)lier  cycle  times  from  fi  da\s  to  1  and  slash 
warehouse  space  requirements  by  Another  client  has  increased  sales- 
force  produt  ti\ity,  allowing  salespeople  io  double  the  amount  efface  time" 
they  can  spend  with  clients  and  |)rospects. 

GK  Information  Sei"viii  s  works  with  thousands  of  the  world's  best 
known  businesses  to  help  reduce  tosts  and  improve  profitability.  Our 
Business  Producti\  it\  Solutions^^'  can  help  you  expand  where  you  really  want 
to — in  your  marketplace. 

Productivity.  It's  All  We  Do.''' 


G£  Information  Serv/'cesi 


1  or  iiioir  mliiiirialii)n,  pli  asc  c  all  i-^!(IO-56()-GElS,  (jr  write  GE  Inlorniation  Si  ivires, 
MC(I7F1,  11)1  N.  Washington  Si.,  Ro(  k\illi'.  MI)  2()K.')0.  Find  us  on  ihc  Inlcini  l  at  litlp:/Avwv,|Jfis.com. 


jishington  Outlook 


FED  BY  OWEN  ULLMANN 


CRACK  IN 

HE  CHRISTIAN  COALITION 


s  the  1996  political  season  got  under  way,  Christian 
Coalition  Executive  Director  Ralph  Reed  made  a  prag- 
matic decision.  He  wouldn't  rally  his  troops  behind  the 
jiblican  Presidential  candidate  with  the  most  consei-vative 
,1  views  if  it  meant  backing  a  loser.  Instead,  he  would  post 
iS  across  the  field  to  ensure  an  in  vdth  the  eventual 
inee — who  looked  a  lot  like  Establishment  consei-vative 
Dole. 

)unds  smart,  since  the  tax-exempt  coalition  is  baiTed  fi'om 
lally  endorsing  candidates.  But  Reed  forgot  to  check  with 
:roops.  The  leadership  may  be  vdnking  in  Dole's  direc- 

but  the  followei's  aren't  in  the  mood 
)ractical  politics.  They're  joining  com- 
tator  Pat  Buchanan's  cultural  war 
nst  Wall  Street  and  the  Washington 
s.  "He  is  another  Abraham  Lincoln," 

smitten  Buchanan  supporter  Mitchell 
lakgian,  an  Enghsh  teacher  fi'om  Indi- 
i,  Iowa.  "He  has  the  coui'age  to  ad- 
3  our  moi"al  crisis  without  compromise." 
\BBLES.  That's  the  kind  of  zeal  leaders 

stifle.  In  the  Feb.  20  Iowa  caucuses, 

had  the  longest  list  of  evangelical  ac- 
ts' endorsements,  including  Iowa  Chi-is- 
Coalition  Chair  lone  Dilley  and  crooner  Pat  Boone — but 
lanan  trounced  the  Kansas  senator,  2  to  1,  among  self-iden- 
i  members  of  the  "religious  right."  That  followed  a 
siana  caucus  in  which  Buchanan  took  half  of  the  born-again 

against  the  Christian  Establishment's  choice.  Senator 
Gramm  (R-Tex.),  who  settled  for  31%.  And  Buchanan  is 
3d  to  ride  the  rehgious  wave  over  the  next  few  weeks  in 
laries  in  Ai-izona,  South  Carolina,  Colorado,  and  Georgia, 
h  all  have  potent  religious  machines.  "What  the  leaders  do 
significant,  it  appears,"  says  Bay  Buchanan,  the  candi- 
's  sister  and  campaign  manager.  "You  win  elections  not 

a  few  leaders  but  with  the  activists." 
K'h  internal  squabbUng  is  a  sign  of  gi'owing  pains  for  the 


CAPITAL  WRAPUP 


1.7  million-member  coahtion  as  it  evolves  fi'om  an  upstart 
player  to  an  enduring  power  broker.  It  has  already  made  it- 
self a  key  force  behind  Repubhcan  gains  in  recent  years  by 
registei'ing  millions  of  voters — and  then  turning  them  out  to 
win  targeted  races  from  local  school  boards  to  Congress. 

Moreover,  social  conservatives  have  had  a  major  impact  on 
the  '96  Pi'esidential  campaign.  Consei"vative  Christian  activists 
have  pressm-ed  gop  Wliite  House  hopefuls  to  move  toward 
their  agenda  of  aboition  restrictions,  gay  rights  ciu'bs,  and 
school  prayer.  They  also  helped  punctiu'e  millionaLre  Steve 
Forbes's  balloon  in  Iowa  after  doubting  his  support  of  a  con- 
stitutional abortion  ban  and  cm'bs  on  gays. 

But  success  has  its  limits.  Just  ask  the 
leaders  of  organized  labor:  Rank-and-file 
unionists  ignored  afl-cio  endorsements 
of  Democrats  Jimmy  Carter  in  1980  and 
Walter  Mondale  in  1984,  voting  instead 
for  Ronald  Reagan.  Now,  the  Christian 
Coalition  is  learning  that  its  diverse  mem- 
bership can't  be  delivered  as  a  bloc,  either. 

The  '96  race  has  exposed  a  key  fissure. 
There  are  purists  who  favor  only  staunch 
champions  of  family  issues,  and  there  are 
pragmatists  who  will  settle  for  a  candi- 
date who  is  not  100%  behind  the  social  agenda — but  who 
would  pose  the  strongest  challenge  to  Bill  Clinton.  Coalition 
leaders  angered  some  purists  by  urging  the  rank  and  file  to 
hedge  their  bets.  "Ralph  Reed  has  compromised  his  own 
convictions  and  those  of  the  organization  by  attempting  to 
play  political  power  broker,"  says  Drew  R.  Ivers,  Buchanan's 
Iowa  campaign  chairman.  "He's  doing  what's  politically  ex- 
pedient rather  than  what's  right  foi'  the  counti-y  and  the 
conservative  Christian  community,  long  term." 

The  lesson  of  '96  so  far?  Like  other  groups  of  voters,  reh- 
gious activists  follow  their  own  instincts — even  if  it  may 
mean  backing  a  losing  cause. 

By  Richard  S.  Dunham  in  Nashua,  N.H. 


iiiij  control  of  his  flock? 


HITEWATERAD  NAUSEAM? 

Capitol  Hill  Republicans  can't  seem 
delve  deeply  enough  into  Arkansas 
iiidal.  House  Banking  Committee 
airman  James  A.  Leach  (R-Iowa)  is 
w  looking  into  long-rumored  money 
mdering  by  Arkansas  banks  for  a 
ug  Enforcement  Agency  informant 
-pected  of  drug  running.  The  now- 
ceased  informant  operated  out  of 
kansas'  Mena  Airport  in  the 
■^Os — when  President  Clinton  was 
vernor.  Leach  may  try  to  find  out 
lat  Bill  knew. 


OZONE  RIFT 

►  President  Clinton,  who  won  praise 
for  fighting  (;op  efforts  to  weaken  en- 
vironmental laws,  is  now  accused  of 
being  environmentally  incorrect.  The 
Administration  wants  to  exempt  some 
agribusinesses  from  a  phase-out  of 
methyl  bromide,  a  chemical  that 
harms  the  ozone  layer.  White  House 
Chief  of  Staff  Leon  E.  Panetta  favors 
the  change  to  win  industry  support  in 
California  and  Florida,  where  the 
chemical  is  widely  used.  But  other 
Clintonites  fear  alienating  enviros. 


A  THRIFT  IN  TIME... 

►  Banking  regulators  are  sounding 
alarms  that  the  budget  stalemate 
could  trigger  a  new  thrift  crisis.  Con- 
gress had  passed  a  measure  to  make 
banks  and  thrifts  shore  up  the  nearly 
depleted  fund  that  insures  thrift  de- 
posits. But  failure  to  pass  a  new  bud- 
get has  put  the  provision  on  hold.  In  a 
Feb.  13  letter  to  House  Speaker 
Newt  Gingrich,  regulators  warned 
that  one  major  thrift  failure  could 
wipe  out  the  entire  $3  billion  fund 
unless  Congress  acts  swiftly. 
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You  have  to  accommodate  the  past. 
Prevail  in  the  present.  And  remain 
lexible  into  the  future.  Feel  any  pressure? 


Vhat  computer  company  do  you  work  with? 


ou  should  be  working   with   Hewlett-Packard,   a  company 
It   knows   how   to   make   client/server  solutions   work   in  the 
eal   world.    Over   the   years,    HP   has   helped    thousands  of 
n  p  a  n  i  e  s  successfully  I  i a  n  s  i  t  i  o  n   to   flexible   open  enterprise 
niputing     And   we  can   do  the  same  for  you.    If  the  business 
?  c  i  s  i  o  n  s   are   yours,    the   computer  system   should   be  ours. 

Hewlett-Packard    Computer  Systems 


JAPAN 


WILL  NERVOUS  CONSUMERS 
JOIN  THE  PARTY? 

Japan's  recovery  depends  on  their  willingness  to  keep  pocketbooks  open 
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The  staying  power  of  Japan's 
nascent  recoveiy  will  turn  on  con- 
sumei-s  such  as  o5-year-old  Atsushi 
Nara.  Until  recently,  Nara  and  his 
wife,  Shuko,  and  their  two  children 
clutched  every  yen.  But  their  mood 
changed  last  year  as  interest  rates 
touched  historic  lows  and  land  pnces 
settled  at  some  60%  below  their  aii-y 
peak  in  1991.  The  couple  spent  $470,000 
on  a  new  suburban  Tokyo  home  and  a 
considerable  sum  on  furniture,  and  re- 
cently (h'opped  an  additional  $20,000  on 
a  new  Nissan  Skyline. 

While  such  outlays  hardly  herald  a 
retiuTi  to  the  conspicuous  consimiption  of 
the  r.)80s,  Japan's  consumers  are  show- 
ing a  new  willingness  to  open  theii-  pui's- 
es  (tab;e.].  The  extent  of  their  spend- 


ing— they  account  for  60%  of  the  Jaj^an- 
ese  economy — is  critical.  In  early  Feb- 
luary,  the  government  cited  rebounding 
industrial  pi'oduction,  improving  capital 
expenditures,  and  a  rallying  Nikkei  225 
stock  index  as  clear  signs  of  a  recov- 
ery. The  economy  is  on  track  to  gi'ow 
2%'  in  1996,  but  it's  being  driven  pri- 
marily by  $500  billion  in  })umi3-priming 
measures  since  1992,  im- 
proved corporate  earnings, 
and  business  investment.  In 
short,  gi'owth  is  tethered  to 
the  production  side  of  the 
economy.  For  the  recovery 
to  have  real  legs,  consumers 
must  join  the  party. 

Even  folks  such  as  Nara, 
a  sei-vice  representative  with 


Hewlett-Packard  Japan  Ltd.,  still  hav( 
some  qualms.  He's  troubled  by  Japan's 
recoi-d-high  jobless  rate  of  3.4%'.  "Al 
though  that's  low  by  Western  stan- 
dards," he  says,  "we  can  no  longer  exA,|,j 
pect  traditional  lifetime  employment  ir 
Japan." 

Lifting  such  lingering  doubts  is  a  kej 
preoccupation  of  Prime  Minister  Ryu 
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SOME  BRIGHT 
SPOTS  FOR 
JAPAN'S 
SUMERS 


PAYCHECKS 


DATA,  BUSINESS  WEEK 


Rebounding  profits 
fatter  wages  and  big 
bonuses,  fueling  an 
expected  2.5%  jum 
1996  consumer  spe 
after  a  four-year  droi 
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iro  Hashimotu,  who  is  widely  viewed 
3  someone  who  can  get  the  economy 
)lling.  There  are  reasons  to  think  he'll 
acceed.  Ti-ue,  consumer  spending 
ipped  in  November  and  December  and 
ersonal  bankruptcies  are  up.  Yet  con- 
amer  prices  have  been  flat,  while  dis- 
Dsable  income  is  gi-owing — about  1.8% 
1  the  fiscal  year  ending  in  March, 
hat's  why  Barclays  de  Zoete  Wedd 
esearch  Ltd.  economist  Chris  Cakler- 
ood  sees  consumer  spending  rebound- 
ig  2.5%  in  '96  and  3.2%  in  '97,  which 
ould  be  the  highest  level  since  '91. 

Consumers  are  getting  a  big  boost 
'here  it  matters  most — in  their  bank 
^counts.  The  weakening  of  the  yen 
■om  80  against  the  gi-eenback  last  April 
)  106  on  Feb.  14  played  a  key  role. 
,'s  a  boon  for  coi-porate  eaiTiings,  which 
re  expected  to  jump  21%  this  year.  In 
im,  that  takes  some  pressure  off  com- 
anies  to  trim  payrolls  further  and  en- 
ires  modest  gi-o'.vth  in  annual  bonuses, 
•hich  often  represent  four  to  five 
lonths'  pay  and  are  a  key  part  of  most 
ilaiymen's  compensation.  "I  believe  the 
omestic  economy  has  seen  some 
righter  signs,"  says  Akira  Kobayashi, 
1,  an  executive  with  Eiwa  Ti-ading  Co. 
[e  is  expecting  an  increase  in  1996  in 
is  $19,000  annual  bonus,  and  plans  to 
3model  his  home  later  this  year. 

A  wave  of  imports — from  Asian-made 
Dlor-TV  sets  to  U.  S.  soft-ware  and  per- 
Dnal  computers — has  helped  chive  down 
Dnsumer  prices  across  a  broad  front, 
/ith  inflation  negligible,  consumers  have 
lenty  of  spending  power.  And  though 
eclining  land  prices  have  hmt  Japanese 
anks  and  real  estate  speculators,  the 
lide  plus  near-zero  interest  rates  have 
ropelled  the  housing  sector  foi-ward. 
IG  GAIN.  Consider  the  rebound  in  sales 
f  condos.  The  price  of  an  average-size, 
0-square-meter  unit  is  down  to 
390,000 — a  bargain  by  Japanese  stan- 
ards.  "High-quality  condos  at  conve- 
ient  locations  are  now  affordable,"  says 

spokesman  with  condo  developer 
)aikyo  Inc.,  which  expects  an  18%  jump 
1  sales  over  the  next  12  months. 

Consumers  are  also  once  again 
treaming  into  Japanese  auto  show- 
ooms  looking  for  bargains.  The  auto 
lakers  logged  a  5%  gain  in  domestic 
ales  last  year,  the  fii'st  gain  since  1990. 
lany  buyers  are  driving  away  in  econ- 
my  models  in  the  $10,000  price  range. 


'MR.  YEN' 
STRIKES  AGAIN 


J 


Iapan's  economic  bounce  has  much 
to  do  with  the  hasty  retreat  of 
the  yen.  Since  last  April,  the 
Japanese  currency  has  fallen  from  its 
1995  high  of  80  to  the  dollar  to 
around  106.  A  good  deal  of  the  credit 
goes  to  the  Ministry  of  Finance's 
Eisuke  Sakakibara, 
deputy  director  general 
of  its  international  fi- 
nance bureau.  Cmrency 
traders  ai-e  calling  him 
"Mr.  Yen,"  for  his  cam- 
paign to  increase  Japan's 
capital  flows  overseas — a 
trend  that  undercuts  the 
yen's  strength. 

On  Feb.  8,  Mr.  Yen 
unveiled  some  new 
tricks.  He  is  cutting  red 
tape  on  many  foreign  ex- 
change deals  and  making 
it  easier  for  offshore 
subsidiaries  of  Japanese 
banks  to  lend  to  foreign 
companies.  Last  August,  he  ended  a 
ban  on  life  insurance  companies'  mak- 
ing loans  in  foreign  cuirencies. 

In  a  move  that  could  help  keep  the 
yen  lower  over  the  long  tenn,  Sakak- 
ibara will  allow  foreign  pension  fund 
managers  nearly  unlimited  ability  to 
manage  Japan's  $360  billion  worth  of 


CURRENCY  TRADER:  A 

steep  decline  for  the  yen 


company  pension  assets  by  March, 
1999.  The  bulk  of  the  management 
business  has  gone  to  Japanese  tioist 
banks,  which  have  steered  most  pen- 
sion money  into  low-yielding,  but  safe, 
Japanese  government  bonds  as  dictat- 
ed by  the  mof.  In  three  years,  more 
of  that  money  may  be 
invested  in  overseas 
markets;  that  would 
keep  downward  pressure 
on  the  yen.  The  changes 
are  also  coming  at  a 
time  when  Japanese  in- 
vestors are  eager  to  bor- 
row cheap  at  home,  on 
interest  rates  near  zero, 
to  invest  in  high-yield 
foreign  bonds  and  stocks. 

The  irony  is  that  the 
mof's  triumph  on  the 
yen  comes  at  a  time 
when  it's  under  broad  at- 
tack for  its  handling  of 
the  banking  mess.  Never- 
theless, says  Deutsche  Morgan  Gren- 
fell  Chief  Economist  Edward  E. 
Yardeni,  a  yen-dollar  rate  as  high  as 
150  could  be  on  the  way.  Not  great 
news  for  Japan's  competitors.  But  it 
certainly  would  mean  an  even 
stronger  economic  comeback  in  Japan. 

By  Brian  Bremner  in  Tokyo 


HOUSING 


AUTOS 


g  land  prices  and 
iterest  rates  are 
ing  the  condo  mar- 
/here  prices  have 
ed  23%  from  the 
e's  peak  in  1989 


Ready  access  to  cheap 
loans  has  sparked  first 
increase  in  auto  sales, 
led  by  economy  models 
in  the  $10,000  range, 
since  1990 


At  Nissan  Motor  Co.,  which  is  expecting 
20%  sales  growth  in  1996,  such  low- 
priced  sedans  as  the  March  and  Sunny 
are  selling  well.  A  pickup  in  "consumer 
spending  has  started  to  brighten  our 
recovery  outlook,"  says  Tokyo-area  Nis- 
san dealer  Kozo  Nakazawa. 

Still,  the  better  times  don't  mean  a 
spending  free-for-all.  For  starters,  the 
recovery  under  way  will  be  far  below 
the  average  annual  7.6%  bounce-back 
experienced  in  Japan's  past  eight  post- 
war recessions,  notes  Morgan  Stanley 
&  Co.  economist  Mineko  Sasaki-Smith. 
The  reasons:  stalled  deregulation  and 
Japan's  banking  mess.  What's  more, 
even  the  most  profitable  Japanese  multi- 
nationals ai'e  still  keeping  a 
sharp  eye  on  costs  for  fear 
of  another  bout  of  yen  ap- 
preciation down  the  road. 

So  far,  most  of  the  job 
losses  have  fallen  on  mem- 
bers of  the  50-plus  crowd 
who  have  taken  buyouts 
and  on  newly  minted  col- 
lege graduates  hit  by  Wr- 


ing freezes.  Should  Hashimoto  get  seri- 
ous about  deregulating  the  economy, 
bigger  job  cuts  might  start  showing  up 
in  such  long-shielded  sectors  as  midsize 
manufacturers,  wholesale  distributors, 
and  mom-and-pop  retailers. 

If  jobs  start  to  vanish,  the  ah-eady 
fingal  Japanese — who  save  13%  of  then* 
annual  income,  vs.  5%  in  the  U.  S. — 
could  pull  back  in  a  big  way.  "For 
corporate  profits  to  improve  more,  re- 
structuring is  unavoidable,"  says  school- 
teacher Keiko  Yoshida,  24.  She  may 
splui'ge  on  a  weekend  ski  trip  this  win- 
ter, but  that's  about  it. 

The  trick  for  policymakers  is  to  make 
sure  the  rebound  in  consumer  spend- 
ing isn't  cut  short  by  the  cleanup  of  the 
banking  mess,  and  that  uncompetitive 
domestic  companies  are  brought  back 
to  health  without  instigating  massive 
job  losses.  It's  a  liigh-wire  act.  Yet  if  the 
urge  to  splurge  can  be  brought  back  to 
consumers,  Japan  may  at  last  be  on  the 
way  to  a  sustained  recovery. 

By  Brian  Bremner  with  Tomoko 
Hosoe.  in  Tokyo 
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International  Business 


EUROPE 


COME  HOME. 
LITTLE  STARTUPS 

Europe  wants  its  own  NASDAQ  to  capture  more  IPOs 


European  investors  have  long 
shunned  homegrown  technology 
startups.  So  the  Eurotech  crowd 
crossed  the  Atlantic  and  went  to  the 
NASDAQ  stock  market  to  raise  cash, 
much  as  a  flock  of  Israeli  startups  has 
done  (page  96).  Now,  European  bourses 
are  fighting  back.  Desperate  to  stanch 
the  exodus  of  leading-edge  companies, 
Europeans  are  setting  up  new  markets 


are  also  planning  markets.  London  has 
one:  the  Alternative  Investment  Mar- 
ket (AIM),  with  127  companies  (table), 
most  of  them  ft'om  other  exchanges. 

The  new  Euromarkets  will  have  a 
tough  job  fighting  nasdaq  to  list  the 
best  Continental  tech  companies  with 
global  potential.  "Europeans  are  aghast 
at  the  price  we  pay  for  small  compa- 
nies," says  Bince  B.  Bee,  a  global  small- 


RAGE  TO  LIST  EUROPrS 


NOUVEAU  MARCHE  Paris-based  small-cap  stock  market  opened  Feb.  14. 
Aims  to  list  15  to  20  companies  this  year,  including  Infonie,  a  local  online 
service  provider. 

AIM  London's  Alternative  Investment  Market,  which  opened  last  June,  is 
now  home  to  127  companies.  Average  daily  volume:  $190  million. 

EASDAQ  Europewide  exchange  modeled  on  NASDAQ.  Owned  by  European 
and  U.S.  investment  banks  and  NASDAQ.  Plans  to  open  in  September. 

NASDAQ  The  U.S.  market  attracted  34  European  listings  in  1994  and  '95. 
Adherents  argue  that  American  investors  award  NASDAQ  listings  higher 
price-earnings  ratios  than  Europeans  could  win  at  home. 

DATA  BUSINESSWEEK 


whe)'c  they  can  raise  cash  at  home. 

The  latest  entry:  France's  Nouveau 
Marche,  which  opened  on  Feb.  14  after 
a  year-  on  the  drawing  board.  The  Nou- 
veau Marche  will  be  followed  in  Sep- 
tember by  EASDAQ,  a  European  version 
of  NASDAQ  owned  by  European  and 
American  investment  banks  and  Nas- 
daq itself  Germany,  Belgium,  and  Italy 


cai)italization  fund  manager  based  in 
Denver.  Indeed,  nasdaq  issues  some- 
times claim  valuations  that  are  five 
times  higher  than  similai'  listings  in  Eu- 
rope. The  Continent  also  lacks  a  re- 
search community  that  can  analyze  cut- 
ting-edge products  and  manufacturers. 
For  those  reasons,  French  software 
maker  Business  Objects  turned  to  nas- 


daq in  1994  to  raise  $25  million.  Lemoiji 
&  Hauspie,  a  Belgian  company  specialil 
ing  in  speech-recognition  technology 
raised  $40  miUion  on  nasdaq  in  Decerl 
ber  and  has  seen  its  stock  price  jun| 
fi-om  $11  to  $85. 
DOWN  IN  FLAMES.  European  success(|, 
in  America  are  luring  venture-  and  ilk 
vestment-banking  firms  to  the  ContR 
nent  in  search  of  more  listings.  Bu 
some  of  the  newcomers  are  also  ges 
up  for  local  business.  Hambrecht 
Quist  Inc.  in  January  joined  wit] 
France's  Credit  National  to  form  Har 
brecht  &  Quist  Saint  Dominique,  an  ii| 
vestment  bank  that  will  take  companiti 
public  on  the  new  markets  in  Europeg 

This  isn't  the  fii'st  time  Europeai^ 
have  tried  to  create  a  venture-capiti 
cultiu'e.  An  effort  in  the  mid-1980s  wei| 
down  in  flames  wht 
ONLINE:  Startup   a    host    of  func 
Infonie's  booth     and   investors  loJ 
at  a  trade  show    millions.  But  small 
in  Cannes  company  market  aci 

vocates  say  that  veil 
ture-fund  survivors  are  concentrating 
on  fewer  and  better-quality  deal| 
They're  also  cooperating  with  U.  S.  veil 
tui"e  investors,  who  have  expeitise  bui| 
up  over  four  decades  in  America, 
took  a  lot  of  mistakes  to  translate  th 
U.  S.  experience  into  doing  good  deals  i 
Eiu'ope,"  says  Hebriut  Schiihsler,  a  pai' 
ner  at  Munich-based  t\'m  Techno  Vei 
ture  Management. 

But  will  Europe's  new  markets  hav 
the  liquidity  to  succeed?  Europe  ha 
only  24  ipos  last  year.  Schiihsler  est 
mates  that  easdaq,  which  is  eigl 
months  behind  schedule,  will  need  t 
list  100  to  200  new  offerings  annually  t 
develoj)  a  critical  mass.  The  goal  may  b 
attainable  only  if  Europe  pools  its  IPO; 

Europe's  major  stock  exchanges  ar 
refusing  to  support  EASDAQ,  howeve 
fearing  it  will  siphon  off  business.  Th 
Nouveau  Marche  is  trying  to  link  a 
the  new  national  small-cap  markets  in 
European  network  to  compete  wit 
EASDAQ.  Such  competition  could  splir 
tei'  liquidity  for  small-cap  stocks  so  n 
exchange  gains  enough  activity  to  b( 
come  a  contender  And  the  U.  S.  invest 
ment  banks  closing  in  on  Europe  war 
to  post  listings  on  both  sides  of  the  A1 
lantic.  That  would  ci'eate  a  benchmar 
for  valuations  of  high-tech  companies  i 
Europe,  but  the  U.  S.  might  end  u 
with  the  bulk  of  the  trading.  The  battl 
for  high-tech  startups  will  be  fierce.  Ei 
I'opeans  insist  their  time  has  come — bu 
no  one's  handing  them  a  victoiy  yet. 

By  Gail  Edmondson  in  Paris,  wit 
Julia  Flynn  in  London  and  Williar. 
Glasgall  in  New  York 
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gqj  Business  Network 


Designed  exclusively  for  business,  AT&T  Business 
Network    is    the    new    online    service  that 
offers  critical  industiy  news  and  practical  infor- 
mation from  more  than  2,500  resources 
Customized    features   to  automatically 


locate  and  update  information  specific  to  your 
needs.  E-mail  capabilities.  Instant  links  to  the 
Internet.  And  expert  AT&T  support  to  help 
you  every  step  of  the  way.  It's  eveiything 
you   need,   online  and  strictly  business. 


Call  For  A  Free  10-Hour  Trial.* 
1  800  371-9525 

http://www.ichange.com 
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goal  a  better  world  for  future  generations  (Jo  eoerything  we  do  today  is  with  tomorrow  in  sight 


1996  Hdachi.  Lid  Tol<yo,  Japan  All  RighM.  Reserv.-.rl 


International  Business 


RESUME  OF  A 
TROUBLESHOOTER 

Eduardo  Hours 

AGE 

39 

BACKGROUND 

His  wealthy  family  owns  Mexican 
agribusiness  giant  Bachoco 

MISSION 

Heads  a  special  team  that  works 
out  crippling  debt  problems  of 
large  Mexican  companies 

EXPERIENCE 

Took  over  as  CEO  of  banknipt  Del 
Monte  FYesh;  cleaned  up  balance 

sheet  for  eventual  sell-off  it  is  viable  and  is  willing 

roi-if-i?^CTsoi^S  up  equity  to  creditor 

Well-regarded  in  government 
circles  for  advice  on  NAFTA 


The  strategy  worked  \ai 
December  when  Bouif 
needed  only  one  week  to  rt 
structure  $120  million  owe 
by  Giupo  Costamex,  a  toi 
ism  company.  Insiders  sa 
Bours  smashed  through  tit 
bank  bureaucracy  that  wa 
holding  uj)  the  deal.  He  al^ 
used  debt-equity  swaps 
restructure  $440  milliol 
owed  by  bottle-top  makq 
Grupo  Zapata. 
CONTROVERSIAL.  Boursl 
main  aim  is  to  keep  compa 
nies  afloat  and  minimize  joj 
losses.  He  says  he  wonl 
deal  with  a  company  unlei( 


MEXICO 


HE  JUST  MIGHT  LOCK  YOU  IN 
UNTIL  YOU  DO  A  DEAL 

Can  Eduardo  Bours  get  Mexico's  banks  and  debtors  to  agree? 


Eduardo  Bours  softpedals  the  tough- 
ness of  his  job,  but  the  39-year-old 
businessman  is  under  enormous 
pressure.  Bours,  heir  to  a  prosperous 
family  poultry-raising  business,  has  been 
tapped  to  work  out  deals  between  Mex- 
ico's banks  and  some  of  their  biggest 
corporate  debtors.  "You  need  common 
sense  and  a  cool  head,"  says  Bour's,  com- 
ing up  foi'  air  after  a  long  day. 

Boiu's,  who  has  a  strong  reputation  as 
a  business  trouhleshooter,  has  his  work 
cut  out  for  him.  Talks  between  banks 
and  many  corporate  borrowers  are  at  a 
stalemate.  Billions  of  dollars'  worth  of 
loans  are  going  unserviced.  Until  the 
debt  problem  is  straightened  out  and 
bank  lending  i-esumed,  the  prospects  of  a 
strong  economic  recovery  will  I'emain 
bleak.  "One  thing  impeding  recoveiy  is 
that  the  I'elationship  between  the  banks 
and  bigger  borrowers  is  very  tense," 
says  Lacey  Gallagher,  an  analyst  at 
Standard  &  Poor's  in  New  York. 
TRUSTED.  Bours  has  the  advantage  of 
'-■■ing  trusted  by  both  the  banks  and 
t)),'>ii-  customers — largely  thanks  to  the 
voik  he  (lid  last  year  in  rescuing  Del 
ivi^iMte  Fresh,  a  Mexican-owned  produce 
concern  that  collapsed  in  1994  amid  fi- 
naricia)  scandal.  He  also  earned  plaudits 
for  his  management  of  Bachoco,  a  poul- 


tiy  giant  owned  by  his  family,  that  has 
now  been  turned  over  to  professional 
managers. 

Boui's,  who  doesn't  receive  a  salary 
fi-om  the  government,  operates  out  of 
handsomely  furnished  offices  lent  by 
Banca  Seifin,  Mexico's  third-lai'gest  bank. 
He  has  a  team  of  four,  chosen  from  the 
Mexican  financial  world  and  Lehman 
Brothers  Inc.  His  targets  are  Mexico's 
biggest  pi'oblem  debtors — about  35  com- 
panies, each  with  debts  of  $100  million  or 
more.  His  tactics  are  tough:  He  tiies  to 
force  banks  and  borrowers  to  meet  con- 
tinuously until  they  reach  an  agi-eement. 
He  blushes  off  stalling  tactics  with  curt 
orders  to  keej)  talking.  And  he  says  that 
his  good  relationship  with  Finance  Sec- 
retaiy  Guillermo  Ortiz  helps  stejj  up  the 
pressure.  "The  idea  is  that  everyone 
concedes  something,"  Bours  says. 


Bours  needed  only  one 
week  to  restructure 
$120  million  owed  by 
Grupo  Costamex 


Boui's's  biggest  challenge  si 
far  has  been  to  hammer  oij 
a  plan  for  restnictming  $2j 
bilhon  in  debt  owed  by  Ginpo  Sidek, 
steel  and  tourism  conglomerate.  But  tlJ 
project  is  turning  controversial.  Threj 
days  after  Sidek  announced  it  ha| 
reached  agreement  with  17  Mexica 
banks  on  $1.5  billion  in  debt,  the  comp; 
ny  defaulted  on  a  $20  million  Em'obonc 
Fending  off  suggestions  that  the  Mex 
can  banks  were  getting  favored  treat 
ment,  Bours  says  Sidek  is  "not  lookin 
for  debt  forgiveness  or  reduction."  H 
says  the  company  wants  time  to  rais 
money  through  asset  sales.  But  Bour 
has  to  be  careful  that  a  Sidek  pact  doe 
not  hurt  other  companies'  foreigTi  bor 
rovdng  prospect? 

Wliile  most  of  the  Mexican  busines 
community  apjilauds  Bours's  efforts,  th 
government  is  still  taking  flak  for  no 
doing  enough.  A  major  problem  is  tha 
the  government  is  trying  to  avoid  havinj 
the  taxpayers  finance  his  deals,  whic' 
limits  his  room  to  maneuver.  One  propo 
sal  being  floated,  however,  involves  swap 
ping  Brady  bonds  for  corporate  debt 
but  officials  have  just  begun  to  study  it 
Thousands  of  smaller  companies  be 
low  Bours's  radar  screen  also  need  hel] 
with  their  debt.  The  government  ha 
come  up  with  a  $650  million  rescue  pro 
gram  for  these  companies.  But  this  pro 
gram  likely  will  be  used  for  only  abou 
400  companies,  mostly  medium-size  con 
cerns  employing  100  to  250  people. 

Government  officials  say  this  pro 
gram,  Bours's  mediation,  and  previousl; 
announced  $10.8  billion  in  bailouts  fo 
consumers  and  the  banks  may  b( 
enough  to  give  Mexico  a  push  in  th^ 
light  direction.  Just  about  eveiyone  do 
ing  business  in  Mexico  hopes  so. 

Bif  Elisabeth  Malkin,  with  Ger 
Smith,  in  Mexico  Cih 
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MOIVS 


The  wait  for  new  tetfinology  is  getting  shorter 


In  some  places,  there's  no  wait  at  all. 


Brave  MS-T,  no  MH:  Intel  Paititim  Pro  prcccsscr 

Pronto.  Right  now.  Yesterday  even.  AST  and  the  latest  Intel  Pentium  Pro  chip  are  ready  to  accelerate 
through  your  workload  in  a  new  AST  desktop.  The  Bravo  MS-T  Is  one  feature-packed  machine  designed  to 
run  all  your  most  powerful  32-bit  software.  (Even  the  stuff  some  techno-wizard  will  think  up  next  year.) 
Windows  NT  ?  It  could  be  on  your  desk  by,  let's  say,  Tuesday.  Instead  of  waiting  for  a  faster  computer,  you'd 
be  using  one.  Call  800-876-4AST.  Or  on  the  net:  http://www.ast.com.  Today,  running  a  little  fast  is  a  good  thing.  Where  things  are 
i;o  MHz  Pentium  Pre  prcitssor,  Ih  MB  K\M  jrniui.K.i,  2 5h  KB  savnd-kvd  cache.  l.hGB  hard  dnre.  4X  EIDE  CD-ROM.  integrated  ATI  machh4  graphics,  pur  PCI  and  three  ISA  sUm.  5  .invf  t 

91996  AST  Reiearch.  Inc  AST  li  a  regisleted  irademark  of  AST  Research.  In<  Inlel.  Penlrum,  and  Ihe  Intel  Iniide  logo  are  regiuered  Irademarh  and  ihe  Pentium  Pio  pioceuor  logo  n  a  liadefnail<  ol  Intel  Corporation  Windows  NT  is  a  trademails  of  Microsoft  Corp  Information  may  change  s^ilhout  t 


Cargo  Vessels 


SOME  SEE  STRANDED  SHIPS.  WE  SEE  IDLE  ASSEMBLY  LI 

If  AIG  helps  protect  you  against  risk  better  than  others,  it's  because  we  understand  m 
kinds  of  risk.  Threats  to  a  healthy  bottom  line  can  come  from  many  directions.  The  key  to  glcL 
risk  management  is  a  partner  that  sees  beyond  the  obvious. 

What  AIG  oilers  is  expertise  not  onl\/  in  insurance,  but  in  managing  total  marketplace  r 
gc'^nered  during  our  75  years  ol  international  operation.  With  ol Pices  in  approximately  130  count 
::.rn;  jurisdictions  throughout  the  world,  y\IG  has  an  unmatched  knowledge  of  local  conditions 


I  TILE  COMMODITY  MARKETS  AND  SHAREHOLDER  LAWSUITS. 


hilions.  In  fact,  AIG  is  the  only  worldwide  insurance  and  financial  organization  with  a  broad 
c  oF  customized  services  to  manage  all  your  business  risks  and  preserve  shareholder  value. 
iCL's  like  economic  assessment,  loss  control  and  engineering,  and  political  risk  coverage. 
And  we've  got  the  top  Financial  ratings  to  back  us  up.  So  we'll  be  there  when  you 
us.  And  possibly  keep  your  business  afloat.         ^qrlq  LEADERS  IN  INSURANCE  AND  FINANCIAL  SERVICES 

American  Intemational  Group,  Inc ,  Dept  A,  70  Pine  Street,  New  York,  NY  10270 


AIG 
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SADDAM  MAY  SNATCH  YET  ANOTHER 
VICTORY  FROM  CATASTROPHE 


Is  Saddam  Hussein  about  to  come  back  to  haunt  the  West? 
In  the  five  years  since  his  humihating  1991  defeat  at  the 
hands  of  the  Persian  Gulf  war  coahtion,  the  Iraqi  dictator 
has  been  kept  under  tight  control  through  a  trade  embargo 
and  dij^lomatic  isolation.  But  at  the  same  time,  awareness  has 
gTown  in  the  outside  world  that  many  of  the  20  million  Iraqis 
are  paying  a  huge  price  for  Saddam's  sins.  Iraq's  inability  to 
finance  imports  is  leading  to  widespread  malnutrition  and 
other  severe  public  health  problems. 

Now,  Saddam  is  attempting  to  tuni 
this  impending  human  disaster  into  ;i 
victory  for  his  embattled  regime.  In 
late  January,  Saddam  indicated  that 
he  was  wilUng  to  consider  the  one  par- 
tial lifeline  left  to  him  by  the  U.N. 
Secionty  Coimcil:  peiTnis.sion  outlined  in 
Resolution  986  to  sell  $1  billion  worth 
of  Iraqi  oil  eveiy  three  months  under 
stiiet,  almost  vise-hke  U.  N.  controls. 
Tlie  money  would  go  into  a  U.  N.-con- 
trolled  escrow  account  and  could  only 
be  used  by  Iraq  foi'  humanitarian  pui- 
chases  such  as  food  and  medicine.  Tliii  - 
ty  percent  of  the  revenues  would  go  1 1 ) 
pay  war  claims,  and  an  additional  $l'!<i 
to  $150  million  each  quarter  would 
have  to  go  to  the  Kurdish  areas  in 
northern  Iraq.  Saddam — looking  for  a 
total  end  to  the  U.  N.  embargo — had 
always  rejected  such  plans  as  a  viola- 
tion of  Iraq's  sovereignty. 
GUNFIRE.  But  thei-e  are  signs  he  has 

changed  his  mind.  The  Iraqi  delegation  negotiating  with  the 
U.  N.  in  New  York  seems  serious.  And  Saddam  is  preparing 
Iraqis  for  an  oil  sale.  The  Iraqi  press  has  proclaimed  that  a 
deal  would  represent  a  gi-eat  \ictoi-y  for  Saddam  and  a  huinil- 
iation  for  the  U.  S.  Anticipating  a  shift,  jubilant  Iraqis  liit  the 
streets  in  Baghdad,  filing  off  gims,  and  the  battered  Iraqi  di- 
nar soared  against  the  dollar.  Shipping  oil  would  "open  a 
psychological  barrier,"  says  Christine  M.  Helms,  an  Iraq  spe- 
cialist at  Washington's  Petroleum  Finance  Co.  "It  would  give 
Saddam  a  new  lease  on  life  domestically." 

That's  one  reason  why  the  return  of  Iraq 
to  oil  markets — even  in  a  limited  fonn — is 
fraught  with  risks  for  Washington  and  its  al- 
lies. The  U.  S.  and  key  Arab  states  like  Jor- 
dan, Kuwait,  and  Saudi  Ai-abia  gindgingly 
:  upport  the  oil  sales  for  humanitarian  idea- 
s')ns — and  as  a  way  to  bankroll  the  hard- 
■  -  i^d  U.  N.,  which  would  use  part  of  the 
■j,,':'.--'  for  costly  weapons-monitoring  oper- 
iji;  n.^  .  side  Iraq.  Also,  a  weakened  Iraq 
.:!';<•  !('  :  p11  some  oil  is  preferable  to  the 
c-  rni  -i'-  ^  ■  ,  Rosnia-style  breakdown  of  a  coun- 


Will  he 


20 


THE  IRAQ  EFFECT: 
OIL  MARKET  JITTERS 


PRICE  PER  BARREL* 


,as  long  been  a  buffer  against  Iran. 
in;i\-  be  hard  to  draw  the  line  at 
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hmited  sales.  The  French  and  the  Russians,  who  have  lor 
been  tiying  to  bring  Iraq  back  into  the  market,  may  take  ar 
deal  as  a  cue  to  push  for  more.  At  the  same  time,  it  will  I 
hard  to  cut  off  the  flow  if  Saddam  misbehaves.  Turkey,  whi( 
will  I'eceive  fat  transit  fees  from  Ii-aqi  shipments,  will  resii 
any  cutoff.  So  will  Egy]jt  and  other-  key  developing  countrii 
that  ar-e  distui'bed  about  the  deteiior-ating  conditions  in  Ira 
Even  limited  sales  will  whack  the  oil  mai'ket.  John  I 
Lichtblau,  chairman  of  the  Petroleu: 
Reseai'ch  Foundation  in  New  Yor' 
reasons  that  the  impact  of  700,000 
800,000  barTels  a  day  of  Ir-aqi  oil  su( 
denly  coming  to  mar*ket  would  cause 
"significant"  decline  in  prices  of  $2 
$3  a  barrel.  That  would  be  imwelcorr 
news  for  Saudi  Ar-abia,  which  is  st: 
sti'uggling  with  $100  bilhon  in  dome 
tic  debt.  But  the  real  fear  for  tl 
Saudis  and  other  gulf  states  is  th; 
Ir-aq  will  eventually  find  a  way  of  ge 
ting  its  pr-oduction  back  to  its  prewj 
o  million-plus  barrels  per-  day. 

Moi-e  distui'bing  for  the  U.  S.,  Ru 
sia  is  emerging  as  a  wild  car-d  in  tl 
Ir-aqi  game.  Signs  point  to  Russia  pu 
suing  a  much  more  assertive  pohc 
in  the  Middle  East  under-  new  Fo 
eign  Minister  Yevgeny  Primakov 
one  of  the  for-mer  Soviet  Union's  ke 
Mideast  experts.  "We've  come  to  tl 
conclusion  that  Ir-aq's  ])olicies  and  coi 
duct  comply  with  the  demands  of  tY 
U.  N.  Seciuity  CouncU  resolution,"  says  Viktor  A.  Kremenyu 
deputy  director  of  Russia's  U.  S.  A.-Canada  Institute. 
think  it's  high  time  to  end  the  embar-go." 

The  motive  is  par-tly  economic:  Russia  wants  to  see  repa; 
ment  of  Ii-aqi  debts  of  $7  billion  and  give  a  boost  to  its  ar-n 
and  energy  industries.  Russian  oil  giant  Lukoil,  eager  to  pi 
down  stakes  in  the  Per-sian  Gulf,  is  beliind  a  r-ecent  $10  billic 
agr-eement  to  rebuild  Iraq's  damaged  oil  industr-y.  France's  T 
tal  and  Elf  Aquitaine  also  have  Iraqi  deals  lined  up. 

But  ther-e  is  a  political  component,  as  we 
The  view  in  Moscow  is  that  Russia  has  gi' 
en  up  too  much  of  its  global  clout,  especial 
in  the  Middle  East,  where  it  once  rivaled  tl 
U.  S.  Russia  is  alr-eady  letting  the  We 
know  that  a  pr-ojected  expansion  of  NAT 
into  eastern  Eur-ope  could  r-esult  in  Russia 
unilater-ally  lifting  the  Iraq  embargo. 

So,  batter-ed  as  he  is,  Saddam  is  still 
thorn  in  America's  side.  Few  envisioned  sue 
an  outcome  five  yeai-s  ago,  when  the  gv 
war  ended  with  the  allies  deciding  not  to  j 
on  to  Baghdad. 

By  Johv  Rossant  in  Rome,  with  Patrici 
Krcmz  iii  Moscow  and  bureau  reports 
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the  number  of  hot  prospects  located  within 


a  two-hundred-mile  radius. 


Any  cracks  in  area  customer  service 


How  to  help  your  sales  flourish  in  the  region. 


And  the  location  of  the  nearest  gas  station. 


Pick  any  point  on  the  globe  and  we'll  help  you  see  it  in  countless  new  ways.  It's  Desktop  Mapping,  from  Map/n/o!' 
Urdeashing  the  power  of  geography  to  give  you  an  entirely  riew  liew  of  your  data.  Combining  the  in/cmmition  in  your  databases  with 
other  compleiinentary  data  sources  and  imps.  To  show  you  patterns  artd  rektionships  from  a  startlmgly  fivsh  angle.  Companies 
everw'here  are  already  reaping  the  rewards  oj  Desktop  Mapping,  helping  nuike  Maplnjo  the  worldwide  iridustry  leader.  Arid 
because  of  this  leadership ,  Microsoft  chose  Maplnf  )  tu  be  their  Desktop  Mapping  partner  in  Microsoft "  Office  for  Windows"  95 . 

Only  Maplnfo  offers  such  a  wide  range  of  Desktop  Mapping  sohiti'om .  From  eas)''tO'M^e ,  economical  products  jcrr  individuals ,  to 
broad-based  client  server  ai}d  data  warehousing  soluti(m .  Plus  access  to  data  wiyrlduide .  To  experience  the  power  of  Desktop  Mapping, 
callfjr  our  free  demo  disk  or  CD-ROM.  Or  E-miil  its  at  iTUjuiry@mapin/o.com. 
We'll  also  direct  you  to  the  Maplnfo  dealer  nearest  you.  Aivi  be  sure  to  visit  our 
Web  site  at  http:llwww.mapmfo.com 


1-800-327-8627 


Maplnfo 

sktopAmapping 


Federal  Saks  1-800-619-2333  Oul^idc  L'S  ]'''lS-2S5-6000-  Maplnjo  rum  on  Wirvkw^?-'  Madntosfi!  Po^ver  Mai:mloih: 
Sim  ■  cW'HP.^  Maplnjo  and  the  Maplnjo  logo  are  re^tered  uadermrks  oj  Maplnjo  Ccnpfnation.  Microsoft  is  a  regisiered  trade- 
mark  iifMicmsojt  Oirp<yrancin  All  ntha  marks,  midemnks  and  re^siered  nadcmiirh  are  the  frtoperiy  oj  ^ir  respecnve  holders. 


cer  to  totally  redesign 
t  of  home  computing^ 


Document  •  WoidPad 


infert    F^mal   j^eip  ■ 


Dli^iyj  m\[h\  i*i 


1/2  Gal.  Milk 
Swiss  Cheese 
Sour  dough  Bread 
Hot  Dogs 
Hot  Dog  Buns 
Ketchup 
.Ajiimal  Crackers 
for  Jason :-) 
1  4  lb.  Coffee  Beans 
Strawbeny  Ice  Creain 
Paper-  Towels 
Dozen  Eggs 

Fot  Help,  press  F1 


At  Acer®,  we've  got  lofty  goals.  As  do  our  customers.  So,  before  setting 

We  Aspire 

out  to  redefine  personal  computing  for  the  home,  we  listened  to  their 

to  greatness. 

needs,  their  concerns,  and  even  their  hopes  and  dreams.  The  result? 


The  new  Acer  Aspire™  Minitower  computer.  Just 


one  look  at  Aspire  suggests  something  radically 


different.  The  way  it  looks  more  suitable  for  the 


den  or  home  office  than  your  standard  corporate  cubicle.  The  way 


its  inviting  design  meshes  perfectly  with  its  powerful  features,  which 


include  the  Intel®  Pentium®  processor.  The  way  Aspire  practically  sets 


itself  up,  easing  the  fears  of  new  PC  users.  Aspire  is  what  people  think 


a  home  PC  should  be.  It's  a  bold  approach,  and  one  that  people  are 


responding  to  with  overwhelming  enthusiasm.  Aspire  is  representative 


of  the  way  we  at  Acer  approach  every  challenge,  every  day — ^with  the 


kind  of  thinking  that  redefines  leadership  in  the  computing  marketplace. 


For  additional  information  about  the  Aspire  Minitower  Computer  or  to 
contact  a  retailer  near  you,  call  1-800-381-ACER.  AcerXpress  Faxback 
System  1-800-554-2494.  Acer  BBS  1-408-428-0140. 
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STRATEGIES 


SHAQ  ATTACK:  The  O'Neal -endorsee 
•j^     Sliaqiiosis  is  Reebok's  flagship  shot 


REEBOK  IS  TRIPPING 
OVER  ITS  OWN  LACES 

In  the  teen  market,  it  keeps  stumbling  after  Nike 


For  Reebok  Chairman  Paul  Fire- 
man, stealing  Jack  Steinweiss  from 
Fila  Corp.  last  March  was  the 
high  point  of  an  othei-wise  lousy 
year.  As  creator  of  Fila's  Grant  Hill 
shoe — a  best-seller  endorsed  by  the  De- 
troit Pistons'  star — Steinweiss  was  hot. 
With  sneakers  from  Reebok  Interna- 
tional Ltd.  losing  favor  among  teens, 
Fireman  counted  on  Steinweiss  to  re- 
ca])ture  part  of  the  youth  market  domi- 
nated by  Nike  Inc. 

But  by  yearend,  Steinweiss  had  be- 
come one  more  in  a  long  hst  of  prob- 
lems facing  the  Stoughton,  Mass.,  com- 
pany. After  just  nine  months,  the  star 
designer  returned  to  Fila.  Steinweiss 
says  he  left  because  he  had  little  influ- 
ence over  new  products — a  complaint 
that  goes  to  the  heart  of  what  ails  Ree- 
bok. With  development  hobbled  by  mas- 
sive management  turnover,  high-level 
infighting,  and  strategic  blunders,  Ree- 
bok has  stumbled  repeatedly. 

The  result  is  a  sneaker  company's 
nightmare.  Teenage  boys  account  for  a 
20%  slice  of  the  $6.8  biflion  U.  S.  athlet- 
ic-shoe market.  Rival  Nike's  popularity 
among  teens  helped  propel  its  share  of 
the  overall  market  from 
S\%  to  37%  in  1995,  wliile 
Reebok  slid  two  points,  to 
20%.  As  a  result,  Ree- 
bok's sales  rose  just  6%, 
to  $3.5  billion  in  1995, 
while  income  sank  35%-,  to 
$165  million;  tliis  year,  an- 
alysts expect  Reebok's 
sales  to  gi'ow  an  anemic 
4%,  to  $3.6  bilHon.  Mean- 
while, analysts  expect 
Nike's  sales  for  the  fiscal 
year  ending  in  May  to 
jump  24%,  to  $5.9  billion, 
v\idle  earnings  should  rise 
-iT^.: ,  to  $508  million. 

•  ;.i;nning  behind  Nike  is 
luKliir;;.'  new  to  Reebok. 

s*iRE^JVA?!3:  Some  investors 
.)■('■'(;'.'/  f',.'  can  turn  his 
'  ''•/•//,■((■;.•,/  aroiuid 


But  the  current  problems 
are  its  toughest  yet,  and 
Wall  Street  is  losing 
faith  in  Fireman,  who 
gained  control  of  Ree 
bok  in  1984.  Last  sum- 
mer, big  shareholders 
called  for  his  ouster. 
After  he  rebuffed 
his    critics,  many 
sold     out.  Since 
April,  Reebok  shares 
have  sunk  25%,  to  28. 
"Fireman  is  a  classic  case  of  a 
guy  who  starts  a  business  well 
but  can't  run  things  at  a  late 
stage,"  says  shareholder  activist 
Minnow  of  Lens  Inc. 

Fireman,  who  holds  a  14.5%  stake, 
declines  to  comment.  But  he  seems  to 
have  backing  from  a  board  dominated 
by  local  executives.  "Reebok's  record 
ovei-  the  last  10  years  has  been  phe- 
nomenal," says  dii'eetor  Geof&"ey  Nunes, 
general  counsel  to  chemical  purification 
outfit  Millipore  Coy]).  "There's  no  reason 
to  think  Paul  is  not  as  capable  today." 

Reebok's  current  ills  began  in  1993, 
when  Fii'eman  backed  a  pudi-ly  con- 


ceived attempt  to  take  on  Nike's  donr 
inance  of  professional  sports  and  thp 
men's  performance  sneaker  markelm 
Until  then,  Reebok's  popular  aerc 
bics  shoes  and  a  reputation  for  conr 
fort  allowed  it  to  reign  over  women' 
sneakers.  But  slowing  gi'owth  con 
vinced  P"'u'eman  that  Reebok  needei 
stronger  shoes  for  men  am 
boys,  and  he  tapped  Robert 
Muller,  the  former  owner  c 
rival     shoemaker  Pon 
Sports  &  Leisure,  to  help 
To  its  credit,  Reebo' 
has  since  built  a  hig 
profile  with  athletes 
Among  its  star  endor 
sere  ai'e  Oi-lando  Magi 
center  Shaquille  O'Nes 
Dallas  Cowboys  nmninj 
EiTimitt  Smith.  Reebo] 
s  will  also  be  worn  b; 
000  athletes  at  the  Sum 
mer  Olympics.  And  it  ha 
developed  a  big  name  i 
soccer  shoes  abroad 
giving  Reebok  an  inter 
national  business  that  ri 
vals  Nike's. 
LIGHTNING  ROD.  But  the  gains  pale  ii 
comparison  to  problems  created  by  thi 
shift.  Costs  soared:  Sales,  general,  am 
administrative  expenses  rose  to  32.79i 
of  revenues  in  last  year's  second  quaitei 
up  from  24.4%  in  1991.  And  former  ancB 
cmrent  executives  say  the  push  to  creat< 
shoes  for  pro  athletes  generated  hug( 
internal  strife.  Says  one:  "In  mihtarj 
teiTTis,  we  took  oiu'  objective  but  left  ou] 
soldiers  dying  on  the  battlefield." 

Inside  Reebok,  Mullei 
became  a  lightning  rod  foi 
controversy.  As  Reebok's 
co-president,  the  strong- 
willed  executive  niled  ovei 
jjroduct  development  anc 
design.  He  ordered  dozens 
( if  liigh-perfonnance  sneak- 
ers at  a  rapid-fii-e  pace 
But  one  gi'oup  of  manag- 
I  S,  led  by  fitness  divisioi 
:ii  ad  Edward  Lussier,  ar- 
gued that  Muller  wasn't 
[jroducing  innovative  de- 
signs but  simply  copying 
Nike.  After  Lussiei'  left  foi 
Adidas  in  1993,  the  battle 
continued.  Last  year,  50% 
(if  Fleebok's  design  stafi 
left,  along  with  other  mai'- 
keting  and  product  devel- 
opment managers. 

At  the  same  time,  Mull- 
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er  took  Reebok  out  of  the 
top  of  the  market,  where 
prices  run  from  $100  to 
$130.  He  argued  that  Ree- 
bok coukl  make  high-quality 
sneakei'tf  to  sell  for  less  than 
$90.  But  the  move  backfii'ed 
badly  when  the  market  for 
top-dollar  sneakers  surged 
in  1994.  Reebok  had  no 
flashy  high-tech  models, 
while  Nike  cleaned  up  with 
its  Visible  Air  shoes,  which 
sport  a  see-thi'ough  aii'  bub- 
ble under  the  sole. 

The  upshot:  Even  as 
Reebok  spent  millions  sign- 
ing athletes  to  draw  teen- 
agers, it  had  no  strong 
products  to  sell  them.  In- 
stead, the  effort  to  quickly  churn  out 
dozens  of  different  shoes  for  many 
sports  resulted  in  average-looking  shoes 
that  excited  no  one.  "Reebok  complete- 
ly missed  the  market,"  says  Ken  Ciys- 
tal,  owner-  of  Crystal's  of  Boston,  a  shoe 
store  catering  to  urban  teens. 

Meanwhile,  fonner  managere  say  Fu-e- 
man  was  barely  aware  of  the  infighting. 
"He  was  in  and  out,"  says  a  foraner  top 
aide.  When  he  was  around,  they  com- 
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plain  he  focused  on  a  pet  project,  the 
InstaPump  shoe.  But  the  shoe,  which 
needs  a  hand-held  piunp  to  inflate,  hasn't 
caught  on,  fiuther  draining  resources. 

With  problems  mounting,  John  H. 
Duerden,  Reebok's  marketing  head  and 
co-president,  pushed  Fireman  to  name 
him  ("EO  last  spring.  Wlien  Fii-eman  re- 
fused, Duerden  quit.  Three  months  lat- 
er, Muller  also  left  under  pressure. 

The  turmoil  helped  sour  Reebok's  re- 


lations with  ShaquilU' 
O'Neal.  He  was  so  upse! 
with  the  shoes  Reebol 
made  for  him — and  the  ineft 
fective  promotional  job  i|r 
did — that  he  shopped  for  & 
new  contract  last  summei 
Reebok  Marketing  Vice! 
President  Peter  Moore  a 
mits  that  relations  wit 
Shaq  are  "like  the  Col 
War."  O'Neal's  agent,  Le^ 
nard  Ai-mata,  says  they'n 
now  "working  fastidiously] 
to  reach  a  new  accord."  fi 
MIXED  REVIEWS.  But  th( 
Cold  War  may  be  Reebok'; 
easiest  problem  to  solve 
Shaq  is  fai-  happier  with  thii 
year's  new  psychedelic  Shaq 
nosis  model.  Although  shai'eholders  callec 
for  a  strong  outside  ceo  last  summei 
Fireman  named  longtime  confidante  Rob 
ert  Meers — who  ran  the  Reebok  Bi-and 
Div.  before  Duerden  and  Muller — to  th( 
job  in  November  Fireman  also  put  him 
self  in  charge  of  product  design. 

Tlie  results  of  Fireman's  woi'k  won'' 
show  until  1997.  In  the  meantime,  re 
tailers  have  given  mixed  reviews  t( 
Reebok's  1996  shoes.  To  gain  a  marcl 
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on  Nike,  Reebok  plans  to  launch  its  new 
Vishex  shoe  this  fall.  Featiu-ing  a  honey- 
comb-celled air  bladder,  it's  the  comer- 
stone  of  Reebok's  return  to  the  high- 
price,  high-tech  shoe  category.  But 
Charles  Gore,  vice-president  for  mer- 
chandising at  HeiTnan's  Woi'ld  of  Spoil- 
ing Goods,  wonies  that  teens  might  see 
the  me-too  air  approach  as  a  gimmick. 
Even  Meers  concedes  that  Reebok  is  un- 
likely to  gain  significant  share  this  year 
"FLAGELLATION."  In  the  meantime,  Fu-e- 
man  has  some  unorthodox  methods  for 
revitalizing  the  company.  A  follower  of 
EST,  P'ireman  last  year  liired  a  consultant 
with  techniques  rooted  in  the  controver- 
sial therapy.  The  purpose:  to  provide 
three-day  "leadership  training"  sessions 
to  .500  Reebok  managers.  One  exercise: 
wilting  to  the  person  you  hate  the  most 


in  the  company  and  reading  it  publicly. 
Says  one  executive:  "There's  ciying  and 
anger,  and  you  commit  to  a  team  effort." 

Not  everyone  likes  the  sessions;  one 
foiTTier  executive  dismisses  them  as  self- 
flagellation.  "You  can't  tell  the  chaiiTnan 
it's  garbage,"  he  says.  "The  rest  of  the 
company  had  to  giin  and  bear  it."  Still, 
several  managers  say  once  tense  commu- 
nications have  improved.  "It  sounds  like 
Business  101,  but  we've  gotten  people  to 
talk  the  same  language,"  says  Dan  Dobr- 
zynski,  Reebok's  vice-president  for  ad- 
vanced products  and  processes. 

Other  changes  are  more  traditional. 
Late  last  year,  Meers  stripped  Reebok's 
marketers  of  control  over  design.  De- 
signers and  manufacturing  expeits  now 
work  togethei'  on  product-development 
teams — and  Reebok  marketers  simply 


sell  what  they're  given.  A  plan  to  cuji 
$7.5  million  in  costs  was  completed  las™ 
September  Reebok  also  recently  took  ; 
$49  million  charge  to  sell  its  underper 
'  forming  Avia  women's  shoe  line.  Nev 
ads  meant  to  clarify  Reebok's  muddA|j 
image  have  also  been  launched.  I 
So  fai;  outsiders  remain  unimpressedL 
"They're  playing  catch-up,"  says  Smitlji 
Bamey  Inc.  footwear  analyst  Faye  Lan'  i 
des.  And  Glenn  Greenberg,  managing  ! 
director  of  Chieftain  Capital  Manage;  j 
ment,  which  sold  4.5  million  Reebolj  I 
shares  in  November,  says  he  has  com; ; 
pletely  lost  confidence.  "Reebok  is  like  !,| 
fish  flopping  around  on  a  deck,"  he  says-i 
With  reviews  like  that.  Fireman's  tough  j 
times  look  far  from  over  J 
By  Geoffrey  Smitit 
in  Stoughton,  Mass] 


FILA'S  FULL-COURT  PRESS  TO  SNARE  SUBURBIA 


Strolling  along  New  York's  Broad- 
way, Sadiki  Nokwere  steps  into 
a  shop  to  buy  a  sporty-looking 
Fila  shirt.  The  30-year-old  musician 
had  already  purchased  two  pairs  of 
Fila  pants  elsewhere  that  day.  "I  like 
the  design  and  the  feel,"  he  says.  "I 
buy  it  to  be  unique." 

If  Nokwere  really  wants  to  be 
unique,  he  may  have  to  find  another 
brand.  Last  year-,  Fila  rocketed  ft-om 
seventh  to  third  place  in  the  U.S. 
athletic-shoe  market.  Its  clothes  are 
huge  in  the  inner  city.  And  with  new 
apparel  and  shoe  fines  on  the  way, 
Fila  Holding — based  in  Biella,  Italy — 
now  wants  to  clothe  older  suburban- 
ites, too.  "Only  companies  that  are 
able  to  break  out  of  their  urban  niche 
can  survive,"  says  61-year-old  Enrico 
Frachey,  Fila's  chief  executive. 

It's  a  risky  bet:  Despite  its  histoiy 
as  a  maker  of  preppy  tennis  togs  and 
skiwear,  the  70-year-old  Fila's  resur- 
gence stems  fi'om  the  appeal  of  its 
boldly  designed  sneakers  and  casual 
wear-  to  city  teens.  Fila's  comeback 
began  when  Frachey,  its  foiTner  No.  2, 
returned  to  the  money-losing  compa- 
ny a;^  (^KO  in  1987.  By  1993,  after  Fra- 
chey had  set  up  U.S.-based  manage- 
ment, lured  hip  designers,  and  begun 
signing  stars,  Fila  went  public.  But  it 
wasn't  until  last  Maix-h  that  Fila 
struck  ::old  vdth  its  Grant  Hill  shoe, 
named  for  the  1995  nba  I'ookie  of  the 
year.  Tlie  basketball  shoe  brought  in 
roughly  20%  of  U.  S.  sales,  catapulting 
Fila  past  such  rivals  as  Adidas. 


KING  OF  THE  HILL:  Fila's  Grant  Hill 
shoe  is  a  s}>iash  with  city  teens 

U.S.  sales  have  jumped  from  $84 
million  in  1991  to  roughly  $500  mil- 
lion last  year — 57%  of  Fila's  estimat- 
ed total  sales  of  $879  million.  Ana- 
lysts expect  1995  profits  to  rise  40%, 
to  .$60  million.  That  has  sent  Fila's 
American  depositary  receipts  soaring 
148%  in  the  past  year,  to  around  50. 
"Fila  is  the  strongest  up-and-coming 
brand  in  the  industry,"  says  analyst 
Kevin  Tempestini  of  Salomon  Broth- 
ers International  in  London. 

To  keep  up  momentum,  Fila's  new 


U.S.  footwear  head,  Robert  Lie- 
wald — the  ex-corporate  merchandis- 
er for  Foot  Locker  and  Woolworth 
Corp.'s  other  athletic-shoe  divi- 
sions— is  putting  on  a  full-court 
press:  A  new  Grant  Hill  shoe  came 
out  in  November,  and  a  summer 
campaign  will  tie  his  Olympic  ap- 
pearance to  another  shoe.  Other  en- 
dorsers include  star  rookie  Jerry 
Stackhouse  of  the  Philadelphia 
76er.s — who  has  a  five-yeai;  $15  mil- 
lion deal — Randy  Stoklos,  of  beach 
volleyball  fame,  and  marathoner 
German  Silva. 

BOOMER  BOUND?  But  the  biggest 
challenge  will  be  broadening  beyond 
Fila's  niche.  Frachey  knows  that  its 
faddish  popularity  could  quickly  dis- 
appear So  he  wants  to  boost  non- 
shoe  sales  in  the  U.S.,  now  i-oughly 
23%  of  revenues  here.  With  a  men's 
clothing  line,  Fila  Sport,  skiwear,  and 
outdoor  gear,  Frachey  is  aiming  for 
an  older,  wealthier  market. 

Will  Fila's  hip,  street-smart  appeal 
catch  on  among  aging  suburban 
baby-boomers?  "The  Fila  label  is  so 
heavily  associated  with  the  inner  city 
that  suburban  types  might  not  relate 
to  it,"  says  Robert  E.  Carr,  editor  of 
the  New  Yoi'k-based  Inside  Sporting 
Goods  newsletter.  Indeed,  the  risk  of 
being  all  things  to  all  people  is  that 
neither  Sadiki  Nokwere  nor  his  sub- 
ui'ban  counterparts  may  feel  unique 
with  Fila. 

By  Silvia  Sansoni  in  Biella,  Italy, 
and  Lori  Bongiomo  in  New  York 
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Clearly, 
the  people  at  Dodge 

are  having 
way  too  much  fun. 


Intrepid  ES fedtiiirs:  •  cah-fonvanl  space  and  stability  •  3.5L,  24-valve  V-6  engine  •  speed  control  •  power] 
w  iiulou's  and  door  locks  •  16-incli  touring  tires  '  fog  lamps  •  power  heated  outside  mirrors  •  driver  imd  from 

passenger  airhags  *  air  coiiditioiiing  •  AM/FM  j 
cassette  and  center  console  with  storage  ' 
avaihihle  AutoStick"''  System  transmissio 
•  more  trunk  and  passenger 
room  and  better  resale  value 
than  Taurus,  Lumina  oi 
CamryJ  IntrepiJ' 
starts  at  $18.99: 
hitiepid  ES  ■ 
shown. 

$23.0]  o: 


With  cab-forward  design  and  V-lQid 


II 


StrcUiis  ES  features:  •  cab-jorward  architecture  •  rigid  ladder  frame  construction 

•  available  24-Vidve.  2.5L  V-6  *  available  electronic  4-spced  automatic  transniission 

•  speed  sensiti\  e  steering  •  ABS  braking  •  tduminum  wheels  •  touring  tires  •  power 
winilows  and  locks  •  power  heated  mirrors  *  fog  lamps  •  air  conditioning  *  driver 

and  front  passenger  airbags  •  speed  sensitive  wipers  •  AM/EM  stereo  cassette  playct 
*  cmtonnuic  speed  control  •  avmlable  AutoStick  System  transmission  and  more. 

Stratus  starts  at  $14,770'. 

ES  shown.  $16,795'. 


Avenger  ES  features: 

•  adaptive  4-speecl  aiitonmtie 
traii.siiiission  *  24-valve  V-6 

•  4-n  lieel  disc  ABS  *  speed 
sensitive  power  steering 

•  a\  (iilahle  driver  side  power  seat, 
power  windows  and  power  loeks  •  air 
eonditioning  •  available  15()-watt  Infinity'-' 
sound  SYSteni  •  4-wlieel  indepeinlent  douhle- 
wishhone  suspension  •  dual  airhags  •  16-ineh  tires 
li  aliinniuini  wheels  luid  nu>re.  Avenger  starts  at  $14,575. 
n.  $IK656'. 


[id  child  safet)/)ne  suspensions  rves 


roonn:  stable  eab-forward  design  •  an  available  2.()L 
'al  overhead  cam  engine  (0-60  in  7.6  seconds) 
I  transmission  •  available  quick  ratio  power  steering 
\eel  ami-lock  disc  brakes  •  standard  driver  and  front 
igs  •  4-wheel  independent  suspension.  Sport  model 
available  cast  alitmimnn  wheels  •  diiLiI  power  outside 
ring  •  power  door  locks  *  fog  lights  and  tnuch  more, 
■is  at  $9,995'.  Highline  sedan  shown.  $12,101)'. 


■d  450 
"rsioi] 
7-inch 


We're  thinking  ahead. 

Sure,  we're  thinking  years  down  the  road,  about  everything  you  can 
imagine  that  has  to  do  with  cars  and  trucks.  Alternate  fuels. 
Exotic  materials.  New  configurations.  WeVe  exploring  new  safety 
technology,  suspension  systems,  engine  dynamics,  ergonomics. 
But  no  matter  how  far  ahead  weVe  thinking,  we  always  come  back  to 
one  basic,  very  unscientific  premise:  Make  it  look  good,  make  it  feel 
good,  make  it  interesting  and  rewarding  to  drive. 

Because  no  matter  how  good  a  car  or  truck  is,  how  technologically 
advanced  it  is,  nobody's  going  to  buy  it  unless  they  like  looking  at  it, 
being  in  it,  owning  it.  So  we  not  only  do  a  lot  of  listening  to  owners  and 
prospective  owners,  we  listen  to  ourselves,  too.  After  all,  if  we're 
not  building  things  wed  want  to  own  and  drive,  its  a  safe  bet  no  one 
else  is  going  to  be  too  wild  about  them  either 

Its  a  way  of  thinking  that's  working  out  well  for  everyone.  In  terms  of 
everything  from  sales  to  resale  value  to  owner  satisfaction.  And  now,  work 
class  European  and  Japanese  car  makers  are  studying  us  looking  for  way 
to  improve  their  products.  And  oh,  yes.  On  a  somewhat  less  global  level,, , 
we're  having  a  pretty  good  time  here  at  work. 


m 


The  New  Dodge 

A  DIVISION  OF  THE  CHRYSLER  CORPORATION  *^ 


Want  more  information  '/  Call  us  at  l-<S()()-4-A-D0DGE  or  visit  our  Weh  site  at  http://www.4adodge.com 

'  \1SI;I''.  Ml  J   1.  ilL-stinalinn,  cxJiidc      and  cipliiins  nicnticined  hi  icM  Prices  higher  in  t'A.  MA&  NY.  Base  Neon  sedan  MSRP  higher  "Neon  Sport  Coupe  acceleration  test  repi 
;  i::       Cdi  iiiul  Diivfi    tWe  calculated  resale  using  avg.  Irado-in  values  ( '93  and  '94  models  ot  Intrepid,  Taurus,  Lumina  and  Camry;  'y|-'y4  coiiipaci  pickup  models; 
'M  lull-si/c  pickup  models!  vs.  MSRPs.  publi.shed  in  '93  Jan.-Sept.  N.A.D.A.  Offii  ial  Used  Car  Giiitlc  '  monthly  editions, 

'    ■         seat  belt.  Paper  contains  ten  percent  recycled  matenal  (^JJi 
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NEWSPAPERS 


RUNNING  HARD,  BUT 
STAYING  IN  PLACE 

Knight-Ridder  is  still  reliant  on  slow-growth  newspapers 


Knight-Ridder  Chief  Exec-utive  P. 
Anthony  Ridder  fancies  himself 
a  man  of  action  and  more  impor- 
tant, speed.  His  friends  and  col- 
leagues say  he  drives  fast,  skis  fast, 
and  even  golfs  fast.  But  the  activity 
ihat  Ridder  is  pui'suing  the  most  frenet- 
ically these  days  is  the  rejiggeiing  of  his 
52.8  billion  news]iaper  and 
information  company. 

Ridder  has  held  the  top 
job  at  the  company  found- 
3d  by  his  great-grandfa- 
:her  for  only  11  months, 
[n  that  short  time,  he  has 
engineered  a  flurry  of 
30st-cutting  measui'es  and 
isset  sales  and  has  nearly 
completed  a  transforma- 
:ion  of  the  company  back 
;o  its  newspaper  roots. 
But  while  the  cost-cutting 
jleases  investors,  Ridder 
las  yet  to  come  up  with 
m  answer  to  the  knotty 
aroblem  the  company  has 
ong  faced:  how  to  find 
growth  in  the  mature 
lewspaper  business. 
<iO  FIT.  At  cost-cutting,  at 
east,  Ridder  has  proved 
0  be  a  pro.  Last  March, 
le  sold  the  Journal  of 
?oriimerce  for  $115  mil- 
ion,  arguing  that  its  fo- 
•us  on  international  trade 
ind  transportation  didn't 
dt  with  the  company's 
'ore  regional-newspaper 
lusiness.  In  August,  he 
Killed  the  plug  on  a  de- 
sign lab  that  had  been  de- 
.■el(ii)ing  a  futuristic  flat- 
lanel  news  "tablet"  that 
vould  have  delivered  newspaper  con- 
ent  to  consumers  electronically.  Last 
nonth,  Ridder  put  Knight-Ridder  Fi- 
lancial  on  the  block  after  it  failed  to 
nake  headway  against  rivals  Bloom- 
)ei'g,  Dow  Jones  Telerate,  and  Reuters. 
\n(l  Ridder's  tough  stance  in  the  seven- 
nonth-old  strike  at  Detroit  Newspa- 


pers Inc.,  which  publishes  Knight-Rid- 
dei"'s  Detroit  Free  Press  and  Gannett 
Co.'s  The  Detroit  News,  proves  he  is 
willing  to  stomach  substantial  losses 
now  in  e.Kchange  for  lower  labor  costs 
in  the  future. 

The  moves  have  drawn  plaudits  fi'om 
analysts  and  shareholders.  Knight-Rid- 


CEO  RIDDER: 

cut  costs  t)ut 
little  new  rei 


He  has  del-  had  been  experiencing 
found  some  "stagnation  and  lack  of 
'enue  focus.  Ridder  bi'ings  vitahty 

  and  a  sense  of  urgency,"  says 

Henry  Berghoef  of  Harris  Associates, 
which  holds  more  than  5%  of  the  com- 
pany's stock.  Othei'  shareholders  are 
happy,  too.  In  the  past  six  months,  the 
company's  long-lackluster  stock  rose 
18%,  to  "about  67. 

After  all  the  cost-cutting,  though, 
Knight-Ridder  still  finds  itself  in  much 


the  same  position  it  held  in  the  1980s, 
when  it  embarked  on  a  string  of  ven- 
tures aimed  at  reducing  reliance  on 
slow-gi-owth  newspapers.  iMost  of  those 
ventures  have  since  been  closed  or  sold 
(table).  The  company  still  derives  more 
than  85%  of  its  revenues  fi'om  31  dailies 
in  such  cities  as  Philadelphia,  San  Jose, 
Calif,  and  its  home  base  of  Miami.  And 
its  operating  margins  on  those  newspa- 
pers are  dispiritingly  slim,  at  12.5%, 
says  analyst  John  Morton,  while  the  in- 
dustry averages  14%.  Margins  at  rivals 
Tribune  Co.  and  Gannett  routinely  hit 
20%'  or  more. 

BRISTLING.  Ridder  needs  to  find  new 
and  better  soiu'ces  of  revenue,  and  that's 
not  easy  in  the  newspaper  business. 
Some  wondei-  if  Ridder,  55,  is  up  to  the 
task.  "There  are  no  growth  prospects 
and  no  model  in  his  head  as  to  where 
[growth]  is  going  to  come  from,"  says 

KNIGHT-RIDDER'S 
TRIALS  AND  ERRORS 

Tfie  compafiy  has  aggressively 
launched  new  ventures  over  the  past 
decade  or  so,  only  to  pull  out  when 
costs  or  risks  got  too  high 

VIEWTRON  Launched  in  1983,  the 
videotext  service  was  closed  in  1986, 
after  the  company  spent  $50  million. 

TV  STATIONS  After  about  a 
decade  in  the  TV  business,  Knight- 
Ridder  sold  all  eight  VHF  network 
affiliates  in  1989  to  finance  yet 
another  news-retrieval  service. 

INFORMATION  DESIGN  LAB  Great 
ed  in  1992,  this  R&D  unit  experi- 
mented with  electronic  newspapers, 
mcluding  a  flat-panel  display  for 
delivery  of  content  via  phone  lines 
or  wireless.  Shuttered  in  '95. 

KNIGHT-RIDDER  FINANCIAL 

Formed  in  1985,  this  provider  of 
real-time  and  archival  financial  data 
never  made  headway  against  rivals. 
Put  up  for  sale  in  January. 

DATA  COMPANY  REPORTS 

one  formei-  executive.  Ridder  rejects 
that  notion.  "I  bristle  when  people  say 
we'i'e  only  cost-cutting,  because  we're 
trying  to  build  revenue,"  says  Ridder, 
who  has  worked  for  the  company  his 
entire  career. 

Ridder's  most  aggressive  move  on 
that  score  was  to  spend  $360  million 
in  June  for  four  small  newspapers  in 
Cahfornia's  fast-growing  Contra  Costa 
County.  He  sees  the  acquisitions  as  a 
pricey  but  strategic  complement  to  the 
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company's  neit^hboring  San  Jose  paper. 
But  the  purchase  only  heightens  the 
company's  reliance  on  its  newspaper 
business. 

Otherwise,  Ridder  is  trying  to 
squeeze  more  from  what  he  has.  He's 
demanding  better  operating  margins 
from  his  dailies,  particularly  The  Phila- 
(lelphld  Inquirer  and  TIte  Mianu  Her- 
ald, which  have  cut  employees  and  pub- 
lication of  some  zoned  editions.  And  he 
raised  the  stakes  for  all  Knight-Ridder 
publishers  last  year  by  tying  a  substan- 
tial portion  of  their  bonuses  to  getting 
3%  of  new  revenue  fi"om  new  ventures 
such  as  special  sections,  giiides,  and  au- 
dio-text services.  That  effort  generat- 
ed more  than  $50  million  in  new  reve- 
nue last  year,  which  constituted  half  the 
companywide  revenue  gain  of  3.9%,  to 
$2.8  billion. 

As  modest  as  that  initiative  sounds, 
it's  the  clear  winner  among  Ridder's 
gi-ab  bag  of  gi'owtli  schemes.  Other  ven- 
tiu-es  tried  over  the  past  few  yeai-s  have 
met  with  little  or  modest  success.  For 
example,  most  of  Knight-Ridder's  news- 
papers have  tried  capitalizing  on  their 
expensive  distribution  systems  by  deliv- 
ering magazines,  but  logistical  and  ad- 
vertising problems  have  largely  crip- 
pled the  plan.  Other  efforts  to  offer  a 
package  of  options  to  advertisers  be- 
yond the  traditional  newspaper,  such  as 
sponsoring  women's  conferences  and  hol- 
iday shows,  issuing  niche  publications, 
and  dabbling  in  database  marketing, 
haven't  yet  amounted  to  much. 
BACK  ONLINE.  Ridder  hints  that  the 
company  may  soon  reenter  the  televi- 
sion business,  perhaps  in  a  joint  ven- 
ture with  a  national  broadcaster  that 
will  build  on  the  company's  news{)aper 
markets  and  provide  new  opportunities 
for  revenue.  Knight-Ridder  got  out  of 
television  in  1989,  when  it  sold  its  eight- 
station  gi-oup  to  help  finance  the  $353 
million  acquisition  of  Dialog,  an  infor- 
mation retrieval  service  used  mostly  by 
librarians. 

Ridder  is  also  putting  Knight-Riddei- 
back  online.  In  the  1980s,  its  Viewtron 
online  service  was  a  pioneer  on  the  In- 
foi'mation  Superhighway  until  Knight- 
Ridder  scuttled  the  effoit  in  1986.  Now, 
Ridder  plans  to  have  all  of  Knight-Rid- 
der's papers  online,  via  America  Online 
01'  the  Internet,  by  early  1997.  But  this 
time  a)-ound,  Knight-Riclder  will  be  pro- 
ducing only  the  content  and  won't  be 
making  another  costly  investment  in 
ci  eating  an  electronic  distiibution  net- 
work. Until  any  substantial  new  reve- 
nues ftom  l  !\e  electronic  age  take  hold, 
Knighl-Ridd.  r  remains  squai'ely  in  the 
same  old  newspaper  business.  And  Rid- 
de)-  finds  hims<df  running  faster  just  to 
keep  pace. 

Bji  Gail  DeGeorge  in  Miami 


LEVIN  AND 
NISSAN-COHEN 
ARE  TRIPLING 


SEMICONDUCTORS 


A  CHIP  UPSTART 
IN  GALILEE 

No  freelance  chipmaker  outside  Asia  rivals  Tower  in  size 


Bankers  laughed  in  1992,  when 
Yoav  Nissan-Cohen  and  Rafael  M. 
Levin  asked  for  money  to  buy  a 
National  Semiconductor  Corp. 
chip  plant  in  Migdal  Ha'emek,  Israel, 
where  they  worked.  They  wanted  to 
convei't  the  plant,  which  National  had 
put  up  for  sale,  into  a  "foundiy"  that 
would  make  chips  under  contract  for 
other  companies. 

The  bankers'  derision  was  under- 
standable. Contract  manufacturing  of 
chips  wasn't  considered  a  healthy  busi- 
ness in  the  early  1990s.  Taiwan  Semi- 
conductor Manufacturing  Co.,  today  the 
woi'ld's  largest  foundi-y,  hadn't  yet 
proved  that  such  chip  factories  can  be 
highly  profitable. 

WELL-TIMED  ENTRY.  HapjMly  foi'  the  en- 
trejjreneurs,  George  Morgenstern  didn't 
laugh.  The  head  of  Data  Systems  & 
Software  Inc.  in  Mahwah,  N.J.,  saw  a 
steal.  Because  National  was  restructur- 
ing, it  was  willing  to  part  with  an  80% 
stake  in  the  plant  for  just  $20  million, 
mostly  assumption  of  debt.  Morgenstern 
coughed  up  a  $4  million  downpayment, 
then  sold  40%  of  his  stake  for  $8  million 
to  Israel  Corp.,  a  holding  company 


headed  by  billionaire  Shaul  Eisenberg. 

It  tiUTied  out  to  be  a  huge  bargain.  A 
worldwide  explosion  in  semiconductor 
markets  is  creating  an  insatiable  de 
mand  for  foundry-made  chips.  A  case 
in  point:  Taiwan  Semiconductors  reve 
nues  soared  49%  in  1995,  to  $1.2  bil 
lion,  and  its  profit  margins  were  55% — 
even  better  than  those  of  Intel  Corp 

Nissan-Cohen  and  Levin  ai"e  hai'dly  in 
that  league.  But  the  company  of  which 
they  are  co-cEOs,  Tower  Semiconductor 
Ltd.,  is  the  biggest  foimdiy  outside  East 
Asia.  It  has  posted  sales  gi-owth  of  60% 
a  year,  with  profits  more  than  doubling 
in  each  of  the  past  two  years.  Earnings 
topped  $20  million  in  1995,  on  sales  of 
$99.6  million.  Morgenstern's  $4  million 
gamble  is  now  worth  $80  milhon.  These 
are  heady  times  for  Nissan-Cohen  and 
Levin,  both  of  whom  have  doctorates 
in  physics  and  spent  sevei'al  years  in 
the  U.S. — Nissan-Cohen  at  General 
Electric  Co.'s  research  center  and  Levin 
at  AT&T  Bell  Laboratories.  Says  Nissan 
Cohen:  "Our  entry  couldn't  have  been 
timed  better." 

National  is  still  the  plant's  leading 
customer.  "All  of  the  products  we  were 
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Just  because 
your  portfolio  is 
diversified 
doesn't  mean 
it  has  to  be 
all  over  the  place  ♦ 


I"^ aving  a  diversified  portfolio  of  mutual 
funds  often  makes  a  lot  of  sense.  But  holding 
funds  at  multiple  fund  families  can  also  create 
a  problem.  So  many  statements  come  your 
way,  it  can  be  difficult  to  develop  an  overall 
perspective.  Fortunately,  Charles  Schwab 
offers  a  solution — Mutual  Fund  OneSource'! 
"     .  Become  a  customer,  and  with  one  phone  call 

you  can  buy,  sell  or  move  between  no-load  funds  from  45  different  fund  families. 
And  you'll  receive  a  single,  comprehensive  state- 
ment that  itemizes  the  value  of  your  portfolio. 
What's  more,  our  Mutual  Fund  Select  List  '  details 


historically  high-performing  funds  available 
through  Schwab. 


OneSource 


FROM    SC  HWAI 


OneSource. 
The  Second  Schwab  Revolution. 


CharlMchwab 


Historically  Hi^h-Performinif 
Mutual  Funds 

Cluirts  Kinesent  j^oivth  nf  a  hypotlicncal 
$10,000  irnv.stmt.';it  ever  a  multi-ycur  period 
erul/iig  9/.kV^5 .  Assimu's  reinvt'stment  nf 
capital  j^ium  (tnd  iitcnmi:. 

PiLsi  performance  n  ni>  guaranuc  nj  funae 
resiilt.s.  Returns  uill  vai-y  and  shares  may  be 
UHirth  mure  or  less  than  original  cost. 

INVESCO  Dynamics 


!OAV 
15,™ 
lO.OW 


m 

|iw;                i»)4  iw 

Value  o/ investment:  $30,583 
Arcrtit;L'  Linmial  returns  (as  oj  9liOI95): 
I  year  +29.97%   5  year  +25.05% 
JO)iear +;5.69% 

Strong  Opportunity 


Value  of  investment:  $24,/ 80 
Acerii.ije  annual  reitmi.s  fas  of  9/30/95): 
f  ^car  + 1 8,5  7%   5  year  +  /  9 , 3 1  % 
Since  inception  (12/31/85)  +i8.32% 

Founders  Special 


15,M0 
S.lWl 


L. 

- 

m 

m 

m 

Value  of  invcsnnent:  $28,702 
Average  annual  returro  (as  of  9130/95): 
1  year  +29.29%  5  year  +23.48% 
10  year +17.45% 


Data  proinded  by  Momingstitr,  /nc. 
as  of  9/30/95 .  These  and  over  350  fttnds  are  aiKiikSk 
throuj;/i  Sc/iiki^'s  Mtmial  Fund  OneSource. 


Sc^lect  List 


I  Selec 


Free  Subscription 

For  an  ohjective  ranking  of  tfie  historically 
high-performmg  funds  available  tlirough 
Schvvah,  call  for  two  free  issues. 

1-800-5-NO-LOAD 


I  1996  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE  (1/96).  Charles  Schwab  &  Co.,  Inc.  is  not  an  underwriter  lor  these  funds.  Funds  shown  above 
are  selected  Itom  Schwab's  Mutual  Fund  Select  List  (Third  Quarter  '95).  A  tree  prospectus  containing  more  complete  information,  including  management  fees  and  other 
expenses  for  any  fund,  is  available  thtough  Schwab.  Please  review  the  prospectus  catelully  hetore  investing.  Schwab  receives  remuneration  from  Mutual  Fund  OneSource 
companies.  Schwab's  standard  transaction  fee  will  be  charged  on  each  redemption  of  Mutual  Fund  OneSource  shares  bought  with  no  transaction  fee  and  held  for  90  days 
or  less.  Schwab  reserves  the  right  to  assess  Schwab's  standard  transaction  fees  in  the  future,  should  short-term  trading  become  excessive.  International 
investing  involves,  additional  risk  to  principal,  including  currency  fluctuations,  political  instability  and  foreign  regulation.  Certain  funds  may  have  waived  a  pottion  of 
their  advisor  fee  during  a  specified  period.  Without  the  tee  waivers,  the  returns  for  these  funds  would  have  been  lower. 


It  prints. 


It  copies. 


(It  does  not,  unfortunately,  monitor  taste.) 


Introducing  the  first  color  printer-copier  The  HP  Copy  Jet. 


Look  at  thi'  vivid  color.  Looi<  at  the  flawless 
reproduction.  Don't  look  at  the  hat.  Wliat's 
important  is  that  the  new  CoiiyJet  gives  you 
the  (juality  you'd  expect  from  an  HP  cohjr 
printer,  and  it  has  the  full  functionality  of 
a  color  copier.  Besides  the 
departmental  convenience, 


$2495' 


the  CopyJet  is  easy  to  operate  and  uses  plain 
paper  If  the  whole  department  needs  color 
pi  inting  and  copying,  there's  the  network- 
reatly  HP  Coi^yJet  M  ,  for  '3199.  That's  just 
a  fraction  of  the  money  you  won't  have  to 
spend  for  color  copies.  Wliich  will  make  you 
look  good,  no  matter  what  you're  wearing. 


•Estimated  U  S  retail 


■afv  tWith  Adobe  PoslScnpt  f?)  Adotje  PostScript  is  a  trademark  ol  Adobe  Systems  Incorpotaterl   RE  12584 


EWLETT 
PACKARD 


Jcience  &  Technology 


To  find  out  how 
the  HP  CopyJet 

can  pay  for 
itself  in  a  year, 
call  1-800-761-8999 
Ext.  113a 


pnidufing  there  are  still  being  produced 
there  today — but  in  greater  volume," 
says  George  M.  Scalise,  National's  exec- 
utive vice-president.  Other  customers 
include  Motorola,  Hevi'lett-Packard,  and 
Chip  Express,  an  Israeli  startup  that 
has  developed  a  system  for  producing 
ships  in  as  little  as  one  day  in  volumes 
IS  small  as  one  chip  (box). 
DUTY-FREE  ADVANTAGE.  Each  of  Tow- 
er's customei's  prescribes  slightly  dif- 
ferent chipmaking  processes  that  are 
tuned  to  its  chip  designs.  Tower  engi- 
neers work  with  the  customers  to  make 
5ure  process  matches  product.  Nissan- 
3ohen  argues  that  attention  to  such  de- 
rails distinguishes  Tower  from  its  larger 
competitors.  But  some  analysts  say 
Tower  is  simply  benefiting  from  the 
jverall  growth  of  the  sector  "They're 
lot  doing  something  special,"  says  John 
3hen,  an  analyst  at  VLSi  Research  Inc. 
n  San  Jose,  Calif.  "This  is  just  a  good 
;ime  to  be  in  the  foundry  business." 

To  prepai'e  for  more  gi'owth.  Tower  is 
idding  a  third  floor  to  its  building,  nes- 
tled in  the  Galilee  hills  near  Nazareth, 
md  converting  gi'ound-floor  offices  to 


manufacturing.  The  $240  million  project 
will  triple  capacity  from  three  years 
ago.  Later,  Tower  wants  to  build  a  $900 
million  chip  plant,  or  fab,  that  would 
ti'iple  production  again. 

Levin  and  Nissan-Cohen  can't  hope  to 
match  the  expansion  plans  of  their  East 
Asian  competitors.  Taiwan  Semiconductor 
began  building  a  pair  of  billion-dollar 
fabs,  its  fourth  and  fifth,  even  before  fab 
No.  3  started  pi'oduction  last  fall.  Similar 
expansions  are  under  way  at  Singapore's 
Chaitered  Semiconductoi-  Manufactimng 
and  Taiwan's  United  Microelectronics. 
Instead,  the  co-CEOs  ai-e  focusing  on  lock- 
ing in  key  customers.  Says  Levin:  "We 
stress  strategic  alliances  that  force  us 
to  adjust  to  the  customers'  needs" — so 
customers  won't  see  much  gain  from 
shifting  to  a  rival  to  get  a  lower  price. 

Being  in  Israel  gives  tliis  toddler  of  a 
foundry  an  edge  on  its  giant  Asian  com- 
petitors: Tower  can  export  chips  duty- 
free to  the  U.S.  and  Europe — and  it 
has  barely  begun  to  tap  demand  in  Eu- 
rope. The  onetime  white  elephant  is 
shaping  up  as  one  profitable  pachydemi. 
By  Neal  Sandler  in  Jenisalem 


A  SHORT-ORDER  CHIP  CHEF 


For  defense  contractors  and  other 
companies  that  buy  chips  in 
small  volumes — or  for  product- 
development  teams  on  a  deadhne — 
Chip  Express  Corp.  can  be  a  lifesav- 
er.  'The  Santa  Clara  (Calif.)  company 
can  produce  chips  one  at  a  time,  al- 
though it  prefers  to  make  at  least  10 
copies.  "We're  bringing  a  machine- 
shop  approach  to  making  chips,"  says 
President  Zvi  Or-Bach. 

The  cost?  About  $8,000  for  the 
first  two  chips,  with  discounts  for 
longer  runs.  But  for  a  cash-strapped 
startup,  Or-Bach  will  do  the  fii'st 
chip  free. 

Chip  Express  is  also  fast.  For  Na- 
tional Semiconductor  Corp.,  it  once 
came  through  with  a  handful  of  chips 
in  two  days,  vs.  four  weeks  for  Na- 
tional's own  chipmaking  operation. 
CROSSBAR  NETWORK.  The  secret  is  a 
miniature  chip  plant  not  much  bigger 
than  a  desk — and  special  silicon  wa- 
fers with  vdndows,  fi'om  Tower  Semi- 
conductor Ltd.  The  wafers  have  met- 
al circuit  lines  running  one  way  on 
the  surface,  while  tiny  windows  peei' 
down  on  moi'e  lines  underneath,  at 
right  angles.  So  each  chip-to-be  is  a 
massive  crossbar  network.  To  turn 


OR-BACH:  At  the  Cliip  Express  lab 

this  giid  into  a  circuit,  a  special  laser 
selectively  burns  through  metal  lines 
on  both  layers — often  making  several 
million  cuts,  at  20,000  per  second. 

Privately  owned  Chip  Express 
says  1995  sales  were  $18  milUon,  al- 
most double  the  year  before.  Its  pop- 
ularity is  understandable.  "Being 
first  to  market  can  spell  the  differ- 
ence between  healthy  margins  and 
mediocre  profits,"  says  Or-Bach.  That 
could  make  $8,000  for  the  fii-st  two 
chips  look  like  a  steal. 

By  Otis  Po)i  in  New  York 


Call  now  or  contact  us  at 
http://www.hjxconi/info/1133 
and  we  will  send  yon  print 
samples  demonstrating  the 
incredible  color  reproduction 
of  the  HP  CopyJet.  We  will 
also  be  glad  to  include  a 
detailed  product  brief 
explaining  our  inkjet  tech- 
nology with  precision  digital 
color  imaging.  Find  out 
about  the  HP  CopyJet  and 
start  saving  money  on  color 
printing  and  copying  today. 
A  year  from  now  you'll  be 
happy  you  did. 


riot  HEWLETT 
mL'iiM  PACKARD 
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Otis        Carrier        Pratt      &      Whitney  Sikorsk 


3reaking| 
to  com  pi 


m\ 
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jet  engines 
^    air  conditioning  systenns 
^  helicopters 
O    autonnotive  systenns 
■  elevators 

A     aerospace  control  systems 


The  global  economy.  An  arena  where  companies  the  world 
over  compete  for  the  same  customers.  And  technology  advances 
at  warp  speed. 

How  do  you  stay  ahead  of  the  wave?  Make  sure  you're  first 
to  market.  As  Pratt  &  Whitney  was  with  its  jet  engines  for  the 
Boeing  777,  the  first  ever  certified  at  service  entry  for  three-hour 
over-water  operation. 

These  days,  unless  you're  first  with  product  breakthroughs, 
you  might  as  well  be  last. 


(Note:  pick  six) 


amilton  Standard 


UT  Automotive 


United 
%F  Technologies 


Lee  Trevino 


as  78  of  the  best  golfers  on  the  Senior  PGA  TOUR 
compete  for  the  inaugural  title  of  the  American  Express 
Invitational.  Watch  the  comprehensive  coverage  on  ESPN  and 
see  all  the  stars  of  the  Senior  PGA  TOUR,  including  Lee  Trevino, 
Dave  Stockton,  Raymond  Floyd  and  Player  of  the  Year  Jim  Colbert. 
Don't  miss  the  action! 


Tune  in  to  ESir"!  I 

Friday,  February  23:  3-5pm 
Saturday,  February  24:  6-7:30pm 
Sunday,  February  25:  6-7:30pm 


For  more  information  call 

Proceeds  from  the  American  Express  Invitational  Benefitting 

will  benefit  the  Sarasota  Family  YMCA.  "1^, 

A  Cadillac  Senior  PGA  TOUR  Series  Event.  ' 


SARASOTA 
FAMILY 

YMCA.  mc. 


TlIK 
XFROX 


A  Delta  Air  Linet 

Yi.n'll  love  the  way  we  fly' 


Oarttln.  Toshiba 

(loratadine)  f  J  ]pyi^- 
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evelopments  to  Watch 


WHAT'S  NEW  AT  THE  SCIENCE  BAZAAR 

Highlights  from  the  most  eclectic  research  meeting  of  the  year 


THE  ANNUAL  MEETING  OF  THE  AMERICAN  A.S'.SOC/ATION  FOR 

the  Advmicermnt  of  Science  in  Baltimore  last  week  brought  to- 
gether leaders  from  all  walks  of  research.  Discussions  ranged 
from  th£  behavior  of  atoms  to  exotic  applications  for  "artificial 
life."  John  Carey,  Otis  Port,  and  Paul  Raebtirn  repoH: 


A  WAVE-TOP  TOOL  TO 
TRACK  HURRICANES 

THE  FORECASTING  OF  TROPICAL 

storms  is  still  an  inexact  sci- 
ence, in  part  because  meteor- 
ologists don't  usually  have  the 
luxuiy  of  cruising  the  seas  to 
take  measurements.  One  key 
paimneter,  foi-  example,  is  how 
much  heat  is  ti-ansfeired  from 
the  ocean  to  the  atmosphere. 
■'These  storms  ai'e  driven  by 
the  heat  flux  from  the  oceans," 
explains  John  R.  Anderson  of 
the  University  of  Wisconsin. 


So  Anderson  devised  a  nif- 
\'  gadget  to  supply  the  ciu- 
infonnation.  It  is  shaped  a 
)it  like  an  oversize  Ping-Pong 
)a(ldle  made  of  two  layers  of 
I  lough  fiberglass  mesh.  In- 
■  iide  is  a  heat-flux  sensing 
3hip.  Floating  horizontally  on 
:he  water  with  the  aid  of 
'oam  casing,  the  "paddle" 
Irifts  with  the  current  and 
sends  back  data  even  in  the 
"oughest  weather. 

One  of  Anderson's  first 
)cean  experiments  showed 
low  valuable  that  data  can 
De.  During  tropical  storm  Al- 
ison, the  measured  heat 
Tansfer  was  only  one-tenth 
ivhat  meteorologists  had  ex- 
pected, and  the  storm  failed 
.0  follow  its  predicted  coiu'se 
)f  development.  Anderson  is 


now  fortifying  the  devices  to 
protect  them  from  ospreys 
and  other  birds,  which 
clawed  the  foam  and  fiber- 
glass mesh.  When  he  puts  a 
fleet  of  them  in  the  Gulf 
Stream  this  year,  the  result 
may  be  significantly  im- 
proved forecasts  of  hurri- 
canes and  tropical  storms. 

THE  HEART-STOPPING 
VIRUSES  OF  YOUTH 

MINOR  CHILDHOOD  INFECTIONS 

could  be  leaving  behind  a 
deadly  legacy:  New  research 
suggests  they  may  shaiply  in- 
crease the  lisk  of  a  heart  at- 
tack decades  later.  If  the  find- 
ings are  confimied,  antiviral 
ch'ugs  could  become  a  power- 
ful new  weapon  against  heart 
chsease,  saving  fives  and  low- 
ering the  $66  billion  annual 
cost  of  treating  such  ailments. 

Stephen  E.  Epstein  of  the 
National  Institutes  of  Health 
studied  a  common  organism 
called  cytomegalovirus,  or 
CMV,  which  infects  80%  of 
Americans  by  the  time 
they  reach  adulthood  and 
then  persists  in  latent 
form.  He  found  that  in 
some  people  the  virus 
becomes  reactivated  in  ai*- 
tery  walls,  where  it  appears 
to  spark  abnonnal  cell  gi'owth 
that  may  block  blood  flow. 

Epstein  examinetl  patients 
whose  clogged  arteries  were 
opened  by  the  insertion  and 
inflation  of  a  tiny  balloon. 
Those  with  evidence  of  reacti- 
vated CMV  were  three  times 
as  likely  as  others  to  experi- 
ence reclogging  of  the  artei'- 
ies  within  six  months.  "The 
data  are  compelling  but  not 


conclusive,"  admits  Ep.stein. 
"The  concept  needs  a  year  or 
two  of  testing  before  we 
move  to  the  clinic."  By  then, 
he  says,  we  may  also  under- 
stand why  CMV  becomes  reac- 
tivated in  some  patients  but 
not  in  others. 


SOFTWARE  FOR 
THE  PAST'S  PUZZLES 

ONE  OF  THE  GREAT  MYSTERIES 

of  archeology  is  why  the  Ana- 
sazi  cultm-e  in  the  Foiu-  Cor- 
ners region  of  the  southwest- 
em  U.S.  collapsed  abniptly  in 
the  12th  centmy,  despite  a  fai- 
flung  network  of  roads  that 
supported  thriving  commerce. 
To  test  the  various  theories, 
such  as  prolonged  ch'ought  or 
oveipopulation,  researchers  at 
New  Mexico's  Santa  Fe  Insti- 
tute are  using  so-called  artifi- 
cial-life simulation.  The  soft- 
ware, called  Swarm,  evolves 
its  own  models  of  the  com- 
plexities of  real  life. 

The  researchers  started 
with  3-D  satellite  maps  of  the 
region,  then  added  software 
"agents"  that  model  such  vai- 
iables  as  weather  and  agri- 


cultural yields.  From  this 
swarm  of  fairly  simple 
agents,  complex  behavior 
emerges.  Initial  results  are 
still  being  evaluated,  but 
Christopher  G.  Langton,  the 
institute's  artificial-life  direc- 
tor, says  that  Swann  can  pro- 
vide a  generic  modeling  tool 
to  study  ecological  systems, 
economic  theories,  and  other 
complex  systems. 


INNOVATIONS 

■  A  team  of  scientists 
led  by  Flossie  Wong- 
Staal  of  the  University  of 
California  at  San  Diego 

is  trying  to  arm  immune- 
system  cells  against  the 
virus  that  causes  aids. 
The  team  extracts  the 
immune  cells  from  pa- 
tients. It  then  inserts 
into  the  cells  a  gene  for  a 
substance  that  chews  up 
incoming  viral  genetic 
material.  In  a  test  tube, 
the  cells  resist  Hiv  infec- 
tion. The  next  challenge 
will  be  to  deliver  the 
gene  widely  to  immune 
cells  in  the  body.  And  the 
ideal  vehicle  may  be  a 
weakened  form  of  hiv, 
says  Wong-Staal.  It  at- 
tacks "the  very  cells  you 
want  to  target." 

■  New  data  show  that 
human  fertihty  has  de- 
clined in  every  part  of 
the  woi'ld  dui'ing  the  past 
five  years,  according  to 
Wolfgang  Lutz  of  the 
International  Institute  for 
Applied  Systems  Analysis 
in  Austria.  Thanks  to  so- 
cial development  and  the 
education  of  women, 
there  is  "a  65%  chance 
that  the  world  population 
will  never  double  again," 
he  says.  He  predicts  that 
global  population  may 
peak  at  about  10  billion 
in  2050. 

■  Tuberculosis,  now  the 
leading  killei-  of  the 
world's  adults,  will  claim 
30  million  lives  in  the 
next  decade,  says  Rita  R. 
Colwell,  a  biologist  and 
president  of  the  Ameri- 
can Association  for  the 
Advancement  of  Science. 
TB  is  just  one  scourge  the 
world  is  facing,  though — 
and  Americans  aren't  im- 
mune. Malaria,  already 
ravaging  Asia,  could  soon 
begin  to  spread  across 
the  U.S.,  she  fears. 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwfeb@businessweek.com 
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HERE  COMES 


And  it  could  be  the  simple 
solution  to  companywide 
information-on-demand 

In  the  brief  annals  of  doing  business  on  the  Internet.  Fed- 
eral Express  Coi-p/s  customer  Web  site  has  become  a 
legendaiy  success  stoiy.  The  package-deliveiy  giant,  which 
moves  2.4  million  pieces  eveiy  day.  put  up  a  sen-er  in  No- 
vember, 1994.  on  the  World  Wide  Web  that  gave  customere  a 
direct  \nndo\v  into  FedEx'  package-tracking  database.  By 
letting  12,000  customers  per  day  click  their  way  through 
Web  pages  to  pinpoint  their  parcels — instead  of  asking  a  hu- 
man operator  to  do  it  for  them — FedEx  was  soon  saving 
up  to  82  million  a  year  by  some  estimates. 

"We  saw  the  success  of  the  package-tracking  site  and  said, 
W  ow.  I  wonder  what  we  could  do  on  the  inside?' "  says  Susan 
Goeldner,  manager  of  Internet  Technology  for  Federal 
Express.  The  answer:  a  lot.  Today  there  ai-e  60 
Web  sites  nmning  inside  the  company,  most 
created  for  and  by  employees.  Next,  as  pait  of 
a  compan\n\ide  Web  push.  FedEx  is  equip- 
ping its  30,000  office  employees  around  the 
world  with  Web  browsers  so  they  will  have 
access  to  a  slew  of  new  sites  being  set  up  in- 
side the  company's  Memphis  headquarters. 
'TIRE  WAUS."  FedEx  is  not  alone.  After  getting 
their  feet  wet  with  pubhc  Web  sites  that  pro- 
mote company  products  and  senices,  corpora- 
tions are  seizing  the  Web  as  a  swift  way  to 
streamline — even  transform — their  organiza- 
tions. These  private  Nets,  or  "inti-anets,"  use  the 
infrastructure  and  standards  of  the  Internet 
and  the  World  Wide  Web  but  ai"e  cordoned  off 
fi'om  the  public  Internet  through 
softwai'e  progi'ams  knowTi  as  "fii'e 
walls":  Employees  can  ventiu'e  out 
onto  the  >set,  but  unauthorized 
users  can't  come  in. 

The  Web,  it  turns  out,  is  an 
inexpensive  yet  poweiful  alter- 
native to  other  fornis  of  internal 
communications,  including  con- 
ventional computer  setups.  One  j 
of  an  intranet's  most  obvious 
vutues  is  its  ability  to  slash  the  need  for 
paper.  Because  Web  browsers  nm  on  any  tj'pe  of 
computer,  the  same  electronic  infonnation  can  be 
viewed  by  any  employee.  That  means  all  sorts 
of  documents — internal  phone  books,  procedure 
manuals,  trainij.g  materials,  reqmsition  forms — 
can  be  converted  to  electronic  form  on  the  Web 
and  constantly  updated  for  almost  nothing. 


WHArS  NEEDED?  Most  companies . 

already  have  the  foundation  for 
an  intranet — a  network  that  uses 
the  Internet's  TCP/IP  protocol. 
Computers  using  Web-server 
software  store  and  manage 
documents  built  on  the 
Web's  HTML  format.  With  a 
Web  browser  on  your  PC, 
you  can  call  up  any  Web 
document — no  matter  what 
kind  of  computer  it's  on. 


■  Fire  wall  pro- 
grams that  run 
on  server  com- 
puters seal  off 
the  corporate 
intranet  from 
the  vast 
public  Internet, 
keeping  intrud- 
ers out. 


■  An  engineer  inter- 
ested in  relocating  to 
San  Francisco  can 
search  a  company's 
internal  job  listings  by 
location  and  skill  ^ 
required. 
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IE  INTRANET 


Special  Report 


0  prepare  for  a  meeting, 
txecutive  taps  into  the 
nee  department  home  page, 
'e,  she  clicks  on  the  highlighted  word 
ecasts,"  a  hyperlink  to  another  Web  page 
predictions  for  Japanese  building 
:s  over  the  next  12  months. 


Employees  order  supplies 
1  an  electronic  catalog 
ntained  by  the 
~hasing  department, 
rovals,  invoices,  and 
'ge-backs  are  all 
died  electronically. 


i 


But  intranets  can  do  something  far  more  important.  By 
presenting  information  in  the  same  way  to  every  computer, 
they  can  do  what  computer  and  software  makers  have  fre- 
quently prom- 
ised but  nev- 
er actually 
dehvered:  pull 
all  the  com- 
puters, software,  and  databases  that  dot  the  coi-jDorate  land- 
scape into  a  single  system  that  enables  employees  find  in- 
formation wherever  it  resides. 

Universal  reach,  of  course,  is  what  made 
the  Internet  grow  so  rapidly 
in  the  first  place.  But  Net  en- 
thusiasts tended  to  focus  on 
how  to  Hnk  far-flung  people  and 
businesses.  "Wlien  the  Internet 
caught  on,  people  weren't  looking 
at  it  as  a  way  to  nan  their  busi- 
nesses," says  Tom  Richardson, 
marketing  manager  of  Digital 
Equipment  Corp.'s  Internet  Busi- 
ness Group.  "But  that  is  in  fact 
what's  happening." 
And  it's  happening  with  amazing  speed. 
Just  as  the  simple  act  of  putting  millions  of 
computers  around  the  world  on  speaking 
terms  fomented  the  Internet  revolution, 
connecting  all  the  islands  of  infonnation  in 
a  corporation  via  an  intranet  is  sparking 
unprecedented  collaboration.  "The  in- 
tranet has  broken  down  the  walls  within  cor- 
porations," says  Steven  P.  Jobs,  ceo  of  NexT 
Computer  Inc. 

From  AT&T  to  Levi  Strauss  to  3M,  hundreds 
of  companies  are  putting  together  intranets.  At 
Compaq  Computer  Corp.,  employees  tap  into 
a  Web  server  to  reallocate  investments  in  their 
401(k)  plans.  At  Ford  Motor  Co.,  an  intranet 
hnking  design  centers  in  Asia,  Europe,  and  the 
U.  S.  helped  engineers  craft  the  1996  Taurus. 
Scientists  working  in  fields  such  as  genetics  and 
biotechnology  ci'edit  intranets  with  allowing 
them  to  shar'e  infonnation  with  col- 
leagues  and  quickly  sift  through 
volumes  of  data  that  might  have  tak- 
en days  to  find  in  the  past. 
Across  the  business  world,  em- 
ployees fi-om  engineers  to  office  work- 
ers are  creating  theii'  own  home  pages 
and  sharing  details  of  their  projects 
with  the  rest  of  the  company.  At  Na- 
tional Semiconductor  Corp.,  for  instance, 
an  engineer  rigged  a  home  page  that  lets 
his  department  schedule  meetings  online.  "It's 
like  a  thousand  flowers  blooming,"  says  Frank 
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Dietiich,  coi-poi-ate  Web  systems  managei-  at  Silicon  Graphics 
Inc.,  whose  7,200  employees  have  access  to  144,000  Web 
pages  stored  on  800  internal  Web  sites. 

All  this  has  not  been  lost  on  the  software  industry,  which 
has  been  reinventing  itself  ever  since  the  Internet  and  the 
World  Wide  Web  hit.  At  fb'st,  software  makers  focused  on 
Web  browsers  and  other  programs  aimed  at  making  the 
Web  a  consumer  medium.  But  lately,  with  Net  commerce 

getting  off  to  a  slow 
start,  software  makers 
are  chasing  a  more 
immediate  opportuni- 
ty in  helping  corporate  customers  build  intranets. 

Market  researcher  Zona  Research  Inc.  in  Redwood  City, 
Calif.,  predicts  that  sales  of  software  to  run  intranet  servers 
will  shoot  to  more  than  $4  billion  in  1997,  from  .$476  million 
last  year.  In  1998,  Zona  says  the  figiu'e  will  hit  $8  bilHon,  foui* 
times  the  size  of  the  Internet  server  business.  And  that 
doesn't  include  all  the  applications  packages,  progTamming 
tools,  and  other  pieces  that  go  into  intranets.  No  wonder 
Netscape,  Sim  Microsystems,  Microsoft,  IBM,  Oi-acle,  Computer 
Associates,  and  nearly  everybody  in  the  software  business  is 
rushing  out  intranet  products.  "In- 
tranets are  huge,"  says  Sun  ceo  Scott 
G.  McNealy 

WAKE-UP  CALL.  They're  tapping  a 
ready  market.  Not  only  do  corpora- 
tions ah'eady  have  the  networking  in- 
frastructure— and  the  monev  to  actu- 


lon  sy 
nest 


The  Web  Warriors 


NETSCAPE  The  red-hot  startup  has  a 
big  lead  m  browsers,  and  its  server  pro 
grams  are  catching  on.  Can  it  stay 
ahead? 


past  recjuii-ed  gobs  of  complex  code  and  specialized  progi'amsP  ^^^"^ 
The  tii'st  company  to  find  this  out  was  Lotus  Developmenp)*' 
Corp.,  which  has  had  to  defend  its  Notes  progi-am — a  pow 
erful  system  for  helping  workers  collaborate  across  net 
works — in  the  face  of  cheaper  Web  alternatives. 

Notes  may  be  just  the  first  product  to  feel  the  squeeze 
Companies  such  as  sap,  the  $1.9  billion  Gennan  software  mak 
er,  have  risen  to  the  top  ranks  of  the  industiy  with  complicatec  li* 
programs  to  paper  over  the  differences  among  computer  sys 
tems.  Now,  at  least  in  theory,  the  Web  can  do  much  the  same 
job — faster  and  for  a  lot  less.  "The  question  is,  should  w(  p 
wait  [for  sap]  or  do  something  with  the  Web?"  says  Todc  iJ^tu 
Carlson,  chief  infonnation  officer  at  Electronic  Data  System; 
Coip.,  which  has  begun  a  two-year,  multimillion-dollar  deploy^ 
ment  of  enterprise  software  ft'om  SAP  in  Europe  but  is  con  ^Gre? 
sidering  using  the  Web  to  get  at  some  of  the  same  data. 

It's  not  just  the  cost  of  buying  Notes  or  sap's  R/3  and  pay 
ing  progi-ainmers  to  customize  and  maintain  it.  Tlie  othei-  fac 
tor  tipping  the  scales  toward  the  inti-anet  approach  is  the  cosi 
of  training.  Not  only  has  the  Web's  html  (hyjaertext  markup 
language)  standard  emerged  as  a  universal  electronic  com 
munications  medium  but  it  also  serves  as  a  standard  user  in 
terface.  By  now,  millions  of  pc  users  have  become  familial 
with  the  drill:  Click  on  a  blue,  high 
lighted  word  or  a  graphical  buttor 
and  jump  to  another  Web  page.  Tc 
retrace  your  steps,  simply  chck  on  ar 
arrow  at  the  top  of  the  screen.  Al 
Web  pages,  no  matter  what  their  ap- 
pearance, work  this  way.  It  requires 


ally  pay  for  software — but  they  also   little  if  any  training — and  makes  find 


crave  technology  that  finally  gets  in- 
formation out  of  the  arcane  world  of 
databases  into  a  format  anyone  can 
use  (page  82).  A  survey  by  Forrestei' 
Research  Inc.  of  50  major  corpora- 
tions found  that  16%  have  an  intranet 
in  jjlace  and  .50^?^'  either  plan  to  oi'  are 
considering  building  one.  "People  woke 
up  one  monung  and  realized  they  had 
all  the  pieces  in  place,"  says  Paul  D. 
Callahan,  director  of  the  researcher's 
network  strategies  seivice. 

The  intranet  pi'ovides  an  oppoi'tu- 
nity  for  software  makers  to  revital- 
ize theii-  businesses  and  another 


MICROSOFT  The  software  giant  is  build- 
ing Net  capabilities  into  all  of  its  soft- 
ware programs:  Windows  NT,  for  exam- 
ple, Will  include  Web  "server"  software 
bundled  for  free.  That  could  appeal  to 
customers — and  put  pressure  on  rivals. 

IBM  The  company's  Lotus  subsidiary  is 
remaking  its  Notes  groupware  program 
into  a  Web-friendly  program  that  will  be 
the  centerpiece  of  IBM's  Net  push. 

SUN  The  company  is  selling  lots  of  Web 
server  computers.  Now  its  Java  language 
promises  to  usher  in  a  new  generation  of 
dynamic  Web  applications. 


mg  electronic  information  simple 
enough  for  eveiyone  in  a  company. 

Another  plus  for  intranets  is  the 
relatively  low  cost  of  ownership.  Be- 
cause the  same  basic  programming 
can  be  used  on  lots  of  different  kinds 
of  hardware,  corporations  will  need 
fewer  programmers  to  write  and 
maintain  software. 

Intranets,  however,  aren't  the  mag- 
ic bullet  for  every  software  ill.  Noth 
ing  on  the  Web  can  replace  the  com- 
plex business  programs  that  have 
been  refined  over  many  years — yet 
And  companies  may  still  opt  for  the 


chance  for  curipanies  that  were  left     "r'^L'^'^'i'^^^'A^!^^^':^'^': r'L'^L   unimpeachable  security  of  convention- 


behind  by  previous  techno-trends  to 
get  ahead.  But  it  also  poses  a  big 
threat  to  dozens  of  companies  and 
products.  Suddenly,  the  Web  provides 
a  simple  way  to  do  things  that  in  the 


NOVELL  Its  Netware  program  still  runs 
most  local-area  networks,  but  the  net- 
working king  could  blow  an  opportunity 
to  lead  on  the  Web. 


al  programs 

But  software  makers  have  seen  the 
handwriting.  As  Lotus  is  doing,  com 
panies  such  as  SAP  are  adapting  their 
products  for  the  Web — before  Web 
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pstarts  begin  to  encroach.  "It  will  become  increasingly  im- 
ortant  for  sap  and  others  to  'webize'  their  softwai'e,"  says  J. 
Jell  Weintraut,  an  analyst  with  Hambrecht  &  Quist.  "In 
ve  years,  the  term  Web  softwai'e  will  be  redundant." 

For  now,  most  intranet  Web  sites  ai'e  used  for  basic  infor- 
lation  sharing:  publishing  job  listings,  benefits  information, 
nd  phone  directories,  for  example.  Some  of  these  simple  in- 
mnation-sharing  setups  ah'eady  provide  strategic  advantage, 
tiough.  Cap  Gemini's  Knowledge  Galaxy  is  a  giant  repository 
f  technical  information  that  helps  the  consulting  fu-m  re- 
pond  more  quickly  to  customers,  for  example  (page  83). 

More  sophisticated  intranets  are  coming.  They  will  let  em- 
loyees  fill  out  electronic  fonns,  queiy  corporate  databases,  or 
old  viitual  conferences  over  private  Webs.  Coiporate  infor- 
lation  systems  managers  are  "just  now  seeing  [the  Web]  as 
he  next  step  in  application  development  and  distribution," 
ays  Greg  Shei^wood,  National  Semiconductor's  Web  coordina- 
ar  and  chaiiTnan  of  the  chipmaker's  World  Wide  Web  council. 


CALLING  UP  THE  BENNIES: 

At  a  Compaq  factory  in 
Houston,  workers  check  on 
their  benefits,  savings,  and 
iOl(k)  plans  at  a  kiosk 
hooked  into  the  intranet 

For  a  taste  of  the  future, 
check  out  Silicon  Graphics. 
The  maker  of  high-end 
graphics  workstations  be- 
gan using  the  Web  inter- 
nally almost  as  soon  as 
Mosaic,  the  original  Web  browser,  was  born. 
The  company  started  out  with  the  basics — publishing  infor- 
mation electronically  and  making  it  available  to  employees  at 
the  company's  Mountain  View  (Calif.)  headquarters  and 
around  the  world.  Today,  says  Dietrich,  "thei'e's  barely  a 
piece  of  information  that's  not  online." 

But  Silicon  Graphics  didn't  stop  there.  Using  its  intranet, 
dubbed  Silicon  Junction,  the  company  today  accomplishes  such 
feats  as  making  accessible  more  than  two  dozen  corporate 
databases  that  employees  can  traverse  by  clicking  on  bright- 
blue  h,\q)ei'linlvs.  Pi-eviously,  to  get  the  same  infonnation,  an  em- 
ployee had  to  subinit  a  request  to  a  staff  of  specially  trained  ex- 
perts who  then  would  extract  the  requested  data  from  the 
company's  databases — a  process  that  could  take  several  days. 

SGI  also  regularly  sends  video  and  audio  feeds  to  employees 
around  the  world  on  the  Net.  When  President  Clinton  visit- 
ed SGl's  headquarters  in  Febniaiy,  1993,  employees  aimmd  the 
woi'ld  tuned  in  via  the  intranet.  "We're  using  the  Web  to  ex- 
pand the  horizons  of  all  of  our  employees,"  says  Dietrich. 
Most  people  don't  work  at  a  place  where  they  put  an 


DREAMWORKS 


It's  a  Wrap-With  the  Intranet 


The  high-profile  triumvirate  of 
Steven  Spielberg,  Jeffrey 
Katzenberg,  and  David  Gef- 
fen  announced  in  October,  1994, 
plans  to  create  a  new  entertain- 
ment powerhouse:  DreamWorks 
SKG.  Their  aim:  to  create  the  digi- 
tal entertainment  studio  of  the 
21st  century.  Their  first  project: 
an  animated  feature  film.  Prince 
of  Egypt,  slated  for  the  1998  holi- 
day season. 

Putting  together  a  system  to 
make  that  happen  is  the  job  of  an- 
other, less  well-known  trio.  They 
are  Dylan  Kohler,  Rob  Hummel, 
and  Bill  Villarreal,  technology  co- 
heads  for  DreamWorks'  animation 
division.  Known  as  the  "three  ami- 
gos,"  they  set  to  work  last  spring 
on  an  equally  state-of-the-art  pro-  ^ 
duction-management  system  to  coor- 
dinate the  project's  many  facets.  "We 
had  an  entire  system  to  build — plus 
trying  to  do  a  movie,"  recalls  Kohler 

In  one  sense,  they  were  lucky: 
They  didn't  have  any  "legacy"  com- 
puters to  deal  with.  Still,  they  had  to 


"THREE  AMIGOS":  Kohler.  Hummel,  and 
Villarreal  co-head  the  animation  division 


make  sure  the  production  system 
could  woi'k  with  an  eclectic  assort- 
ment of  whiz-bang  workstations  and 
animation  progi'ams.  And  the  amigos 
had  no  time  to  lose. 

If  they  used  a  conventional  client- 
server  setup,  they  realized,  they 


would  have  to  spend  time  and 
money  WT:iting  programs  for  many 
machines.  With  an  internal  Web 
and  Netscape  Communications 
Corp.  browsers  on  each  desktop, 
they  avoid  "the  dirty  work  of  clo- 
ing  a  lot  of  client  apphcations," 
says  Kohler. 

The  system,  which  is  called 
Nile,  will  be  available  in  March  to 
100  production  managers  and 
artists.  It  will  be  used  to  check  on 
the  daily  status  of  pi-ojeets,  track 
animation  objects,  and  cooixlinate 
scenes.  NeXT  Comj)uter  Inc.'s 
WebObjects  will  handle  the 
queries  and  fetch  information. 

Eventually,  Kohler  says,  the 
intranet  will  be  used  throughout 
the  company  in  the  production  of 
~  live-action  films,  music,  tv  shows, 
and  new  media  being  developed  at 
DreamWorks  Interactive.  Best  of  all, 
the  entei'tainment  studio  can  gi'ow 
with  it.  The  Web,  says  Kohler,  "is  an 
evolving  architectui'e.  And  that's  what 
DreamWorks  is  all  about." 

By  Amy  Cortese  in  New  York 
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IMAGINE 


I  building  a 
Web  site  that  really 
means  business. 

Every  day,  more  businesses  are  creating  their  own  Web  sites.  To  set] 
your  business  apart,  you  need  a  site  that  communicates  effectively. 
At  the  same  time,  it  should  be  cost  effective  to  create  and  maintain.! 

Today,  no  other  company  has  more  solutions  to  help  you  creat 
a  compelling  Web  site  and  maintain  it  than  Adobe  Systems.  Recently,| 
just  creating  a  site  was  an  expensive,  complex,  highly  specialize 
and  almost  thankless  task.  Now,  Adobe  tools  streamline  and  simplif 
this  task,  making  it  easy  to  create  a  look  and  feel  that  sets  you  apart. 
We've  also  made  the  updating  and  maintenance  of  your  site  an  almost 
seamless  process. 

Best  of  all,  your  visual  identity,  colors,  logos,  type  and  more  can  be 
easily  preserved  across  the  Web  thanks  to  Adobes  Web  publishing  and 
printing  solutions.  So  why  put  up  a  Web  site  that  gets  lost  in  the  crowd? 
To  build  one  that  means  business,  call:  1-800-521-1976,  Ext.  B4376  or 
visit  our  Web  site  at  http://www.adobe.com/?BW. 

Adobe,  tlu-  Avii'b'-  logo  am!  nilu-r  mdicdlcd  Adnhe  trademarks  are  the  property  uf  Adobe  Systems  Incorporated.  All  other  trademarks  are  the  property  of  their  respective  companies. 
■0  I'^m,  Adv.he  Systems  Iiuorpur jtcd.  Ail  rights  reserved 


CREATION 


Adobe'  Photoshop" 


Adobe  Illustrator 


Adobe  Premiere' 


Adobe  After  Effects  " 


Adobe  PhotoDeluxe 


Adobe  Type  Library 


Adobe  Acrobat  Capture 


MANAGEMENT 
Adobe  SiteMiir 
PRINTING 
Adobe  PostScript 
Adobe  PrintGear" 


[hen  information  consultant  John 
Swartzendruber  saw  the  simple 
way  the  World  Wide  Web  conveys 
information,  he  had  a  vision  of  how  that 
could  change  things  for  his  employer, 
pharmaceutical  giant  Eli  Lilly  &  Co.  "I 
was  struck  with  all  the  kinds  of  data 
you  could  get  at  with  just  one  inter- 
face," he  says.  Swartzendruber  sold 
management  on  his  vision  and  last  year 
hooked  up  3,000  desktops  in  two  dozen 
countries.  By  the  end  of  1996,  Lilly's 


$5,000-plus  workstation  on  every 
desk.  But  the  same  capabilities 
that  Silicon  Graphics  employees 
enjoy  now  are  coming  to  ordi- 
nary desktop  PCS. 

The  challenge — and  opportuni- 
ty— for  the  software  industry  is 
to  come  up  with  programs  and 
Web-development  tools  to  make 
such  sophisticated  intranet  appH- 
cations  possible  at  all  sorts  of 
companies.  The  fu-st  requii-ement: 
"tools"  that  make  it  possible  for 
anyone  to  create  Web  content. 
The  HTML  format,  the  lingua 
franca  of  the  Web,  can  be  clunky. 
So  software  makers  are  flooding 
the  market  with  programming 
packages  that  mask  the  comple.x- 
ities  of  HTML.  The  market  for 
Web-authoring  tools  was  just  $2 
million  last  year-.  It  will  hit  .$300 
million  by  the  end  of  the  decade, 
predicts  Hambrecht  &  Quist. 
THE  NEXT  STEP.  Electronic  pub- 
lishing pioneer  Adobe  Systems 
has  sold  more  than  30,000  copies 
of  PageMill,  an  HTML-authoring 
tool,  since  December.  Microsoft 
has  given  away  thousands  of 
copies  of  Internet  Assistant,  a 
progi'am  that  converts  Wji-d  doc- 
uments to  HTML,  and  is  I'eadying 
an  update  to  Microsoft  Office 
with  built-in  html  authoring.  On 
.Ian.  16,  it  acquired  Vermeer 
Technologies  Inc.,  a  startup  that 
makes  easy-to-use  Web  tools,  for 
an  estimated  .$130  million. 

The  next  step  is  software  to 
take  the  Web  beyond  static 
Images.  Today,  most  i)ages  contain 
canned  information  that  can  be 
viewed  but  not  manii)ulated.  With 
the  light  progTamming,  however, 
a  page  can  become  interactive — 
an  easy-to-use,  fill-in-the-blank 
system  for  database  queries,  for 
example. 

Some  leading-edge  companies,   

including  S(;i,  Federal  Express,  and  EDS,  have  already  built 
such  setups.  But  they  had  to  hand-code  the  database  links  in 
an  esoteric  language  called  "perl."  Software  makers  are  now 
coming  up  with  programs  that  will  make  it  much  easier  to  as- 
semble custom  Web  applications  that  can  work  with  existing 
systems.  Steve  Jobs's  NeXT,  for  example,  has  a  new  line  of 
jjrngi-ams  called  WebObjects,  which  can  crank  out  custom 
Web  pages  on  the  fly.  That's  helping  companies  such  as 
DreamW(jrks  ski;  quickly  get  intranets  up  and  lainning.  Com- 
initer  Associates  International  Inc.,  the  .$3  billion  supplier  of 
systems  software,  has  a  program  called  -Jasmine  that,  like 
NeXT's  WebObjects,  uses  object-oriented  software  to  create 
custom  VVct)  applications. 

In  ter!ii>  of  Web  buzz,  nothing  tops  .Java,  the  pi'omising 
programmiiiLi  langiiage  developed  at  Sun  Microsystems.  Java 
provides  \vay  of  writing  small  software  "applets"  that  can 
be  zapped  a.  :-uss  the  Net  to  do  little  tasks  such  as  calculating 
an  expense  ;•  ■  i  lort  or  displaying  fresh  stock  prices.  Companies 
including  Boi  and  International  and  Symantec  Inc.  ai'e  coming 


ELI  LILLY 
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Oh,  What  an  Untangled  Web 


CYBERVISiON:  Swartzendruber  hooked  up  S,000 
desktops  in  two  dozen  countries  last  year 


intranet  will  link  some  16,000  workers — 
almost  two-thirds  of  its  worldwide  staff. 

Already  it  has  simplified  tasks  such  as 
scheduling  chnical  trials  and  submissions 
for  new  drags  in  120  countries.  Tviaically, 
each  mai'ket  has  unique  requirements  on 
how  trial  data  must  be  collected,  ana- 
lyzed, and  labeled.  Before  the  intranet, 
teams  of  research  administrators,  physi- 
cians, statisticians,  and  legal  experts  re- 
Hed  on  fr-agmentaiy  information  and 


guesswork  to  choose  trial  sites.  Regula- 
tory information  from  diffej-ent  countries 
had  to  be  laboriously  assembled  via 
E-mail,  causing  deadlines  to  shde. 

The  situation  was  maddening  because 
all  the  required  information  existed 
somewhere  in  the  company — if  one  only 
knew  where  to  look.  Now,  the  intranet 
brings  it  all  to  a  series  of  Web  pages. 
"The  regulatory  person  at  a  meeting  can 
refer  to  a  page  on  the  Web  and  take  the 
whole  gi-oup  through  the  process  step- 
by-step,"  says  Diana  McKenzie,  an 
information  technology  manager  in 
charge  of  i-egulatoiy  affairs.  A 
planning  team  in  IndianapoUs  can 
skip  across  time  zones  to  databas- 
es on  far-iiung  servers  without 
waiting  for  colleagues  on  different 
continents  to  punch  in.  That  way, 
it  can  tell  in  minutes  whether  the 
prej^aration  time  for  a  given  mar- 
ket will  meet  management's  sched- 
ule. "We  find  everything  out  at  the 
planning  session,  before  it's  too 
late,"  McKenzie  says. 

"Groupware"  products  such  as 
Lotus  Notes  could  do  all  that — but 
only  after  considerable  outlays  of 
money  and  time  for  training  and 
support,  says  Michael  C.  Heim,  an  infor- 
mation officer  for  Lilly  Research  Labo- 
ratoiies.  For  people  simply  reviewing 
and  sharing  data,  he  says,  "Notes  gives 
you  more  complexity  than  you  need." 
Indeed,  Swartzendruber  linked  Lilly's 
first  3,000  intranet  acolytes  for  just 
$80,000.  "Intranets  aren't  the  Holy  Grail 
of  computing,"  he  says.  "But  for  now, 
they're  hard  to  beat." 

By  Neil  Gross  in  New  York 


out  with  development  "environments"  for  Java.  Sun  itself  is  "  ii 
drafting  extensions  to  the  programming  language  that  enable 
Java  progi'ams  to  fetch  data  fi'om  corporate  databases,  mak- 
ing it  suitable  for  all  sorts  of  corporate  applications,  says 
Alan  Baratz,  president  of  Sun's  JavaSoft  unit. 

Because  of  their  sealed  borders,  intranets  are  ideal  for  i 
testing  the  idea  of  electronic  distribution  of  software — Java  'it 
apj)lets  or  updates  of  entire  programs.  Many  companies  are  ain 
ah'eady  putting  applets  and  othei-  bits  of  software  on  internal 
Web  sites  so  they  can  be  shared  by  programmers.  At 
Hewlett-Packard  Co.,  software  wiiters  now  check  what's  in  afiiiveM 
"software  vending  machine"  before  wiiting  new  code. 

Not  surprisingly,  the  intranet  is  a  magnet  for  startups. 
Much  of  the  entrepreneurial  energy  is  focused  on  meshing 
Web  systems  with  existing  systems.  Spider  Technologies  has 
a  program  that  lets  companies  graiiliically  link  then-  databases  ■'.sraiiis 
with  Web  sites.  Maximum  Infomiation  Inc.'s  WebC  family  ol 
progi'ams  help  corporate  software  developers  integi'ate  Web 
systems  into  existing  computer  setups.  Another  newcomer 
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iAH'v  Software  Inc.,  makes  a  development  tool  called  haht- 
5ITK  foi-  Web  systems  that  can  pull  infomiation  fi-om  coiporate 
latabases.  And  Edify  Corp.  and  Business@Web  both  aim  to 
ink  companies'  business  applications,  such  as  customer  service 
)r  sales,  with  the  Web. 

The  Web  is  still  not  suited  for  "mission-critical"  applica- 
ions  such  as  order  processing  or  accounting.  But  in  the 
ligh-speed  world  of  Internet  development,  that  may  not  be 
rue  for"  long.  Gradient  Technologies  Inc.  in  Marlboro,  Mass., 
ind  WayFarer  Communications  in  Mountain  View,  Calif., 
ire  two  startups  working  on  that  challenge.  The  basic  prob- 
em,  says  WayFarer  ceo  Edward  Colby,  is  that  Web  servers 
veren't  designed  for  high-speed  transactions,  things  like 
jetting  a  credit  authorization.  WayFarer's  QuickServer  uses 
ts  own  messaging  protocol  to  speed  up  transactions  (basically 
nessages  between  databases)  and  juggle  high-volume  data- 
)ase  requests. 

When  the  fledgling  software  companies  talk  of  mission-crit- 
cal  computers,  they're  aiming  at  the  entrenched  home  mar- 

;ets  of  the  giants:  IBM,  Sun,  Dig-   

tal  Equipment,  and  Microsoft, 
•■or  now,  at  least,  the  odds  are 
leavily  in  favor  of  the  incum- 
•ents.  Consumers  surfing  the 
Veb  may  gamble  on  the  latest 
oftware  they  can  download.  But 
orporations  want  to  know  that 
hey're  getting  their  intranet 
echnology  from  someone  they 
an  trust.  John  Whiteside,  head 
f  IBM's  Global  Network,  hopes 
0  translate  that  sentiment  into  a 
■illion  dollars  in  business  this 
ear.  "Every  single  one  of  our 
ustomers  is  asking  for  some- 
hing  in  terms  of  an  intranet," 
le  says. 

Companies  such  as  Oracle  and 
lybase  Inc.,  which  make  power- 
al  database  systems — the  life- 
'lood  of  a  corporation — are  also 
/ell-positioned.  Sybase  is  test- 
ig  a  program  called  Web. SQL, 
;hich  links  Web  servers  with 
atabases  from  Sybase  and  oth- 
rs,  and  Oracle  is  set  to  release 
ew  server  and  database  pro- 
rams  for  the  Web. 

Longstanding  customer  rela- 
ionships  give  the  big  guys  a 
Dot  in  the  door,  but  they  have 
0  deliver  the  goods,  too.  That's 
/hy  Microsoft  is  now  focusing 
11  its  energies  there — especially 
n  the  intranet  segment,  where 
;  needs  to  succeed  to  hold  on 
3  its  lead  in  operating  systems 
nd  applications.  Declaring  in 
)ecember  that  "the  sleeping  gi- 
nt  has  awakened,"  Microsoft  ex- 
cutives  unveiled  a  broad  Inter- 
et  effort. 

This  month,  Microsoft  made  a 
plashy  entiy  into  the  market  for 
.^eb-server  software,  the  basic 
rograms  for  intranets.  Until 
ow,  the  Web  software  market 
as  operated  on  a  novel  formula: 
Companies  charge  little  or  noth- 
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ing  for  the  basic  browser  program  and  make  up  the  difference 
by  charging  full  fare  for  server  programs.  Microsoft,  howev- 
er, is  giving  away  both  its  Internet  Information  Server  pro- 
gram and  its  browser  on  the  Net.  The  server  software  will 
also  be  bundled  at  no  extra  cost  with  Microsoft's  Windows  NT 
operating  system.  Dozens  of  computer  makers,  including 
Compaq,  HP,  and  Digital  Equipment,  plan  to  ship  the  software 
with  their  servers. 
"Basically,  we're  gonna 
drop  this  thing  from 
airplanes,"  says  James 
E.  Allchin,  senior  vice-president  of  Microsoft's  Business 
Systems  Div. 

The  carpet-bombing  could  quickly  tum  Microsoft  from  an 
Internet  laggard  to  an  Internet  leader.  After  two  years, 
Windows  NT  has  become  a  leading  operating  system  for  the 
kind  of  small-scale  servers  used  on  local-area  networks.  Nciw, 
those  machines  are  likely  to  become  intranet  servers,  too.  In 
addition  to  basic  Web  server  software,  Microsoft's  free  In- 


CAP  GEMINI 


One  Electronic  SOS  Clinched  the  Deal 


t  didn't  take  long  for  French  comput- 
er-services giant  CAP  Gemini  Sogeti  to 
find  out  the  value  of  the  intranet  it  in- 
stalled last  September.  Project  manager 
Ed  Baugh's  customer,  Exxon  Chemical 
Co.,  wanted  a  software-development  tool 
that  would  help  it  blend  oft- 
the-shelf  software  packages 
with  the  oil  giant's  custom 
business  applications.  Exxon 
had  combed  the  market  for 
five  months  in  vain.  And 
Baugh  knew  building  the  tool 
fi'om  scratch  would  take  at 
least  18  months,  too  long  for 
Exxon's  needs. 

Hoping  CAP  Gemini's  17,000 
software  engineers  and  techni- 
cians might  have  a  lead, 
Baugh  sent  out  an  electronic 
SOS  across  the  company  in- 
tranet, dubbed  Knowledge 
Galaxy.  Presto — 48  hours  lat- 
er, CAP  Gemini's  British  unit, 
Hoskyns  Group  PLC,  respond- 
ed. An  engineer  there  knew  of 
a  software  tool  that  might  be  tailored  to 
meet  Exxon's  needs.  Within  three  weeks, 
Baugh  presented  a  solution  to  Exxon 
and  clinched  a  hefty  development  con- 
tract. "We  found  the  missing  link,"  says 
Baugh. 

Knowledge  Galaxy  has  helped  cap 
Gemini  cut  project  time  in  half  and  pre- 
pare sales  bids  faster  by  putting  critical 
resources  and  expertise  within  eveiy 
employee's  reach.  As  a  virtual  storehouse 
for  software  objects,  or  prefabricated 
chunks  of  code,  it  has  helped  the  compa- 
ny avoid  reinventing  the  wheel  for  each 
project.  "We  now  reuse  objects  like 
Legos,"  says  Jean-Paul  Figer,  gi-oup 


vice-president  in  charge  of  developing 
cap  Gemini's  intranet. 

The  consulting  company's  network  is 
more  than  just  an  elaborate  E-mail  and 
filing  system.  It  has  areas  for  electronic 
chats  and  bulletin  boai'ds,  a  database  of 


MISSING  LINKS:  Workrrs  nl  ( '.!/'  (kniinis  Paris 
headquarters  lounge  in  tlie  coiitpaiiys  Internet  cafe 


curi'ent  projects  with  links  to  employees 
working  on  them,  and  hundi'eds  of  Web 
pages  aimed  at  keeping  a  global  woi'k- 
force  up  to  date  on  the  latest  technolo- 
gies, cap  Gemini  is  so  enthused  with  the 
Web  it  has  set  up  an  Internet  cafe  for 
employees  at  its  Paris  headquarters  so 
they  can  surf  the  Net  while  on  break. 

CAP  Gemini  hopes  to  do  lots  more  on 
its  intranet.  First,  however,  it  has  to 
solve  a  problem  plaguing  both  high-  and 
low-tech  companies:  getting  people  to 
use  it.  "The  real  challenge  is  to  change 
behavior,"  says  Figer.  Success  stories 
such  as  Baugh's  will  certainly  help. 

By  Gail  Edmondson  in  Paris 
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tei'net  Infoi'mation  Server  includes  secui'ity  featui'es  and  the 
ability  to  connect  to  corporate  databases. 

That  has  sent  an  alairn  across  the  industiy.  Microsoft's  tac- 
tics— it  is  building  Web  capabilities  into  all  of  its  programs — . 

could  really  shake  up 
the  Web  software 
market  just  as  compa- 
nies  are  starting  to 
make  money.  "Microsoft  has  spoiled  the  party,"  says  For- 
rester Research's  Callahan.  The  decision  to  give  away  the 
Web  sei-ver  "was  a  mastei'stroke"  and  "a  cnisliing  blow"  to  ri- 
vals, he  says.  Microsoft  insists  that  building  in  the  sei-ver  pro- 
gram is  not  sinister  but  part  of  the  natural  evolution  of  op- 
erating-system software.  "We  view  it  as  a  native  part  of  the 
[operating  system],"  says  Allchin. 

Still,  Microsoft's  Net  plans  have  raised  the  interest  of  the 
Justice  Dept.  As  part  of  an  ongoing  investigation  into  the 
company's  business  practices.  Justice  lawyers  are  looking 
into  Microsoft's  acquisition  of  Vermeer  "We're  cjuite  confident 
they'll  realize  there  is  no  issue  there,"  says  Pete  Higgins,  a 
Microsoft  group  vice-president. 

Who  will  be  hurt  by  Microsoft's  Net  push?  Netscape, 
which  charges  a  few  hundred  to  a  few  thousand  dollars  for 


VISA  INTERNATIONAL 


INTRANETS  WILL 
DWARF  INTERNETS 


▲  BILLIONS  OF  DOLLARS 

DATA:  ZONA  RESEARCH 


Updates?  Just  a  Mouse  Click  Away 


Wi 


Ihen  the  Internet  and  the 
World  Wide  Web  exploded 
into  the  corporate  con- 
sciousness last  year.  Visa  Interna- 
tional Inc.  executives  Cathy  Basch 
and  Deborah  McWhinney  saw  an 
opportunity.  "We  got  to  thinking 
maybe  there  was  a  way  to  take 
advantage  of  that  technology  to  dn 
things  in  a  faster,  cheaper,  and 
better  way,"  says  Basch,  who  is 
senior  vice-president  in  charge  of 
VisaVue,  the  company's  informa- 
tion service  for  member  banks. 

Basch  and  McWhinney,  senior 
vice-president  for  infonnation  prod- 
ucts, helped  the  financial  services 
company  put  all  sorts  of  informa- 
tion on  an  internal  Web  site:  em- 
ployee directories,  newsletters, 
even  cafeteria  menus.  The  elec- 
tronic directory  alone  was  a  boon. 
Before,  to  keep  Visa's  1,200  employees 
informed  about  who  was  the  right  con- 
tact for  each  of  19,000  member  banks. 
Visa  regularly  pubhshed  two  volumes, 
each  nearly  four  inches  thick — and  each 
instantly  out  of  date.  Now,  the  latest  in- 
formation is  a  few  mouse  clicks  away.  "It 
makes  all  the  difference,"  says  Basch. 

Visa's  intranet  has  been  such  a  hit 
that  the  company  is  now  looking  at  cr-e- 
ating  a  .sepai-ate  network  for  member 
banks.  Today,  the  company  sends  out 
most  information — such  as  fraud  alerts 
and  marketing  updates — on  diskettes.  By 
putting  i  hat  online.  Visa  will  not  only 
speed  thii.gs  up,  it  will  also  be  able  to 


McWHiNNEY  AND  BASCH:  Their  intranef  imn/ 
lead  to  o'tte  offering  services  to  member  banks 


server  progi'ams,  is  the  ob 
vious  target.  The  compa 
ny's  stock  sank  $4,  or  6% 
on  Microsoft's  Feb.  12  an 
nouncement.  But  Netscapi 
is  not  as  dependent  oi 
server  sales  as  it  had  ex 
pected  to  be.  To  build  in 
tranets,  companies  are  in 
stalling  thousands  of  copie: 
of  the  Netscape  Navigato: 
browser — and  paying  fo: 
them  so  they  get  custome: 
service.  And  because  Navi 
gator  is  the  de  facto  stan 
dard,  analysts  expec 
strong  sales  to  continue,  despite  Microsoft's  browser  giveaway 
Netscape  shrugs  off  the  challenge  fi-om  the  north.  "It  hai 
not  impacted  our  sales,"  says  co-founder  Marc  Andreessen 
Still,  Netscape  is  nmning  as  fast  as  it  can.  It  is  rashing  ou 
new  versions  of  its  Web-sei'ver  progTams — with  new  pricing- 
next  month.  And  the  latest  update  of  Navigator  adds  feature; 
such  as  "fi-ames,"  a  Windows-like  way  to  display  multiple 

  pages  on  a  screen.  E-mail,  anc 

built-in  security  to  validate  ; 
user's  identity.  It  also  include; 
a  scheme  for  plugging  in  com 
panion  progi'ams,  such  as  Adobe'; 
Acrobat  document  viewer  am 
Progressive  Network's  audi( 
player,  to  round  out  the  browsei"'; 
features. 

A  HORSE  RACE.  At  the  sam( 
time,  Netscape  is  pushing  int( 
new  areas  that  will  appeal  to  th' 
intranet  crowd.  Last  Septembe 
it  bought  Collabra,  a  maker 
groupware  programs  that  havJ 
some,  but  not  all,  of  the  capabili| 
ties  of  Lotus  Notes.  And  on  Jar 
31,  Netscape  said  it  would  acquirJ 
InSoft  Inc.  for  around  $160  mill 
lion.  InSoft's  technology  enable! 
teams  to  collaborate  via  audio  anq 
video  over  the  Net  and  will  laj 
the  foundation  for  Netscape'! 
LiveMedia,  an  industry-supported 
framework  for  delivering  realj 
time,  multimedia  services  ovej 
the  Web. 

Can   Netscape   keep  aheac 
when  dozens  of  startups.  Mi 
crosoft,  and  eveiybody  else  in  thi 
business  is  on  its  heels?  Mayb 
not.  But  it  cei-tainly  makes  an  en  Cixi 
joyable  spectacle  for  corporation;  ^.^^^ 
planning  their  ftitures  around  in  ^  ^ 
tranets:  Hundreds  of  rivals  striv  ■''"mIBi 
ing  to  come  up  with  better  Wei  j 
softwai'e  can  only  make  those  in 
tranets  come  to  life  sooner.  A;  '  " 
the  man  said:  Let  a  thousan(  niovjtn 
flowers  bloom. 

By  Amy  Coyiese  in  New  York 
with  bureau  reports 

For  information  on  reprints  of  tfiis  Special  Repon  hi 
call  Business  Week  Reprints  at  609  426-5494 


offer  more  services,  and  let  banks  tap  di- 
rectly into  its  databases — to  check  the 
status  of  a  transaction  electronically,  a 
process  done  manually  today. 

Creating  intranets  that  extend  to  cus- 
tomers is  a  risky  but  potentially  pi"of- 
itable  development.  Venturing  beyond 
the  corporate  fii'e  wall  introduces  secui'i- 
ty risks,  and  Visa  is  holding  off  until  it 
can  be  sure  its  data  will  be  safe.  But  the 
company  is  eager  for  the  payoff:  greater 
efficiency  for  itself  and  better  sei-vice  for 
the  banks.  And  in  a  cutthroat  business 
such  as  Visa's,  says  McWhinney,  that 
kind  of  advantage  is  hard  to  pass  up. 

By  Amy  CoHe.se  in  New  York 
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For  Insight 
Into  Faster  Deliveries,  An 
Electronics  Firm  Looked  Into 
An  OuT-OF-ThE-Box  Rzza  Chain. 

Where  Should  You  Look? 


Cook  up  yoiir  own  out-of-the-box 
thinking  with  the  help  of  the 
Global  Best  Practices"""  approach. 
Axthur  Andersen  professionals  wUl 
work  with  you  to  e]uickly  produce 
Jinovative  solutions. 

Tlie  secret  ingredients?  Years  of 
experience  using  the  unique  Global 
Best  Practices  knowledge  base, 
available  only  to  them.  It's  the  first 
of  its  kiiid  and  stiU  without  peer. 


Continually  enriched,  it  abounds 
with  breaktlirough  qiuvMative  tools 
along  with  qualitative  best  practices 
compiled  from  worldwide  cUent 
experience  and  exhaustive  research. 
Plus,  published  examples  Uke 
the  electronics  company  that  studied 
a  pizza  chain's  legendary  on- time 
deliveries. 

Fmd  out  how  Arthm-  Andersen 
can  help  your  company  deliver 


an  electrifying  performance.  Call 
1-800-640-8914  or  visit  our  Web  site 
at  http://iLrara\AiiIiiirAnderseu  .com . 


Global  Best  Practices"^ 
Putting  Insight  Into  Practice?'" 

Arthur 
Andersen 
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Social  Issues 


INEQUALITY 


IS  AMERICA  BECOMING 
MORE  OF  A  CLASS  SOCIETY? 

New  data  show  that,  increasingly,  workers  at  the  bottom  are  staying  there 


\ 


Keith  Mahone  thought  he  was  going 
places  after  he  graduated  from 
high  school  and  landed  a  mail- 
room  job  at  T\ie  Baltimore  Sun  in 
1983.  Ti'ue,  it  only  paid  the  minimum 
wage,  but  Mahone  figiced  he  could  move 
up  if  he  did  well.  He  did  move  during 
the  next  six  years — but  only  to  jjui-chas- 
ing,  the  stocki'oom,  and  other  low-skill 
jobs  that  paid  just  marginally  more.  Fed 
up,  the  Baltimoi'e  native  quit  in  1989. 

Mahone,  now  36,  has  been  hustling 
ever  since  to  get  ahead  in  today's  high- 
skills  economy.  He  enrolled  in  a  year- 
long training  course  to  become  a  cable- 
TV  technician.  But  when  he  finished, 
cable  companies  offered  him  the  same 
$6-an-hour  installer  job  that  he  could 
have  had  without  it.  After  that,  he 
gi'abbed  any  job  he  could,  at  a  food  dis- 
tiibutor,  an  incense  factoiy,  a  meat  pack- 
er, and  as  a  school  custodian.  All  paid  $4 
to  $6  an  hour  and  ended  when  the  em- 
ployer closed  or  laid  him  off.  "These 
low-wage  jobs  trap  you  and  take  away 
your  hope,"  Mahone  says  angiily.  "They 
have  no  opportunity  to  further  your- 
self. I  always  thought  mopping  the 
floors  was  for  lazy  people,  and  I  never 
in  all  my  di'eams  thought  I  would  be  do- 
ing it.  It's  hell  to  fight  your  way  out." 
WIDER  GAPS.  As  long  as  the  country's 
Keith  Mahones  had  the  chance  to  work 
their  way  out  of  the  bottom,  Americans 
have  tolerated  wide  gaps  between  rich 
and  poor.  After  all,  the  U.  S.,  unlike 
more  rigid  economies  in  Europe,  has  al- 
ways been  dynamic  enough  to  provide 
steady  ujjward  mobility  foi-  workers. 

Now,  a  spate  of  new  research  on 
U.S.  income  mobility  suggests  that 
America  is  shutting  out  more  people 
like  Mahone.  A  dozen  or  so  academic 
studies  have  examined  data  that  follow 
the  same  individuals  for  many  years. 
This  ai!«:ws  them  to  go  beyond  research 
showios;  V  !,<ing  income  inequality  to  re- 
veal a  nviVL'  unsettling  trend:  As  the 
economy  -tratified  in  the  1980s,  workers 
at  the  iMirtoni  became  less  likely  to 
move  up  ii,  Uieir  lifetimes.  At  the  si  me 
time,  upward  mobility  is  increasing  for 


some  higher-end  professionals  and  col- 
lege-educated workers  whose  skills  re- 
main in  high  demand. 

This  splintering  is  something  new  in 
America,  suggesting  that  om  economy 
is  becoming  more  rigid  and  class-bound. 
Unlike  past  decades,  when  opportunities 
for  advancement  existed  at  all  levels, 
America  today  is  cleaving  into  economic 
camps  divided  largely  by  education. 
Those  bom  in  families  and  neighborhoods 
[.that  provide  the  money  and  motivation 
to  help  them  complete  college  are  more 
likely  to  get  ahead.  Those,  like  Mahone, 
i  who  lack  the  access  or  the  ability  to 
achieve  liigh  skills  ai'e  increasingly  likely  \ 
to  sink,  no  matter  how  much  they  hustle.  ' 

"In  the  past,  companies  could  hire 
unskilled  people  and  train  them  into 


skilled  jobs,"  says  Henry  B.  Schach 
the  fonner  ceo  of  Cummins  Engine  C- 
who  now  is  chairman  of  AT&T's  $20  bi' 
lion  equipment  unit.  "My  predecess 
at  Cummins  moved  from  the  shop  flo 
and  ended  up  as  president."  But  b 
cause  Cummins,  like  many  companiej 
has  cut  many  fii'st-line  managerial  job; 
"today  those  stairs  don't  exist." 

The  new  studies  raise  troubling  i; 
sues  about  the  U.  S.  economy.  Glob: 
competition,  declining  unions,  and  growl 
ing  immigi'ation  have  inflated  to  mor 
than  a  quarter  of  the  workforce  the  ctj 
dre  of  workers  whose  earnings  fall  b(| 
low  the  $15,000-a-yeai"  poverty  line 
that  doesn't  count  many  of  the  5% 
10%  of  the  population  in  the  urba| 
underclass  who  don't  work  at  all.  Mea 


86  BUSIMTS  ,  ,/n->,  /  FtBRUARV  26.  1'j9(:. 


A  Land  of  Diverging  Opportunities 

Previous  studies  of  economic  inequality  show  ciianges  in  wage  levels,  but  they  don't  follow  individual  workers  as  they  move 
up  job  ladders  over  time.  Now,  new  studies  track  the  same  individuals  over  10-year  periods  to  see  how  many  moved  up: 


MOBILin  IS  SHRINKING 
FOR  MINORITIES... 


...THE  LESS 
EDUCATED... 


.THE  LOW- 
PAID... 


.AND  FOR  LOWER- 
INCOME  FAMILIES 


'ADJUSTED  FOR  INFLATION 

/hile,  technology  is  lifting  the  pay  of 
lany  professionals.  And  the  ranks  of 
he  wealthy  have  boomed  as  CEOs,  en- 
ertainment  stars,  and  others  hit  ever- 
irger  jackpots  '.n  the  winner-take-all 
ay  system  of  some  professions. 

These  trends  strike  at  the  core  of 
anerica's  self-image  as  a  classless  soci- 
ty.  Of  course,  we  never  really  lived  up 
D  that  ideal.  Women  largely  were  ex- 
luded  from  the  economic  market  for 
-|  undreds  of  years,  and  slavery  and  ra- 
ism  meant  that  blacks  never  even  had 
chance  until  the  1940s.  Gaping  rich- 
i  oor  chasms  also  ignited  periodic  out- 
ursts  of  something  veiy  much  like  class 


SECOND  THIRD  FOURTH  TOP 
20%    20%     20%  20% 


DATA:  STEPHEN  J.  ROSE,  LABOR  OEPT 
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warfare,  as  in  the  bloody  laboi'  battles  of 
the  1880s  and  1930s. 

But  the  U.  S.  mostly  has  served  as 
the  preeminent  land  of  opportunity.  La- 
bor and  socialist  political  parties  like 
those  of  class-conscious  Europe  never 
flourished  here.  What  matters  in  our 
political  culture  is  not  equality  per  se 
but  an  economy  and  society  accessible  to 
all.  This  bedrock  belief  is  a  key  reason 
why  the  U.  S.  has  been  a  beacon  for 
Europeans  and  others  fleeing  stratified 
societies. 

If  the  new  studies  are  accurate,  the 
U.S.  is  in  danger  of  losing  the  open- 
ness that  underlies  its  democratic  iden- 


ROAD  TO  NOWHERE 

'  I  I'm  supporting  us  and . . . 
going  under  more  and  more 
every  week 

—  LAWRENCE  J.SCHABOW, 
Ti'uck  driver  for  Pony  Express 


tity.  One  of  the  most  astounding  con- 
clusions of  the  research  is  that  mobility 
for  low-income  Americans  is  no  greater 
today  than  for  poor  Europeans.  "You 
can't  take  solace  anymore  in  the  Amer- 
ican dream  of  working  hard  and  migTat- 
ing  up  through  society,"  wai-ns  William 
J.  McDonough,  president  of  the  Federal 
Reserve  Bank  of  New  York.  "That  still 
exists  in  our  society,  but  we're  kidding 
ourselves  if  we  don't  realize  that  the 
degree  of  stickiness  of  people  in  lower 
earnings  levels  is  a  new  problem." 

An  increasingly  class-segi'egated  econ- 
omy could  one  day  hurt  America's  sta- 
ble, centrist  society.  Ah-eady,  the  con- 
cepts of  civic  society  and  collective 
responsibility  are  fi-aying,  as  frustrat- 
ed taxpayers  lash  out  at  Washington  as 
the  emblem  of  economic  decline.  Issues 


of  class  and  inecjuality  are  moving  to 
the  political  forefi-ont  as  the  Presidential 
campaign  gets  under  way.  House  Mi- 
nority Leader  Richard  A.  Gephardt  CD- 
Mo. )  is  readying  proposals  such  as  a 
minimum  wage  hike  and  tax  breaks  for 
companies  that  protect  workers  from 
layoff.  Clinton  is  pushing  a  package  of 
"economic  security"  proposals,  from 
health  insurance  to  strengthened  pen- 
sion protections.  And  Republican  can- 
didate Patiick  Buchanan's  fieiy  appeal  to 
anxious  workers  has  pushed  front-run- 
ner Bob  Dole  to  attack  low  wages  and 
high  profits,  too. 

It's  possible  that  the  economic  trends 
underlying  these  problems 
are  on  the  wane.  Some  ex- 
perts believe  U.  S.  companies 
have  launched  a  productivity 
revival  that  will  lift  incomes 
and  living  standards  across 
the  board.  It's  also  tine  that 
the  children  of  blue-collar 
families  have  flocked  to  com- 
munity colleges  seeking  the 
education  required  for  today's 
marketplace. 

Still,  these  forces  may  not 
to  improve  pay  for  the  less 
Tine,  college  eni'ollment  boomed 
in  the  1980s.  But  the  share  of  workers 
with  degrees  gi'ew  more  slowly  than  in 
the  baby-boom  1970s.  The  resulting 
skills  scarcity  increased  demand  for  col- 
lege grads  while  shutting  out  the  less 
skilled.  That  scenario  is  likely  to  contin- 
ue through  the  1990s,  since  the  baby- 
bust  generation  is  too  small  to  fill  the 
skills  gap.  "I  keep  asking  people  to  tell 
me  a  hopeful  scenario  about  low-skilled 
workers  in  the  1990s,  but  I  never  hear  a 
convincing  one,"  says  Syi-acuse  Univer- 
sity economist  Timothy  M.  Smeeding, 
who  has  done  some  of  the  recent  mobil- 
ity studies. 

Indeed,  the  new  statistics  are  a  pow- 
eiful  wake-up  call.  Prior  inequality  stud- 
ies rely  on  Census  Bureau  sui-veys  that 


suffice 
skilled. 
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are  BuiLT  bj  TEAMS  of  COMPANIES. 

Any  computer  company  can  huiltl  hardware  that 
runs  software  that  runs  your  business.  Or  can  it? 
After  all,  this  is  your  business  we're  talking  about 
here.  Do  you  really  want  to  trust  it  to  mere  hard- 
ware? At  Compaq,  we're  betting  you'd  prefer  an 
easy-to-use,  fully  thouaht-out  solution.  A  solution 
that  is  the  right  combination  ot  server,  operating 
system,  and  database  application  that  solves  the 
puzzle  of  your  varied  computing  needs. 

Well,  that  takes  several  companies.  Companies 
like  Microsoft,  with  whom  we  created  the  ideal 
platform  for  Windows  NT  and  BackOfhce,  integrat- 
ing hardware,  software,  and  server  management. 
Novell,  with  whom  we've  created  networking  stan- 
dards for  years.  Oracle,  whose  databases  are  far 
'  easier  to  deploy  on  a  Compaq  server  thanks  to  our 

partnership.  And  SAP,  a  leader  in  client /server 
applications,  who's  named  us  Partner  of  the  Year. 

You  see,  they  may  be  Compaq  servers.  But  they 
are  Compaq-Microsoft-Oracle-SAP-Intel-Novell- 
SCO-Sybase-Cheyenne  solutions.  (We  just  couldn't 
ht  all  those  logos  on  them.) 

COMPAQ 

Has   It   Changed   Your   Life  Yet? 


Social  Issues 


take  an  annual  snapshot  of  the  economy 
to  detei-mine  how  much  each  worker 
earns.  But  the  surveys  don't  follow  the 
same  individuals  over  time,  so  they  can't 
show  whethei'  today's  low  earners  were 
in  the  same  boat  last  year. 

The  new  studies  trace  long-i'un  mo- 
bility using  a  University  of  Michigan 
survey  that  has  followed  a  nationally 
representative  sample  of  5,000  families 
since  1967.  Stephen  J.  Rose,  now  a  La- 
bor Dept.  economist,  started  with  men 
and  women  who  were  22-  to  48-years- 
old  in  1970  and  tracked  their  earnings 
every  year  of  the  decade.  He  did  the 
same  with  adults  in  the  same  age  gi-oup 
in  1980.  Since  many  individuals'  annual 
earnings  fluctuate  a  lot.  Rose  computed 
each  person's  average  earnings,  adjust- 
ed for  inflation,  over  all  10  years  of 
each  decade. 

SPLINTERING.  The  I'esults  show  that  mo- 
bility has  divergetl  sharply  over  the 
19<S0s  vs.  the  1970s.  Consider  the  results 
when  measured  by  education  levels.  In 
the  1970s,  the  10-year  earnings  of  high 
school  dropouts  and  graduates  pro- 
gi'essed  at  45%  and  42%,  I'espectively. 
This  was  roughly  the  same  as  the  53% 
improvement  in  living  standartls  that  col- 
lege grads  saw.  Rose  found  (chaits,  page 
87).  In  the  1980s,  however,  less  educated 
workers  moved  up  much  less  than  more 
educated  ones.  Dropouts'  10-yeai*  average 
crept  along  at  only  14%,  high  school 
gi-ads  by  20%,  while  coOege  gi-ads  contin- 
ued til  advance  at  a  55%-  pace. 

Decj'easing  mobility  out  of  the  bottom 
is  even  clearer  by  wage  levels.  Using 
the  same  definitions  he  employed  for 
education.  Rose  found  that  men  in  the 
bottom  fiit  li  of  wage-eamers  began  to 
fare  badly  "ven  in  the  '70s,  when  their 
10-year  avei'age  pay  lagged  inflation  by 


11%.  But  they  fell  out  of  bed  complete- 
ly in  the  '80s,  losing  34%-,  the  Michigan 
data  show.  By  contrast,  men  in  the  top 
fifth  saw  their  10-year  pay  soar  by  56%- 
in  the  '80s,  nearly  twice  as  fast  as  their 
29%  gain  in  the  prior  decade. 

The  upward  movement  of  families 
has  sphntered,  too.  More  working  wom- 
en since  1970  helped  many  families  off- 
set the  slump  in  men's  earnings.  But 
because  people  tend  to  many  at  their 
own  earnings  level,  low-income  families 
have  gained  less.  More  poor  families 
also  are  headed  by  single  parents. 
Throughout  the  1970s,  though,  the  aver- 
age inflation-adjusted  incomes  of  such 
families  still  advanced  by  16%,  Rose 
found.  But  the  ride  ended  in  the  1980s, 
and  families  in  the  bottom  fifth  moved 
down  the  economic  ladder  by  4%-. 

Meanwhile,  the  upper  fifth  scored 
60%'-plus  gains  over  both  decades. 
"When  you  use  long-teiTn  averages  to 

Europe:  Greater  Upward 
Mobility  Than  the  U.S. 


THE  NETHERLANDS 


SHARE  OF  POOR 

WHO  LEFT 
POVERTY  WITHIN 
A  YEAR** 


'Excluding  the  former  East  Germany 
"'Average  of  all  years  in  the  1980s 

DATA  GREG  J  DUNCAN.  NORTHWESTERN  UNIVERSITY 
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TRY,  TRY  AGAIN  1^' 

a  These  low- wage 
jobs  trap  you 
and  take  away 
your  hope 

—  KEITH  MAHONE, 
Frustrated  worker 

EPi.  Ma 

get  rid  of  people  who  are  only  tempolno 
rarily  rich  or  poor,  you  can  see  that  mc 
bility  has  declined"  at  the  bottom,  say 
Peter  T.  Gottschalk,  a  Boston  Colleg  ^^ 
economist  who  has  studied  mobility.  In  jpf' 
deed,  diverging  mobility  has  shrivele(  )),3i„t 
the  middle  class— $15,000  to  $50,000 
year  in  today's  dollars — from  61%  o  ,jijitra 
families  in  1969  to  50%-  in  1992,  accord 
ing  to  the  Economic  Policy  Institut( 
(EPI),  a  Washington  think  tank.  j-j 
REVERSAL  OF  FORTUNE.  The  collapse  0 
upward  mobility  at  the  bottom  is  S(  , 
surprising  because  even  the  most  skep  [jji 
tical  expeits  believe  that  nearly  eveiy  p3|,j|,^ 
one  gained  ground  in  prior  decades.  Th(  j  p^^  f. 
annual  wage  figiu-es  f)'om  Census  shov  |j,jjp 
that  the  incomes  of  families  in  the  bot  ,  ] 
tom  fifth  actually  rose  faster — 2.95%  ;  ||, 
year — ft-om  1947  to  1978  than  those  ii  ^t.,^^^ 
the  top  fifth,  whose  incomes  chmbed  b;  j 
2.48%  a  year.  These  numbei's  don't  indi 


worse 


cate  how  many  families  remained  in  on( 
gTOup  01'  the  other  during  this  period  g. 
But  even  if  a  family  had  remained  stud  ^'„^,^" 
at  the  very  bottom  for  the  entire  2 
years,  its  inflation-adjusted  living  stan 
dard  would  have  doubled.  "No  on(|j[|^^^ 
would  argue  with  the  idea  that  mobihtj  p, 
was  higher  in  the  '50s  and  '60s,"  sayi  ^^^j^^ 
Chiistopher  J.  Frenze,  a  Republican-ap  ^^^^^^ 
pointed  economist  at  the  Joint  Econom  {||.]  |^. 
ic  Committee  of  Congress.  ^'^^'^^^ 

Even  moi'e  astonisliing,  American  mo 
bility  now  looks  worse  than  Europe'; 


(chart).  In  1993,  Northwestern  Univer 

sity  economist  Greg  J.  Duncan  and  sev 

en  European  economists  found  tha'ififj  ■ 

throughout  the  1980s,  only  17%-  of  pool  jyj:^^ 

American  families  moved  at  least  209i  •)  V 
...        ....  p.  liieii 


above  the  poverty  line  within  a  year 
vs.  25%  to  44%  of  the  European  poor 
Overall,  more  than  56%^  of  the  bottom 
fifth  American  families  remained  then 
for  at  least  five  years,  vs.  52%.  in  Ger 


many,  according  to  Syracuse  economisi 
Douglas  Holtz-Eakin.  "Most  economists  , 
simply  can't  believe  that  the  U.  S.  har 
the  same  mobility  as  Germany,"  sayi, 
Richard  Burkhauser,  a  Syracuse  econo 
mist  who  also  has  studied  mobility  wit!  i^^^^^^' 
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k  That 

"liililil! 


90  BUSINESS  WEEK  /  FEBRUARY  26,  1996 


cial  Issues 


i  Michigan  data.  "Everyone  always 
)Ught  that  people  don't  move  nearly 
much  there." 

Nor  do  the  1990s  seem  to  be  turning 
much  differently.  The  Miclugan  data 
!  available  only  through  1991.  But  in- 
idual  workers'  long-nm  progi-ess  is 
ven  largely  by  the  pay  rates  of  the 
>s  they  get.  And  these  figures,  avail- 
le  from  Census  through  1994,  show 
!  same  inequality  patterns  of  the  '80s. 
r  instance,  hoiu'ly  pay  for  men  in  the 
ttom  fifth  trailed  inflation  by  more 
m  5%  from  1989  to  1994,  according  to 
;  EPi.  Male  dropouts'  wages  plunged 
11%  over  this  period, 
ile  high  school  grads 
jped  nearly  4%.  This 
strong  cii'cumstantial 
idence  that  anyone 
lO  hasn't  returned  to 
lool  or  received  sub- 
intial  training  hkely 
sn't  seen  much  of  a 
Y  hike  in  this  decade. 
While  Wgher-educat- 
workers  have  fared 
irse  compared  with 
;  1980s,  they're  still 
tpacing  bottom-end 
3S.  Pay  rates  for  men 
the  top  fifth  fell  by 
ly  1%  from  1989  to 
)4,  the  EPI  found,  and 
)se  for  men  with  col- 
;e  degrees  slumped 
just  0.4%.  Since  the  lower-skilled  did 
an  worse,  the  gap  between  the  two 
)ups  has  widened  again.  Technological 
vances  eventually  may  boost  wages 
■  the  college-educated.  But  numbers 
eased  in  mid-February  show  that  in 
M,  the  workforce  as  a  whole  got  its 
rest  raise  in  14  years.  And  given  the 
itinued  decline  of  low-end  pay  rates, 
lere  could  actually  be  even  less  mobil- 
for  low-skilled  workers  in  the  1990s 
m  in  the  1980s,"  says  Smeeding. 
INSURED.  The  treadmill  to  nowhere 
't  news  to  Lawrence  J.  Schabow.  The 
-year-old  Chicago  resident  saw  his 
y  jump  from  .$4  an  hour  when  he 
irted  in  1978  as  a  truck  driver  for 
ny  Express  Cornier  Coip.  to  $10.50  in 
^.  Then  Borg- Warner  Seciuity  Coip. 
ught  the  company  and  began  cutting 
iges.  Today,  Schabow  earns  $9.50  an 
or,  including  a  premium  for  diiving  at 
fht.  That's  22%  less,  in  real  terms, 
m  his  1983  pay.  His  wife,  Edna,  quit 
r  clerical  job  in  1992  after  a  liver 
msplant.  The  family  pays  for  its  own 
ntal  and  eye  care  after  Pony  ended 
insurance  programs.  When  the 
habows  couldn't  pay  theu-  debts,  they 
elared  banknaptcy  in  1992.  "I'm  sup- 


porting us  and  our  thi'ee  kids  and  going 
imder  more  and  more  every  week,"  says 
Schabow. 

Economic  opportunity  has  been 
shrinking  for  long  enough  now  that 
families  trapped  at  the  bottom  are  be- 
ginning to  show  the  attributes  of  a  per- 
manent lower  class.  Look  at  emergency 
food  aid,  now  a  nationwide  enterprise. 
Chicago's  Second  Harvest,  the  U.  S.'s 
largest  food-relief  agency,  provides  do- 
nated food  to  185  distributors  around 
the  country,  which,  in  turn,  supply 
70,000  souj)  kitchens  and  food  pantries. 
The  kitrhfns  serve  26  million  people 


FOOD-BANK  FIX 

&i  I  wouldn't  have 
enough...  if  I  had  to 
buy  all  our  food  with 
my  paycheck 

—  KARYN  L.  OCHELTREE, 
Single  working  mother  of  four 

a  year,  about  10%  of  the  population. 

The  need  for  food  aid  has  risen  as 
opportunities  for  bottom-end  workers 
have  declined.  In  Spokane,  Wash.,  some 
27%  of  soup  kitchen  users  were  em- 
ployed in  1995,  vs.  12%  in  1987,  accord- 
ing to  the  Spokane  Food  Bank,  which 
supplies  food  for  33,000  households  a 
month.  Some  recipients  may  not  really 
need  free  food.  But  most  kitchens  de- 
mand pay  stubs,  welfare  checks,  and 
other  documents.  "It  used  to  be  that 
food  service  tided  you  over  when  you 
lost  a  job,"  says  Second  Harvest  Presi- 
dent Christine  Vladimii'off.  "But  now 


it's  chronic,  because  there  are  more 
working  poor  who  can't  pay  the  rent 
and  still  buy  food." 

That's  the  case  with  Kaiyn  L.  Ochel- 
tree,  a  33-year-old  single  mother  of  four 
who  has  used  the  Spokane  Food  Bank 
off  and  on  for  several  years.  In  1987, 
the  high  school  graduate  lost  her 
$12,000-a-year  position  as  an  accounts- 
receivable  clerk  when  the  software  com- 
pany she  worked  for  upgi'aded  her  job. 
She  found  similar  work  at  another  com- 
pany for  foui'  yeai's  but  was  replaced  by 
an  $8,000-a-year  trainee. 

Ocheltree  then  enrolled  full-time  in 
a  community  college  to 
study  business  adminis- 
tration, working  part- 
time  for  the  college  and 
collecting  food  stamps 
and  welfare  to  support 
her  kids.  She  also  took 
home  groceries  from  the 
food  bank  about  once  a 
month.  She  landed  a 
new  job  in  the  invoice 
department  of  a  hard- 
ware distributor  last 
-July,  after  completing 
an  associate's  degree. 
Hut  she  still  eams  only 
$16,800  a  year  and 
sometimes  taps  the  food 
bank.  "My  family  eats 
$400  to  $500  a  month  in 
food,  and  my  rent  is 
$550,  so  I  wouldn't  have  enough  left  for 
electricity,  water,  and  all  the  necessities 
if  I  had  to  buy  all  our  food  with  my 
paycheck,"  says  Ocheltree. 

The  U.  S.  has  been  a  country  of  op- 
portunity since  its  inception.  During  the 
1787  drafting  of  the  U.  S.  Constitution, 
Governor  Morris  of  Pennsylvania  ar- 
gued that  those  whose  livehhoods  re- 
lied on  an  employer  weren't  indepen- 
dent enough  to  be  free  citizens  and 
shouldn't  vote.  Thomas  Jefferson  later 
responded  that  Morris'  point  may  have 
been  valid  for  Em'ope's  dirt-poor  wage- 
earners.  But  Americans,  he  said,  could 
always  find  another  job  or  earn  a  decent 
hving  on  the  abundant  faiTnland  here. 

The  middle  class  that  began  to 
emerge  in  the  early  1800s  has  provided 
the  stable  under|3innings  to  our  democ- 
racy. But  if  America  continues  to  strat- 
ify, "you'd  expect  oui*  democratic  iden- 
tity to  diminish,"  says  political  science 
Professor  Carey  McWilUams  of  Rutgers 
University.  Some  trapped  on  the  bot- 
tom may  explode  vrith  resentment.  Oth- 
ers may  succumb  to  apathy.  Either  way, 
all  Americans  will  suffer 

By  Aaron  Bernstein  in  New  York, 
with  bureau  reports 
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Finajmce 


MARKETS 


REVENGE 

OF  THE  SMALL  FRY 

They're  stoking  stock  funds  despite  tiie  pros'  pessimism-and  they're  looking  pretty  sav\ 


Chalk  one  up  for  the  little  guy. 
While  scores  of  Wall  Street  strat- 
egists were  talking  down  the 
Dow,  the  small  investor  was 
jumping  in  with  both  feet.  In  just  two 
months,  December  and  January,  inves- 
tors poured  an  estimated  $41. .5  billion 
into  stock  mutual  fimds.  That's  on  top  of 
the  $112  billion  they  plowed  into  the 
market  in  the  fii'st  11  months  of  1995. 
And  after  racking  up  a  37%  gain  in 
1995,  the  Dow  has  ban-eled  ahead  an 
additional  463  points  in  1996,  or  about 
9%.  It's  hard  to  find  a  market  strategist 
whose  yearend  stock-market  forecast 
wasn't  blovm  out  of  the  water  in  just 
the  fii-st  six  weeks  of  1996. 

Indeed,  as  the  small  investor  was 
throwing  money  into  stock  mutual 
funds,  many  fund  managers  were  re- 
treating into  cash.  Case  in  point:  Jef&-ey 
Vinik's  $56.7  billion  Fidelity  Magellan 
Fund.  As  of  Dec.  31,  1995,  the  fimd  had 
32.1%  of  its  assets  in  cash  and  bonds, 
mainly  in  Treasury  securities — vs.  4.3% 
at  the  end  of  October  As  Vinik  was  ac- 
cumulating some  $14  billion  in  cash  be- 
tween October  and  December  of  1995, 
the  Standard  &  Poor's  500-stock  index 
rose  13.5%.  Little  wonder  that  so  far 
this  year,  Magellan  is  up  3.3%,  com- 
pared with  about  7%.  for  the  s&p  500. 
DRIVING  FORCE.  Will  small  investors  en- 
joy a  year  of  solid  returns  in  1996?  Or 
will  that  old  saw  about  the  small  inves- 
tor moving  into  a  buU  mai"ket  late  in  the 
game  prevail?  As  the  Dow  scales  new 
heights,  strategists  are  becoming  more 
jittery,  warning  investors  to  keep  to  the 
sidelines.  To  be  sure,  markets  don't 
move  in  a  straight  upward  line.  They  do 
correct.  Rut  the  forces  propelling  this 
market  to  record  highs  are  still  in 
place — and  some  are  gaining  momen- 
tum. Much  of  the  power  behind  this 
market  comes  from  low  interest  rates 
that  ai  e  expected  to  go  lower,  inflation 
that  is  almost  nonexistent,  and  eam- 
ings  gi-owth— in  real  terms — tliat  is  ro- 
bust. "The  fact  that  stocks  aie  up  so 
sharply  does  not  mean  that  the  market 
is  wrong,"  sa.vs  Alfred  Goldman,  an  an- 


alyst at  A.  G.  Edwards  &  Sons  Inc.  "It 
means  that  we  analysts  underestimated 
the  power  of  its  underlying  momentum." 

A  new  element  has  been  added  to 
the  momentum  of  this  market:  As  com- 
panies shift  away  from  defined- 
benefit  pension  plans  and  put  employees 
into  self-du"ected  401(k)  plans,  individu- 
als are  being  forced  to  take  more  re- 
sponsibility for  the  investment  decisions 
in  their  retirement  plans — and  are  in- 
creasingly choosing  stocks  and  stock 
funds.  Indeed,  more  and  more  of  them 
are  going  into  stock-index  fimds,  which, 
unlike  Vinik's  Magellan  Fund,  stay  fully 
invested  in  the  market. 

To  David  Shulman  of  Salomon  Broth- 
ers Inc.,  winning  the  war  on  inflation 
means  that  the  old  ways  of  judging 
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whether  a  stock,  or  the  overall  stock 
market,  is  fairly  valued  have  to 
be  tossed  out  the  window.  "In- 
stead of  valuing  stocks  at  mul- 
tiples ranging  between  12  to 
16  times  trend  earnings  [nor- 
malized historical  earnings 
going  back  to  1960],  a 
multiple  of  16  to  20  times 
ti"end  earnings  might  be 
more  appropriate, 
which  is  where  stocks 
traded  in  the  1960s," 
argues  Shulman. 
Right  now,  the  mar- 
ket is  seUing  at  a  17.7 
price-to-eaiTiings  mul- 
tiple, and  with  many 
companies  reporting 
higher-than-expected 
earnings,  it  could  actual- 
ly be  imdei-valued  rather 
than  overvalued. 

Don  R.  Hays  of  Wheat 
First  Butcher  Singer  in 
Richmond,  Va.,  agi'ees  that 
the  stock  market  is  under- 
valued and  thinks  that  its 
stellar  performance — outper 
forming  every  major  world 
stock  market  (table) — will  con- 
tinue. "Investors  are  now  going  to 
benefit  ft"om  corporate  downsizing, 
government  cutbacks,  and  the  disci 
pUne  of  ehminating  the  threat  of  infla 
tion  from  the  economy,"  he  says.  Ha 
envisions  an  era  where  a  Dow  at  5600 
"the  beginning  of  the  stock  marke 
best  15  years  for  the  small  investor." 

Even  some  of  the  old  ways  of  valui 
stocks  suggest  that  the  bull  has  roc 
to  i-un.  Looking  at  data  from  1978 
1993,  Stanley  Levine,  director  of  quan 
tative  reseai'ch  for  First  Call  Corp.,  ug 
the  relationship  between  the  price-eai 
ings  multiple  of  the  s&p  500  and  the  yi( 
on  the  10-yeai-  U.  S.  Treasury  bond 
calculate  a  fair-  value  for  the  stock  ms 
ket.  For  example,  when  the  10-ye 
Treasury  yields  7%,  a  fair  value  for  t[ 
p-e  multiple  on  the  S&P  500  would  te: 
to  be  around  14.  When  the  bond  yiell 
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'i,  the  p-e  multiple  would  be  around  a 
'i  target.  Right  now,  with  the  10-year 
nd  at  5.6%,  and  factoring  in  the  12- 
mth  forward  earnings  forecasts  for  the 
p  500,  the  histoi-ical  relationship  sug- 
sts  a  value  of  767  for  the  s&p  500,  a 
%  jump  from  its  current  level  of  660. 
FaUing  interest  rates  are  a  tonic  for 
s  market  for  another  reason:  Liquid 
5ets,  such  as  certificates  of  deposit 
d  money-market  funds,  become  less 
tractive  relative  to  stocks.  "Short 


TIMBER? 


Strategists 
are  getting 
more  anxious 
every  day-yet 
the  forces 
behind  the 
market's 
highs  are  still 
in  place 


rates  are  coming  down  and  there  is  no 
prospect  of  their  improvement,  so  mon- 
ey has  to  go  into  stocks  to  get  a  decent 
retui'n,"  says  John  H.  Shaughnessy,  a 
strategist  for  Hartford's  Advest  Group. 
Edward  G.  Riley,  chief  investment  offi- 
cer of  the  Private  Bank  at  Bank  of  Bos- 
ton, says  there  is  a  pot  of  about  $300 
billion  in  small  CDs  and  money-market 
funds  that  may  find  its  way  into  stocks 
if  short-term  rates  go  lower. 

As  in  any  bull  market  worth  its  salt, 


there  ai'e  loads  of  concerns  about  too 
much  speculation.  First  Albany  Corp. 
market  strategist  Hugh  A.  Johnson  is 
concerned  that  margm  debt  had  risen  to 
1.3%  of  the  value  of  shares  listed  on 
the  New  York  Stock  Exchange  as  of 
the  end  of  December.  Typically,  margin 
debt  makes  up  less  than  1%  of  the  val- 
ue, he  says. 

Elaine  M.  Garzarelli  of  Garzarelli 
Capital,  who  is  forecasting  a  6500  Dow 
by  yearend,  is  more  concerned  about 
the  rising  level  of  bullish  sentiment, 
which  historically  has  signaled  a  market 
top.  The  sentiment  indicator  in  her  mod- 
el, however,  is  still  neutral.  The  same 
situation  prevails  at  Investors  Intelli- 
gence newsletter.  The  advisers 
polled  by  the  newsletter  are  at  their 
most  buUish  since  January,  1992 — with 
53.8%  bulls  and  29.4%  bears.  Neverthe- 
less, Investors'  technical  model  remains 
bullish  on  the  market. 
DECENT  GROWTH.  One  of  the  biggest 
worries  among  strategists  is  that  the 
economy  will  respond  too  quickly  to  eas- 
ing monetary  policy.  "If  economic  activ- 
ity moved  from  its  current  2%  up  to 
3%  or  3.5%  in  the  second  half  of  the 
year,  then  the  Fed  would  stop  easing, 
long  rates  would  fii-m,  and  that  could 
stanch  the  flow  of  money  into  mutual 
funds,"  says  Shaughnessy.  But  market 
watchers  say  that's  a  long  shot,  pointing 
to  the  sluggishness  in  retail  sales  and 
wage  gi'owth.  First  Call's  Levine  notes 
that  Wall  Street's  big  guns,  the  invest- 
ment strategists,  are  forecasting  just 
5%  growth  in  operating  earnings  in 
1996.  The  broader  universe  of  stock  an- 
alysts, however,  while  cutting  their-  esti- 
mates in  recent  weeks,  are  still  looking 
for  decent  gi'owth  of  12%  in  operating 
earnings. 

If  there  is  a  major  con-ection  loom- 
ing, strategists  have  a  hard  time  envi- 
sioning what  could  spark  it.  "Unless  the 
market  moves  substantially  above  6000, 
the  risk  is  not  substantial,"  says  Dean 
Witter  Reynolds  Inc.  strategist  William 
Dodge.  "This  market  now  has  the  wind 
at  its  back  like  it  wants  to  get 
overvalued,  so  that  may  be  in  store,  but 
it's  too  early."  Bank  of  Boston's  Riley 
notes  that  since  World  Wai'  II  major  cor- 
rections have  typically  been  associated 
with  a  major  rise  in  interest  rates  of 
125  basis  points  or  so — a  scenario  that 
seems  highly  unlikely  today. 

With  many  strategists  still  fighting 
the  tape,  1996  may  be  the  second  yeai'  in 
a  row  when  small  investors  look  a  lot 
more  savvy  than  the  professional  mai'ket 
mavens.  A.  G.  Edward's  bulhsh  analyst, 
Alfred  Goldman,  offers  this  advice  to  his 
fellow  strategists:  "Tr-aders  should  be 
ready  to  quickly  buy  pullbacks.  Bears 
should  reorder  their  ulcer  medication." 
By  Suzanne  Woolley  in  New  York 
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BLANCHARD:  He  says  he  may  lay  off 

as  many  as  half  of  Deluxe's  officers 


TECHNOLOGY 


DELUXE  ISN'T 
CHECKING  OUT  YET 

The  check  processor  finally  is  focusing  on  electronic  services 

(eft)  networks  and  to  Fii-st  Data,  Elec- 
tronic Data  Systems,  and  mci  Communi- 
cations, which  are  staking  out  positions 
in  new  electronic-banking  businesses. 

Faced  with  these  difficulties,  DeliLxe  is 
now  being  tiUTied  upside-down  by  a  new 
CEO,  John  A.  "Gus"  Blanchard  III,  the 
fu'st  Deluxe  chief  not  steeped  in  compa- 
ny tradition.  His  challenge  is  to  protect 
what's  still  Deluxe's  largest  business, 
while  investing  more  astutely  than  his 
predecessors  in  new  electronic  ventures. 
In  recent  weeks,  Blanchard  has  launched 
a  furious  cost-cutting  and 
restructuring  program 
designed  to  better  focus 
the  company's  efforts  on 
developing  and  selhng  a 
variety  of  promising 
transaction  services — 
check  verification,  home 
banking,  ATM  switching, 
and  EFT  settlement — for 
banks  and  eft  networks, 
its  core  customers.  De- 
luxe, Blanchard  says, 
"has  a  set  of  tools  that 


For  nearly  a  decade.  Deluxe  Corp. 
has  been  trying  to  cope  with  the 
inexorable  atrophy  of  its  core  prod- 
uct: the  check. 

The  St.  Paul  (Minn.)  company  has 
been  printing  and  processing  checks  for 
its  entire  81  years  and  dominates  the  in- 
dustry with  more  than  a  50%  share. 
Drawing  on  the  rich  cash  stream  of  its 
check  business,  it  has  spent  a  staggeiing 
$650  million  diversifying  into  everything 
from  electronic-payment  technology  to 
greeting  cards.  And  what  does  Deluxe 
have  to  show  for  its  effort?  A  collec- 
tion of  new  businesses  that  contributes 
nearly  half  of  the  company's  revenue 
but  less  than  10%  of  its  profits. 

In  1995,  earnings  fell  for  the  third 
straight  year,  dragging  the  company's 
share  price  down.  Margins  are  under 
.severe  (-ressure  as  the  bank  merger 
wave  produces  bigger  institutions  that 
are  R.rcing  down  check  prices.  Deluxe  is 
also  i'ai  ing  stiff  challenges  ft'om  30-odd 
competi'  -ivs  in  marketing  checks  direct- 
ly to  consumers.  And  it  is  losing  ground 
to  the  redonal  electronic  funds  transfer 


PLUMMETING 
PROFITS 


AMILLIONS  OF  DOLLARS 

DATA:  COMPANY  REPORTS,  BUSINESS  WEEK 


can  be  of  enormous  use  to  financial  ins 
tutions"  as  they  shift  from  checks 
electronic  payments. 

In  late  December,  Blanchard  beg; 
unveiling  moves  he  hopes  will  cut  $1 
million  in  costs  by  the  end  of  1997.  I 
has  announced  plans  to  close  26  of 
check-printing  plants,  cut  capital  spen 
ing  by  30%,  and  shed  Deluxe's  ink-ma 
ufacturing  and  fmancial-foiTns  busines 
es.  He  has  reorganized  operating  unii 
for  the  first  time  bringing  electron 
businesses  imder  the  same  manageme 
as  checks.  He's  studying  whether  D 
luxe  should  keep  selling  gi'eeting  can 
and  stay  in  the  low-margin  business 
electronically  processing  welfare  ai 
food-stamp  benefits.  And  he  says  h< 
likely  to  lay  off  30%  to  50%  of  the  cor 
l)any's  officers.  "Everything  seemed  di 
connected,"  says  Blanchard.  "There's 
great  oppoilunity  for  focus." 
PROMISING  A  REBOUND.  Prompted  I 
Deluxe's  dismal  perfor-mance,  the  Delu; 
board  recruited  the  53-year-old  Bla 
cliard  last  May  to  r-eplace  Harold  V.  Ha 
erty,  who  was  approaching  retii'eme: 
age.  Analysts  and  rivals  think  he  h; 
what  it  takes  to  turn  the  $1.8  billic 
company  around.  He's  promising  inve| 
tors  an  earnings  I'ebound  this  year  "H(| 
got  the  organization  on  track,"  sa; 
Rudolf  A.  Hokanson  of  Deutsche  Morgjl 
Gi'enfell,  a  London  investment  bank. 

A  longtime  AT&T  sales  and  marketii 
executive,  Blanchard  appears  to  unde 
stand  how  to  manage  companies  buffe 
ed  by  technological  changes.  Most  r 
cently,  he  ear-ned  accolades  as  executi^ 
vice-president  at  General  Instrumen 
Corp.,  whei'e  he  helped  the  maker 
cable  and  interactive  technologies 
neuver-  into  new  foreign  mar-kets.  I: 
deed,  Blanchaixl  will  need  to  tap  ever 
bit  of  ingenuity  he  can  muster  to  pof 
tion  Deluxe  in  the  highly  competitive 
nancial  tr-ansaction  ser'vices  market. 

Rivals  and  customers  suggest  th; 
Deluxe's  questionable  diver'sificatit 
str'ategy  took  its  attei 
tion  away  from  impo 
tant  trends  in  technoloj 
and  pricing.  One  exar 
pie:  A  key  Deluxe  bus 
ness,  selling  pi'ocessir 
ser-vices  and  softwar'e 
r-egional  networks  of  AT 
opei-ators,  is  now  beir 
squeezed  because  son 
of  the  biggest  networl 
are  processing  transa 
tions  in-house.  "The 
were  simply  not  aggre 
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)RIVING  LESSONS,  WHARTON  STYLE. 


Wharton's  George  Day  coined  the  term 
"market-driven  strategy,"  used  today 
by  companies  worldwide. 


To  successfully  drive  your  business,  you  have  to  be 
competitively  focused  and  customer  focused.  It's  a 
lesson  too  many  people  forget. 

Not  George  Day,  Wharton  marketing  professor.  He 
introduced  "market-driven  strategy"  to  the  business 
vocabulary.  It's  one  of  the  many  innovative  ideas  that 
have  been  developed  by  our  world-class  faculty. 

As  the  oldest  business  school  in  the  world,  Wharton 
has  been  at  the  frontier  in  finance,  international 
business,  management,  strategy  and  marketing.  Driven 
by  a  faculty  with  unparalleled  depth  and  breadth,  the 


School  is  helping  many  organizations  negotiate  the 
tricky  turns  of  global  business  in  the  1990's. 

This  rich  tradition  of  innovation  is  the  foundation  for 
our  executive  education  programs,  which  incorporate  a 
unique  blend  of  scholarly  excellence  and  real-world 
pragmatism.  These  insightful,  dynamic  courses  offer 
business  people  the  opportunity  to  refocus  and  refuel. 

Are  you  running  low  on  new  ideas  to  drive  your 
business.''  Come  to  Wharton  Executive  Education. 
Then  put  what  you  learn  into  action  and  watch  your 
company  pull  away  from  the  field. 


□  Competitive  Marketing  Strategy 

May  19  -  24,  1996  •  December  8-13,  1996 

□  Building  and  Leveraging  Brand  Equity 

April  28  -  May  3,  1996  •  October  27  -  November  1,  19% 

□  Discovery  Driven  Business  Planning:  Planning  to  Leam  From  New  Ventures 
April  3  -  4,  1996  •  December  12-13,  1996 

□  New  Product  Development  and  Introduction 

April  21  -  26,  1996  •  (  )ctf)ber  19  -  2.S,  1996 

□  Strategic  Thinking  and  Management  for  Competitive  Advantage 
April  21  -  26,  1996  •  September  22  -  27,  1996 

Call  today  for  a  complete  catalog  listing  over  thirty  different  courses  focusing  on  developing  leaders,  strategies  for  growth, 
t  gaining  financial  advantage,  healthcare  management  and  managing  the  enterprise:  1-S00-255-EXEC,  Ext.  1710.  Or  you  can 
use  e-mail:  execed@wharton.upenn.edu.  (Wharton's  wodd-wide  web  home  page  is:  http://www.whart()n. upenn.edu/) 


Wharton 


Executive 
Education 


Aresty  Institute  of 
Plxecutive  Education 


255  South  38th  Street,  Philadelphia,  PA  19104-6359 

1-800-255-EXEC  ext.  1710  •  (215)  898-1776  ext.  1710  •  FAX  Attn:  Dept.  1710  (215)  386-4304 


The  Wharton  School 
University  of  Pennsylvania 
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sive  in  product  development  and  pric- 
ing," says  Richard  P.  Yanak,  president  of 
NYCE  Corp.,  the  No.  2  network,  which 
now  does  its  own  processing. 

Blanchard  also  discovered  that 
Deluxe's  check  and  electronic  units  were 
sometimes  competing  with  each  other 
for  the  same  customers.  "You  have  a 
feehng  that  the  left  hand  sometimes 
doesn't  know  what  the  right  hand  is 
doing,"  says  a  senior  bank  executive 
whose  institution  is  a  Deluxe  customer. 

Blanchard  realizes  that  Deluxe  must 
work  with  banks,  not  compete  with 
them.  In  moving  into  home  banking,  he 
plans  to  position  Deluxe  as  an  interme- 
diaiy  between  banks  and  big  software 
providers  like  Microsoft  Corp.  and  Intuit 
Inc.  by  providing  processing  and  cus- 
tomer database  infonnation.  He's  now 
prospecting  for  investment  opportunities 
to  bolster  a  fledgling  home  banking  soft- 
ware company  Deluxe  bought  in  1994. 

Aiding  this  push  is  the  reservoir  of 
goodwill  Deluxe  enjoys  among  many 
bankers.  Keith  K.  Theisen,  a  vice-presi- 
dent at  Noi-west  Corj).,  also  sees  a  new 
responsiveness  to  customers:  He  recent- 
ly received  his  fii'st  call  from  Deluxe's 
chief  technology  officer.  "This  shows 
they  must  have  awakened  to  the  need 
to  deal  with  their  chents'  issues,"  says 
Theisen. 

Blanchard  even  seems  to  be  getting 
his  own  managers  from  different  units 
to  work  together.  One  result:  On  Feb. 
12,  the  company  announced  a  new  prod- 
uct that  enables  banks  to  screen  out 
bad  customers  by  linking  Deluxe's 
check-ordering  database  with  its  check- 
approval  software.  Now,  if  he  can  only 
infuse  the  whole  company  with  that 
sense  of  focus.  Deluxe  could  avoid  going 
the  way  of  the  check. 

By  Richard  A.  Melcher 
in  St.  Paul,  Minn. 

DELUXE  REDUX? 

THE  OVERHAUL  PLAN 

COST-CUniNG  Save  $150  million 
by  closing  26  of  41  check  plants, 
nearly  halve  executive  posts,  exit 
peripheral  businesses 

RECONFIGURING  Rethink  such  non- 
core  units  as  greeting  cards  and 
electronic  delivery  of  food  stamps 

EXWi-iSSOH  Acquire  companies  in 
elecl.Tiiic.  financial  processing  for 
banks  ^^->d  ATM  netvvorks,  roll  out 
new  ho Tie-banking  switching  pro- 
grams, r-Qst  international  sales 
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GO  FORTH  TO  THE  U.S. 
AND  PROSPER 

Israeli  high-tech  startups  find  a  warm  reception  on  NASDAQ 


COMPANY 


America's    tech-stock    fever  has 
reached  Israeh  shores.  But  the  hot- 
test action  isn't  in  Tel  Aviv.  It's  on 
America's  nasdaq  stock  market. 

With  local  entrepreneurs  long  count- 
ing on  Wall  Street  investors  to  snap  uj) 
the  best  of  Israel's  high-technology  equi- 
ty offerings,  investment 
banks  are  now  Uning  up 
as  many  as  30  new  is- 
sues to  go  public  on 
NASDAQ  in  1996,  predicts 
Shlomo  Kalish,  manag- 
ing director  of  Jerusa- 
lem Global  Consultants. 
All  told,  Israelis  may 
unload  a  record  $700 
million  to  $800  million 
in  new  shares  and  sec- 
ondary offerings  this 
year,  up  fi-om  .$450  mil- 
lion in  1995. 

Enthusiasm  is  so  high 
that  shares  in  one  hot 
company  that  went  pub- 
lic in  February — esc' 
Medical  Systems  Ltd.,  a 
maker  of  devices  to  zap 

vaincose  veins  with  puis-   

es  of  light — nearly  dou- 
bled in  value  in  their  fu-st  few  days  of 
trading  on  nasdaq.  The  company,  whose 
1995  sales  and  earnings  were  .$8.4  mil- 
hon  and  $2.8  million,  respectively,  now 
trades  at  .$25,  with  a  price-earnings  ra- 
tio of  55. 

WHY  NOT?  In  listing  its  stock  in  the 
U.  S.,  ESC  joined  65  other  Israeli  high- 
tech companies  already  trading  on  Wall 
Street,  including  equipment  maker  ecu 
Telecommunications,  whose  shares 
climbed  88%  last  year,  and  Teva  Phar- 
maceutical Industries,  up  77%.  Now,  in- 
vestors are  salivating  over  what's  likely 
to  come  next. 

And  why  not?  Israel's  booming  econ- 
omy, the  peace  process,  and  the  Arab 
boycott's  end  are  buoying  hopes.  Among 
NASDAQ  initial  public  offerings  expected 
soon:  Checkpoint,  a  leader  in  network- 
security  software,  and  Orbot  Instru- 
ments, a  maker  of  semiconductor  in- 
spection devices.  Tadiran  Telecommuni- 
cations,  a   maker   of  telecom  and 


networking  equipment,  also  is  expect( 
to  sell  stock.  Adding  to  the  IPG  frenzy 
the  arrival  of  a  clutch  of  tech-orient( 
American  investment  banks  includii 
Robertson  Stephens,  Cowen  &  Co.,  ar 
Montgomeiy  Securities.  "The  entry 
the  highly  specialized  technology  bo 


A  Rush  to  Sell  New  Shares 


Israeli  initial  public  offerings  in  the  U.S. 


sales/million; 


VOCALTEC  Produces  software  for  making  phone  calls 
on  the  Internet.  Raised  $7.5  million  in  February. 


ESC  MEDICAL  SYSTEMS  Makes  devices  to  treat 
varicose  veins.  Raised  $46.5  million  in  February. 


.and  ones  on  the  way 


TADIRAN  TELECOMMUNICATIONS  Makes  telecom 
equipment.  Wants  to  raise  $90  million  to  $110  million. 


$2 


4O0 


CHECKPOINT  Makes  network-security  software.  Plans 
to  raise  an  estimated  $40  million. 


ORBOT  INSTRUMENTS  Makes  semiconductor  inspec- 
tion gear.  Hopes  to  raise  $15  million  to  $25  million. 


16 
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tiques  is  a  further  upgi'ading  of  Isra 
on  the  international  investment  map 
says  Ron  Lubash,  a  managing  direct( 
at  Lehman  Brothers  Inc.  in  Tel  Aviv. 

The  new  fii-ms'  arrival  in  the  Isra( 
market  is  producing  cutthroat  compel 
tion  for  deals  and  fears  that  banke 
are  lowering  theii'  standards,  says  Ze( 
Holtzman,  managing  director  of  Gi; 
Ltd.,  a  Tel  Aviv  consulting  fu-m.  Holt 
man  fears  that  some  companies  not  yi 
ready  for  the  market  are  going  publi 
His  concerns  recall  a  similai'  epidemic 
tech-stock  mania  that  swept  Israel 
the  early  1990s.  That  one  resulted 
the  failure  of  a  number  of  offering 
But  many  traders  think  this  public  C 
fering  movement  is  on  fii'mer  footin 
As  long  as  Israel  continues  producir 
more  than  its  share  of  high-tech  wi: 
ners,  the  investment  bankers  will  1; 
on  the  prowl  for  the  next  generatic 
of  success  stories. 

By  Neal  Sandler  in  Jemsale 
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IN  THE  CROWDED  BYWAYS 
of  Bangkok,  one  bank  is 
doing  its  part  to  reduce 
traffic  congestion. 

With  the  help  of  IBM,  Thai 
Farmers  Bank  has  streamlined 
data  handling  at  its  branches  to 
such  a  degree  that  customer  trans- 
actions that  once  took  15  minutes 
now  take  20  seconds. 

By  using  IBM  experience  in 
the  bcmking  industry.  Tliai  Farmers 
Bank  reengineered  the  way  its 
branches  process  information, 
improving  customer  service  while 
reducing  employee  overtime. 


What's  more.  Thai  Farmers  Bank 
is  noiv  able  to  devote  three  times 
as  much  space  to  customers  by 
virtually  eliminating  the  '"back 
office" at  each  branch. 

How  can  IBM  consultants 
help  your  business  become 
more  competitive?  Visit  our 
home  page  on  the  Internet  at 
h  Itp:/ 1 w  W  W.  e  u  rope,  ibm .  com  I 
finance/  or  give  us  a  call  at 
I  HOO  IBM -3333,  ext.  HA030. 


Unqueue 


Solutions  for  a  small  planet" 


01 

Finance  ' 


MONEY  MANAGEMENT  

ARIEL'S 

FALL  FROM  GRACE 

John  Rogers  is  trying  to  revive  his  sagging  investment  firm 

For  seven  years,  John  W. 
Rogers  Jr.  enjoyed  strong 
ties  to  Connecticut's  Ti-eas- 
ury  Dept.  His  firm,  Ariel  Capi- 
tal Management  Inc.,  managed 
$82.9  million  in  pension  funds 
for  the  state.  But  last  March, 
when  Rogers  showed  up  for 
an  appointment  with  Christo- 
pher Burnham,  the  new  state 
treasurer,  he  was  fobbed  off  on 
a  couple  of  aides.  Rogers  never 
did  meet  with  Bumham,  and  on 
Aug.  29,  Burnham  fired  him. 

Once  hailed  as  one  of  the  na- 
tion's hottest  money  managers, 
Rogers,  37,  is  beginning  to  look 
like  an  also-ran.  The  soft-spoken 
Princeton  grad  who  at  23 
launched  what  is  today  the 
country's  largest  minority- 
owned  money-management  fimi, 
has  fallen  out  of  favor.  As  sev- 
eral big  investors  pulled  out  TOUGH 
over  the  last  18  months,  assets 
under  management  have  slid  fi'om  $2.1 
billion  in  1994  to  $1.6  billion. 

Rogei's  earned  his  reputation  as  a 
hot  stock-picker  in  the  1980s.  He  even 
weathered  the  1987  market  crash  and 
earned  double-digit  returns  that  year. 
But  his  hand  has  gone  cold  m  the  1990s. 
His  strategy  of  pursuing  stocks  in  out- 
of-favor  sectors  such  as  manufactuiing 
and  consumer  products  at  a  time  when 
technology  and  health  care  have  domi- 
nated the  market  hasn't  helped.  For  the 
five  yeai's  ending  Dec.  31,  the  Ariel 
Growth  Fund,  a  mutual  fund  launched 
in  1986  that  serves  as  the  fu-m's  flagship, 
earned  an  average  annual  total  I'etiuTi  of 
12.9%,  vs.  17.1%  for  the  average  small- 
cap  value  fimd,  according  to  Morning- 
star  Inc.  Says  Rogers:  "This  has  been 
the  toughest  time  of  my  life." 
CONSERVATIVE  ROADBLOCKS.  Some  of 
his  troubles,  though,  can  be  blamed  on 
the  changing  political  climate.  During 
the  late  1980s  and  early  1990s,  minority 
firms  wes'e  welcomed  by  many  state 
and  local  ^rfrvemments  to  manage  pen- 
sion fundi-,  and  other  assets.  But  as  the 
conservative  tide  rises,  firms  such  as 
Ariel  are  getting  less  benefit  of  the 


TIMES:  Rogers  partly  blames  a  new  political  tide 


doubt.  Says  pension  consultant  Budge 
Collins:  'There  is  less  favoritism  to  mi- 
norities than  there  was  in  the  past. 
We're  all  more  performance-oriented." 

The  Connecticut  episode  is  a  case  in 
point.  Under  the  state's  three  previous 
treasurers,  all  of  whom  were  Afi-ican 
American,  Rogers  says  he  had  no  prob- 
lems. But  when  Repubhcans  swept  into 

ARIEL'S  HOT  HAND 
HAS  GONE  COLD 


■87  '88  '89  '90  '91  '92  '93  '94  '95 
L  PERCENT 

♦PRETAX  TOTAL  RETURN,  INCLUDES  APPRECIATION  AND 
REINVESTMENT  OF  CAPITAL  GAINS  AND  DIVIDENDS 
DATA  MORNINGSTAR  INC. 


office  in  1994,  Rogers  says,  the  s 
began  closing  its  doors  to  minor 
owned  firms.  "Dealing  with  mino 
firms  is  not  important"  to  Burnh 
Roger's  claims.  "We  were  just  a  mine 
fir-m  that  the  black  treasiu'er  had  hii 
Burnham  insists  that  performan< 
not  politics — prompted  Ariel's  ftni 
While  Ariel  had  an  "excellent  perf 
mance"  at  first,  Burnham  says  that  i 
firm  failed  to  beat  the  Russell  20' 
index — a  benchmark  for  small-c; 
stocks — in  r'ecent  years.  Ev( 
more,  he  says,  political  favor 
ism  has  long  plagued  Connec 
cut's  pension  fund,  and  inves 
nient  retiuTis  suffered.  Bumha 
cited  campaign  r-ecords  shovrii 
flogers  per'sonally  gave  $1,0( 
to  the  1994  election  committ( 
of  for*mer  Treasurer  Joe  Sug 
who  was  defeated  by  Bur-nhai 
WEALTHY  BLACKS.  Rogers  sa 
the  conservative  sweep  co 
him  a  Los  Angeles  city  accou 
as  well  after  the  1994  electior 
But  he  concedes  that  he  al 
lost  business  with  Detro 
which  went  from  one  bla 
mayor  to  another. 

Rogers  is  now  scramblir 
for  new  clients.  His  plan  ii 
volves  marketing  three  mutu 
funds  managed  by  Ariel  to 
largely  overlooked  marke 
middle-class  and  wealthy  AIt 
can  American  families.  "Blacl 
are  perceived  to  be  consumers  and  n( 
savers  and  investors,"  says  Melloc 
Hobson,  Ariel's  marketing  dlrectoi".  Bi 
she  adds  that  African  Americans'  ii 
comes  ar-e  rising  to  the  point  whei 
more  of  them  are  investing  the 
money. 

Rogers  is  courting  those  investor's  k 
advertising  in  such  publications  as  Blac 
Enterprise  and  lobbying  black-owne 
businesses  to  include  Ariel  funds  in  the 
401(k)  plans.  In  a  move  to  help  divers 
fy  the  firm's  offer'ings,  Rogers  launche 
a  bond  fund  and  hir'ed  an  outside  firm 
manage  it. 

Rogers  hopes  this  action  will  alio 
Ar'iel  to  reclaim  its  glor-y.  "We've  lost 
lot  of  good,  long-term  clients,"  he  1; 
ments,  "and  it's  disappointing  whe 
people  you  thought  had  faith  and  conl 
dence  in  you  call  and  say,  'We're  goin 
to  someone  else.' "  Despite  the  exodu 
Rogers  says,  he  plans  no  changes  i 
his  investment  strategy.  But  if  his  col 
hand  doesn't  war'm  up  pr'etty  sooi] 
he'll  discover  that  black  investors,  li 
white  ones,  are  ultimately  loyal  to  th| 
color  gr'een. 

By  Ron  Stodghill  II  in  Chicag\ 
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ou  Close  your  lapiop.  tou 
lUsh  back  your  seat  and  » 
djust  your  footrest.  A  sip  of 
(ordeaux.  A  taste  of  Brie, 
bu  turn  tlie  sound  up  a 
lotch  and  close  your  eyes. 


Lufthansa 


mm 


siness  triF 
rutai,  aren't  they? 


avel  agent.  Accrue  or  redeem  miles  in  either  Lufthansa  Miles  &  More^ 
operated  by  our  global  partner,  United  Airlines. 


Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

THE  CHEMISTRY  AT 
EASTMAN  CHEMICAL 

Merger  mania  has  yet  to  hit  the 
chemical  industry  in  a  big  way.  But 
that  may  change,  say  some  buyout  in- 
vestors who  have  been  loading  up  on 
Eastman  Chemical  (emn),  a  worldwide 
producer  of  plastics,  chemicals,  and  fi- 
ber products.  These  pros  ai-e  betting  on 
whispers  that  Dow  Chemical  (DOw)  and 
Germany's  Hoechst  are  in  the  market 
for  an  acquisition — and  Eastman  Chem- 
ical is  the  prey. 

Eastman's  stock  doesn't  yet  look  like 

POSITIVE  REACTION 


1995 

$6.78 

EASTMAN  CHEMICAL 
58 !  STOCK  PRICE 

WEEKLY  CLOSE 

ADOLURS 
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the  company  is  in  anyone's  gunsight. 
At  68,  the  Big  Board  stock  is  a  shade 
below  its  September,  1995,  high.  So  far 
this  year  it's  up  about  6  per  share,  or 
9%,  keping  up  with  the  market.  One 
analyst  values  Eastman  at  90  to  100  a 
share  in  a  takeover,  based  on  solid 
earnings  and  a  broad  portfoUo  of  prod- 
ucts. Formerly  a  division  of  Eastman 
Kodak  (EK),  the  company,  headquar- 
tered in  Kingsport,  Tenn.,  was  spun 
off  to  shareholders  on  Dec.  31,  1993,  as 
the  photo  giant  tried  to  rid  itself  of 
businesses  unrelated  to  photography 
and  imaging. 

One  investment  manager  who  has 
been  accumulating  Eastman  shares 
sees  a  "very  natural  strategic  fit  be- 
tween Eastman  and  the  rumored  sui- 
tors." Dow  Chemical,  the  nation's  sec- 
ond-largest chemical  company,  produces 
basic  chemicals  as  well  as  plastics  and 
household,  drug,  and  agiicultural  prod- 
ucts. Dow,  which  continues  to  be 
plagued  by  lawsuit--  over  silicone  breast 
implants  manuj;;c'lured  by  its  50%- 
owned  Dow  Cormng  unit,  is  looking 
for  new  grovd;h  tlirough  acquisitions 
in  its  core  business.  "Eastman  Chemi- 


cal is  one  of  the  companies  Dow  is 
looking  at,"  adds  this  money  manager. 

Hoechst  is  pretty  much  in  the  same 
lines — chemicals,  agiicultural  products, 
and  phannaceuticals,  and  it  has  acquisi- 
tion experience:  In  the  mid-1980s,  it 
acquired  Celanese.  The  $8  billion  or  so 
it  would  take  to  acquire  Eastman 
would  not  be  a  problem  for  either  of 
the  deep-pocketed  giants. 

This  manager  thinks  even  at  90  to 
100  a  share,  Eastman  isn't  expensive 
considering  its  strong  earnings  gi'owth 
plus  "management's  effective  and  pro- 
ductive performance."  He  doesn't  be- 
Ueve  Eastman  is  looking  for  a  buyer 
but  that  an  offer  of  90  to  100  may 
prove  uresistible.  In  1995,  the  company 
earned  $559  million  on  $5  biUion  in 
revenues,  or  $6.78  per  share,  a  67% 
per-share  gain  over  1994.  So  far,  1996 
earnings  forecasts  ai-e  not  much  higher 
than  1995's.  But  in  1997,  analysts  fig- 
lu'e,  earnings  should  show  a  neat  rise 
(chart).  Spokesmen  for  Eastman  and 
Dow  Chemical  declined  comment. 


A  HOT  PUT 
IN  ■■  .STEEL? 

Universal  Stainless  &  Alloy  Products 
(USAP),  which  went  public  in  late 
1994  at  8M,  was  not  one  of  those  initial 
public  offerings  that  doubled  its  fu-st 
day.  But  this  is  stainless  steel,  not  the 
Internet.  Still,  the  stock  gained  some 
ground  and  reached  15  in  July — then 
near-disaster  struck.  A  steel-rolling  ma- 
chine malfunctioned  at  the  company's 
Bridgeville  (Penn.)  minimill,  shutting 
down  operations  for  five  weeks. 

That  episode  might  have  doomed 
many  other  small  companies.  But  under 
President  and  ceo  Clarence  "Mac" 
McAninch,  Universal  recouped  quickly 
and  went  on  to  report  a  56(Z  per-share 
profit  for  all  of  1995  vs.  a  loss  of  62^  a 
share  in  1994.  For  the  new  year,  Scott 
Kalb,  managing  director  at  Smith  Bar- 
ney International  Asset  Management, 
sees  an  even  brighter  picture:  earn- 
ings of  $1.60  a  share.  If  he's  right,  the 
stock  is  a  screaming  buy,  selling  for  a 
scant  8  times  this  year's  earnings.  For 
1997,  Kalb  forecasts  a  huge  $2.10  to 
$2.20  a  share.  So  Kalb  sees  the  stock 
at  12K,  reaching  as  high  as  20  over  the 
next  year. 

Analyst  Harris  Cohen  of  Furman 
Selz,  one  of  the  ipo's  luidei-wi-iters,  says 
management  continues  to  build  a  solid 
customer  base  vrith  its  niche  products. 
Universal  produces  only  semi-finished 


stainless  steel.  He  was  impressed  tha 
during  the  fourth  quarter,  Universj 
signed  up  new  customers  accountin 
for  about  $11  million  in  annualized  re\ 
enues.  For  a  company  with  1995  rev( 
nues  of  $48  million,  that's  a  significar 
gain. 


INSITE'S 
CLEAR  VISION 


At  first  glance,  InSite  Vision  (ins 
looks  like  a  major  flop  for  Morga: 
Stanley  (MS),  which  brought  the  comp; 
ny  public  in  October,  1993,  at  11 
share.  The  stock  has  gone  south  sine 
hitting  a  low  of  VA  on  Nov.  3,  199 
But  in  mid-December,  it  started  t 
head  north,  reaching  IV^  by  mid-Jan' 
ary  on  heavy  trading.  That's  when  th 
company,  which  is  developing  pharm; 
ceuticals  to  treat  glaucoma,  announce 
positive  data  on  clinical  trials  for  two 
its  products. 

The  stock  is  now  at  5'M6,  but  fan] 
think  the  best  is  yet  to  come.  "Th( 
company  is  one  of  the  big  sleepers  i: 
biotech,  and  we  have  raised  our  tw( 
year  target  for  the  stock  to  30 
share,"  says  Michael  Murphy,  editor  o| 
the  California  Technology  Stock  Lette 
Murphy  thinks  InSite  will  take 
step  toward  that 
target  in  the  next  A  BIOTECH 
few  months  for  SLEEPER 
two  reasons:  He 
expects  the  com- 
pany will  file  a 
patent  application 
for  a  gene  it  has 
identified  that 
produces  a  pro- 
tein linked  to 
glaucoma.  This 
gene  appears  to 
protect  cells  and 
may  arrest  the 
development  of 
glaucoma. 

Murphy  says 
the  patent  will  also  cover  a  geneticallj 
based  diagnostic  test  for  the  illness 
He  expects  the  company  vrill  link  u{ 
with  a  strategic  partner,  perhaps  Phai* 
macia  &  Upjohn,  to  market  the  diag 
nostic  product  and  develop  the  gem 
into  a  viable  treatment.  Mui-phy  says 
InSite  and  Upjohn  were  in  serious  ne 
gotiations  for  such  a  partnership  be 
fore,  but  the  talks  were  tabled  wher 
Upjohn  received  the  merger  offer  fron 
Pharmacia.  "This  is  a  huge  deal,"  say; 
Murphy. 
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AG  Communication  Systems 


Th8  ntxt  nstwork  filcitnt- 


Coaing   to   NCTUORLi-^INTEROP  ' 


North   Hall  tlSSO 


P    0   Box  Phx    Az  85072-2171 


(.02/562.7000    Fax  b02/5ft2.7111 


Need  to  print  bar  code  labels? 

Demand 
Datamax. 


Datamax  knows  bar 
code  labeling  better 
than  anyone.  That's  why  Datamax  is  the 
first  choice  of  small  businesses  and  multi-nationals. 

Datamax  has  the  world's  largest  installed  base  of 
thermal  bar  code  label  printers.  The  industry's 
broadest  product  line.  And  the  world's  best  network 
of  resellers  and  systems  integrators  for  worldwide 
service  and  support. 

From  compact,  transportable  printers  to  rugged, 
industrial  workhorses,  we  have  what  you  need  to 
print  perfect  bar  codes.  For  more  information,  call 
Datamax  at  1-612-946-0026  or  fax  1-319-395-9719. 

DATAMAX 

7500  Flying  Cloud  Drive-Suite  655 
Eden  Prairie,  MN  55344 


Manage  Your 


Consulting  Time. 


Introducing  Solo 
Report  Production 
Software. 

Solo "  is  softwaa-  dt'siKned  for 
manafjemenl  consultins  firms. 
With  Solo consulUmls  can 
quickly  and  exsily  create  dicnl- 
rcady  reports  on  iheir  own  — 
withoul  lussles  Work  can  be 
shared  wllh  production  staff  ;ind 
a  firmwlde  repository  of  format- 
ted exiilhlls  lielps  promote 
report  conslsteni'y  and  knowl- 
edge sliaring.  From  hullt-ln  con- 
sulting templates  to  document 
management  controls  to  true 
sloryhoarding,  everything 
needed  to  create  the  perfect 
client  report  right  at  your 
fingertips.  For  the  Macintosh® 
and  Windows*  ')S. 

Contact  Axon  at  2O.V^S7-9701  or  info@axoninc.coni 


Solo 


In  the  business  of 
network  backup, 
you  get  to  the  top 
by  setting  the 
standard. 
And  you  stay  on 
top  by  raising  it. 

That's  precisely  what  Cheyenne  has  done  with 
ARCserve  6  for  NetWare. 

Features  Include: 

Full  NOS  compliance 

Automated  Disaster  Recovery 

Optional  High  Performance  Push  Agents 

Optional  RAID  Fault  Tolerance 

Centralized  Job  Status  Tracking  for  enterprise-wide 

management 

For  a  free  30  day  trial  of  ARCserve  6  for  NetWare, 
call  1-800-317-5227,  Extension  60. 

You'll  see  what  made  us  the  world  leader  in  backup 
for  the  past  five  years-and  how  we  plan  to  stay  on 
top  for  years  to  come. 

World  Wide  Web:  CHFYFKKIF 
http://www.cheyenne.com 


CABLE  READY 


agine  being  able  to  see  all  your  real-time  plant  data 
m  every  source  across  the  conipany-MRP,  MES, 
ADA,  PLCs,  MMIs-all  on  one  screen,  through  one 
iiiliar  interface.  Introducing  PlantTV,  a  powerful  new 
tomation  solution  that  gives  you  live  access  to  the 
ormation  you  need  for  faster,  more  effective  deci- 
Mis  directly  from  your  PC.  Whatever  channel  you 
eel,  PlantTV  displays  your  information  in  tables, 
arts,  bar  graphs,  and  countless  other  ways.  Call  us  at 
0-526-3486  or  fax  617-769-1990  and  get  PlantTV 
your  network. 


Intellut^on 


Make  a 
decision. 


Interse  market  focus"' 

web  analysis  software 
lets  you  make  more 
informed  Internet  ^,9 
business  decisions.  l[ 


For  your  free  A  '^^^ 

evaluation  copy,  web  to     .  '^^  .i.V 

WWW.  i  nt  iii"se. 


or  calUOS  732-0932.       /  »• 


thiiion  is  a  registered  trademark  and  PlantT\' 
111  or  product  names  arc  trademarks  or  rcgisii.  i 


lit  .'I  liiicllution  InL  All  other 
i-    ti  I  hnr  respective  holders 


■  ©  1996  Interse  Corporation.  All  rights  reserved  Interse.  Interse  market  focus,  and  the  Interse  logo 
are  trademarks  of  Interse  Corporation, 


Trouble  using 
files  &  disks  between 
Macs  and  PCs? 

Obviously,  you've  never  let 
a  DataViz  product  do  it  for  you. 

Conversions  Plus^ 
for  Windows 


•  Use  Mac  disks  in  your  Windows  PC  (or  DOS  disks  in  your  Mac) 

•  Easily  convert  files  between  various  Mac  &  PC  Word  Processing, 
Spreadsheet,  Graphics  &  Database  formats  while  maintaining 
formatting  like  bold,  italic,  tables,  etc. 

•  Convert  in  either  direction  between  many  different  programs 

like  WordPerfect  &  Word  or  Lotus  &  MS  Works  ( 1 ,000's  of  combos!) 

Call  DataViz  now  for  more  info! 

800  -  270  -  0030 

DolaViz,  Inc  55  Corporate  Dr ,  Trumbull,  CT  066 11  Tel  (203|  268-0030  Fox  |203|  268-4345 


The  Monitor  that 
Shows  You  the 
iWhole  Enchilada 

The  Pivot  lyoo  has  other  17"  color  monitors  beat  from 
p         •    top  to  bottom.  It  pivots  from  horizontal  to  vertical  mode 
r  Ul  II  all  (Q  gjyg     ( |.| g  (^iiggf,  shaFpest  display  you  can  get.  Taller, 
even,  than  a  21"monitor!  And  much  more  affordable. 

'  So  now  you  can  read  a 
full  8.5"x  11  "page  without 
scwlling. 

Call  us  today  or,  if 
you  prefer,  e-mail  us  at 
pdlcalifc  aol.com  for  the 
whole  storv 


800-858-7744  Ext  33 


http://w\vw.port  rait.com 
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On-Screen  Configuration 
and  Activity  Reporting 
lets  you  view  current 
data  on  direct  system 
connections. 


Name  servers  anything 
you  want,  for  a  more 
mtuitive  sense  of  wliat's 
liappening  wliere. 


Select  from  8  or  more 
systems  instantly  on-screen.l 

Introducuig  tlie  Jirst  and  only  screen-hased  concentrator  switch  — \ 
Oiitl.ook  \  fro/n  Apfx  PC  Snintioiii.  Inc.  OutLook  gives  you 
instant  visual  feedback  on  attach© 
^  g     systems  without  the  need  to  look 

boxes,  buttons,  or  bUnking  Ughts 
OutLook's  menu-driven  commani 
take  you  wherever  you  want  to  go 
in  terms  that  make  sense  to  you,  not  someone  else's 
pre-defined  numbers.  See  for  yourself 
Call  Apex  today  at  1-800-861-5858 
or  (206)  402-9393.  icch,u,i,..y 


a 

The  actual 
switch  is  just  1-3/4" 
high,  so  it  con  be  neatly 
tucked  away  out  of  sight. 


20031  M2nd  Ave.  NE  •  Woodinville,  WA  98072  •  (206)  402-9393  APE)^! 

Fox:(?06)  402-9494  •  e-mail  address:  infc'a'pcsol.com 


Protect  Your  Business 
onlhe  Internet. 


With  Morninj  Stjr^Ll|iMc<>nne<t' 


family  of  routers  and  UNIX  software  your  business  can  tap  into  the 
vast  resources  of  the  Internet  with  ease  and  security. 

Our  products  give  you  maximum  interoperability  and  Internet  ^ 
connectivity  and  create  a  perimeter  firewall  to  protect  you  from 
unwanted  mtruders  and  hackers. 

Morning  Star's  state-of-the-art  encryption  lets  your  data  trovel 
over  the  Internet  as  though  you  were  on  your  own  private  network. 

Protect  your  Internet  communications  —  and  your  business  — 
with  Morning  Star's  SecureConnect '. 

lyiorning  Star  Technologies 


3518  Rrverside  Drive  • 
Salesi^MorningStar.Com 


Columbui,  OH  USA  43221-1754  . 
'  http://WWW.MormngStar.Coiii/ 


(614)  45t  - 1883       (800)  558-7827      Fax:  (614)  459-5054 


LOGY 


AG  Communication  Systems— 602-582-7000 
Apex— 800-881-5858 
Axon— 203-357-0701 

Cheyenne  Software— 800-317-5227  Ext.  60 
Datamax— 612-846-0026 
DataViz— 800-270-0030 
Interse  Corporation — 408-732-0832 
Intellution— 800-526-3486 
Micom— 800-642-6687  Ext.  6600 
Morning  Star  Teclinologies— 800-558-7827 
Portrait  Display  Labs— 800-858-7744  Ext.  33 
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June  24  Annual  Report  on  Information 

Technology 

September  28  Internet/Electronic  Commerce 

November  2S  Small  Business  Technology 

Call  (800)  217-3071  for  advertising  intorination 
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IDIDATES 


OR  STEVE.  THEY 
ISS  AND  MAKE  UP 

irreling  supply  siders  unite  behind  his  Presidential  bid 


Vhen  Bear  Stearns  Chairman 
Alan  "Ace"  Greenberg  threw 
a  fund-raising  dinner  for  gop 
Presidential  candidate  Steve 
)es  at  the  Waldorf-Astoria  Hotel 
December,  the  guest  list  read  like  a 
s  who  of  supply-  side  economics.  No 
rise  there:  Forbes  is  running  as  the 
ler  of  the  Reaganite  flame  of  tax 
sound  money,  and  optimism.  More 
king  was  the  fact  that  the 
ily  side's  warring  clans  set 
3  their  feuds  to  gather  on 
)es's  behalf.  "Wanniski  and 
er  in  the  same  room — that's 
ething  I  haven't  seen  in 
s,"  says  Cato  Institute  econ- 
5t  Stephen  Moore.  "They 
;  stand  each  oth 


A  former  editorial  writer  for  The  Wall 
Street  Journal,  Wanniski  now  nms  Poly- 
conomics  Inc.,  a  Monistown  (N.J.)  com- 
pany that  monitors  political  and  eco- 
nomic trends  for  money  managers. 
"Steve  has  a  cast  of  characters  he  looks 
to  for  primary,  fundamental 
advice  on  public  pohcy,  and 
I'm  one  of  those  charac- 
ters," he  says.  Wanniski 


Forbes's  Economic 
Brain  Trust 


)ut  they're  rally- 
behind  Forbes." 
Tiat's  pulling  su[> 
aiders  together  is 
ai-ed  hope  of  see- 
a  disciple  in  the 
te  House.  For  20 
•s,  as  a  reporter 
editor-in-chief  of 
family-owned  magazine, 
Des  diligently  studied  tax-cut- 
gospel  and  libertaiian  social 
d  with  such  apostles  as  wiit- 
ude  T.  Wanniski  and  econo- 
;  Arthiu-  B.  Laffer  Although 
17%  flat-tax  proposal  lost 
m  in  Iowa,  Forbes  hopes  to 
e  at  the  top  of  the  gop  pack 
ax-phobic  New  Hampshu'e's 
.  20  primary. 

OT  OF  INK.  So  far,  Forbes 
been  ninning  on  the  intellec- 


T  GRACE-MARIE  ARNETT 

Recently  joined  the  Forbes  cam- 
paign as  policy  director.  A  health- 
care consultant,  she 
served  as  staff  director  for 
the  GOP's  Kemp  Commis- 
sion on  tax  reform. 

LAWRENCE  KUDLOW  Former  Reagan 
Administration  0MB  official  and  Bear 
Stearns  economist.  He  worked  with  Forbes 
on  the  campaign  of  Governor  Christine  Todd 
Whitman  (R-N.J.).  Now  a  consultant  with 
Laffer,  Canto  &  Associates. 

ARTHUR  LAFFER  ►  Famous  for  invent- 
ing supply  side's  "Laffer  Curve,"  which 
predicts  higher  tax  revenues  from  lower 
tax  rates.  Runs  his  economic  consulting 
firm  in  La  Jolla,  Calif. 

ALAN  REYNOLDS  Former  associate  of 
supply-side  advocate  Jude  Wanniski, 
Reynolds  is  now  with  the  Hudson  Insti- 
tute. He  served  as  Kemp  Commission 
research  director.  Trying  to  line  up  academic  econo- 


pushed  Forbes  to  enter  the  race  after 
former  supply-side  hero  Jack  Kemp  an- 
nounced in  early  1995  that  he  would 
pass  up  a  Presidential  bid. 

Most  supply  siders,  dismissive  of  tra- 
ditional economics,  prefer  to  describe 
themselves  as  "political  economists." 
Wanniski,  who  has  no  foiTnal  economic 
training,  even  claims  that  Lyndon  H. 
LaRouche  Jr.,  the  four-time  Presiden- 
tial candidate  who  was  convicted  of  mail 
fraud  in  1988,  is  a  member  of  the  sup- 
ply-side camp.  LaRouche — who  charged 
that  Queen  Elizabeth  II  heads  a  world- 
wide drug-trafficking  network  and  that 
Hemy  Kissinger  was  a  Soviet  agent — is 
"a  gold-standard  guy,"  Wanniski  ex- 
plains. His  firm  has  hired  several  of 
LaRouche's  followers  because  "they're 
not  ti'ained  in  demand-model  econom- 
ics." Little  wonder 
that  some  Forbes 
aides  try  to  disovra 
Wanniski:  "Jude  is 
full  of  ideas,  and 
about  one  in  five  is 
worth  listening  to," 
sniffs  one  adviser. 

Another  member 
of  the  Forbes  brain 
trust,   though  less 
visible,  is  Lawrence 
Kudlow,  a  Reagan 
Administration  bud- 
get    official  and 
Forbes  chum.  Kud- 
low and  Forbes  fashioned  the 
tax-cut  platfoiTn  that  carried  Re- 
publican Christine  Todd  Whit- 
man to  an  upset  victory  in  the 
1993  New  Jersey  gubernatorial 
race.  Kudlow,  who  later  lost  his 
job  as  chief  economist  at  Bear 
Stearns  Cos.,  forged  a 
close  bond  with  Forbes 
last  summer,  when  the 
publisher  gave  him  emo- 
tional support  during  his 
treatment  for  cocaine 
addiction. 

Kudlow  now  works 
for   Laffer's   La  Jolla 
(Calif.)  consulting  firm. 
He  cautioned  Forbes  last  spring 
about  the  media  scrutiny  and 


capital  he  has  accumulated,     rnists  to  support  the  f|at  tax^   pressm-e  that  a  campaign  would 


as  his  Presidential  campaign 
ures,  the  consultants  and 
lomists  who  tutored  him  are 
ning  an  economic  brain  tinst 
aroaden  his  agenda  beyond 
flat  tax,  a  return  to  the  gold 
idard,  and  disdain  for  balanc- 
the  budget. 

)f  all  Forbes's  advisers,  Wan- 
ci  has  gotten  the  most  ink. 


JUDE  WANNISKI  Former  Wall  Street  Journal  e6\- 
torialist  and  tax-cut  booster.  He 
helped  persuade  Forbes  to  run 
for  President.  Head  of  Polyco- 
nomics  Inc.,  a  political  and 
economic  consulting  firm  in 
New  Jersey. 

DATA:  BUSINESS  WEEK 


bring  to  bear  on  his  family  and 
business  interests.  While  Forbes 
was  deliberating,  he  and  Kud- 
low visited  gop  Presidential  can- 
didate Senator  Phil  Gramm  (R.- 
Tex.) in  his  Senate  office  to  see 
if  the  Texan  would  carry  the 
flat-tax  banner.  Friends  of 
Forbes  say  that  Gramm's 
lengthy  monologue,  which  gave 
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Buy  recycled.  It  would  mean  tlie  world  to  them. 

Tlianks  to  you,  all  sorts  of  everyday  products  are  keing  made  from  materials 
you've  recycled.  But  to  keep  recycling  working,  you  need  to  buy  tKose  products. 
For  a  free  trockure,  write  Buy  Recycled,  Environmental  Defense  Fund,  257 
Park  Avenue  Soutk,  New  York,  NY  10010,  or  call  1 -800-CALL-EDF. 
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only  a  curt  nod  to  Forbes's  conceri 
convinced  the  publisher  that  he  wot 
have  to  run  if  he  wanted  supply-si 
ideas  to  be  aired.  In  January,  Grarr 
belatedly  came  out  with  his  own  1( 
flat-tax  plan  and  bashed  Forbes's  pi 
posal  to  eliminate  mortgage-intere 
and  charitable-gift  deductions. 

Forbes  aides  point  to  three  oth 
steady  soui'ces  of  ideas.  Laffer,  the  C: 
fornia  economist  whose  "Laffer  Curv 
helped  persuade  Reagan  in  the  eai 
1980s  that  slashing  tax  rates  would  ad 
ally  lift  tax  revenues,  advises  Forbes 
taxes  and  the  dollar-.  The  campaign  t 
to  Alan  Fieynolds,  chief  economist  at 
Hudson  Institute,  to  field  questions 
taxes.  Reynolds  sensed  as  research 
toi'  for  the  cop's  tax-reform  commissii 
chaired  by  Kemp,  which  called  for  a 
neric  version  of  Forbes's  17%  plan.  Fli 
tax  gura  Alvin  Rabushka  of  the  Hoo' 
Institution  is  another  idea  maven. 

The  job  of  coordinating  Forbes's  pi 
icy  stances  falls  to  Grace-Marie  Arnet 
who  joined  the  campaign  on  Feb.  8  aft 
a  stint  as  staff  director  of  the  Ke: 
Commission.  Amett  is  a  health-care  co 
sultant  who  shares  Forbes's  enthusiai 
for  medical  savings  accounts,  emplo; 
er-sponsored  funds  that  let  workei 
keep  any  money  they  don't  spend 
basic  medical  bills.  (Forbes  set  up  msj 
for  his  own  employees  in  1992.) 
THE  YACHT  CLUB?  The  candidate's  ow 
wi'itings,  laid  out  over  the  years  in 
Fact  &  Comment  column  in  Forbe, 
clearly  put  him  in  the  camp  of  frinj 
supply  siders  who  believe  that  deficij 
don't  matter.  Tliat  could  he  a  public-re)^ 
tions  problem  if  a  strong  showing  in  Ni 
Hampsliire  lifts  the  multimiUionaii-e's 
didacy  out  of  the  novelty  stage.  Suppl 
siders  "are  not  members  in  good  stano 
ing  of  the  economic  ft-aternity,"  chucl 
les  a  Clinton  Administration  economist 

GOP  rivals  are  eager  to  seize  o 
Foi'bes's  unusual  crew  of  brain-trustei 
to  paint  him  as  an  economic  extremis 
willing  to  sell  out  the  middle  class.  Sei 
ate  Majority  Leader  Bob  Dole  (R-Kan, 
the  (JOP  fi'ont-runner,  raises  feai's  abou 
Forbes's  scheme  to  partially  privatiz 
Social  Security,  while  neopopulist  con 
mentator  Patrick  J.  Buchanan  accuse 
Forbes  of  drafting  his  flat  tax  "for  th 
boys  down  at  the  yacht  basin." 

True,  blue-sky  economic  optimis^ 
and  faith  in  the  healing  power  of  tai 
cuts  have  taken  a  beating  since  th 
Gipper  rode  into  the  sunset.  But  SteV 
Forbes,  with  his  open  checkbook  ani 
gang  of  fellow  true  believers,  is  bet 
ting  that  the  supply-side  sequel  ha 
box-office  appeal  in  1996. 

By  Mike  McNamee  in  Washingtm 
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The  TI  Extensa  560CDT.  At  Its  Price, 
The  Only  Thing  This  Multimedia 

DWERHOUSE  DOESN't  HaVE  IS  COMPETITION. 


B  RAiM, 
raclt-aWc  to  40MB 


START 
DOING 

Exnuomiiuiiv 
IS 


Sure,  you  might  hnd  other  portable  multimedia  machines  priced  like  the  new 
TI  Extensa  '  560CDT,  but  they  probably  won  't  have  Pentium  '^  processors.  And  if  they 
do,  they're  not  likely  to  have  a  built-in  Quad-Speed  CD-ROM.  But  that's 
)ust  part  of  the  TI  Extensa  560CDT's  superiority.  For  better  high-speed  video 
and  optimal  performance  for  CD-ROM  applications,  the  TI  Extensa 
560CDT  uses  the  same  PCI  circuitry  lound  in  most  desktop  computers. 

There  is  also  the  extra  convenience  and  versatility  of  the  removable 
CD-ROM  drive  which  allows  you  to  use  an  internal  floppy  drive,  or  to 
support  a  lithium  ion  battery  for  longer  performance.  And  with  a  serial  inlrared  port, 
the  TI  Extensa  560CDT  can  print  or  share  files,  wirelessly.  To  hnd  all  the  capabilities 
of  the  new  Texas  Instruments  Extensa  560CDT  at  its  price  is  extraordinary. 

To  get  these  capabilities  working  lor  you 
or  to  find  out  about  our  other  models,  call 

1-800-TI-TEXAS.  E-mail:  2ti@msg.ti.com     j  -   

Internet:  http://www.ti.com  I  r\.lJlN4EN  1  S 


Texas 


Extensa  and  "Start  Doing  Extraordinary  Things"  are  trademarks  of  Texas  Instruments.  Pentium  and  the  Intel  Inside  logo  are  regis- 
tered trademarks  of  Intel  Corp.  .Micrnsolt.  Windnu  v  and  the  Windows  logo  arc  registered  trademarks  of  Microsoft  Corp.  ©  1996  TI. 
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AUTOS 


JAPAN  TURNS 
A  CORNER 

Carmakers  come  on  strong  around  the  globe 


Last  spiking,  the  mood  at  Nissan  was 
dismal:  Like  all  of  Japan's  auto 
makers,  the  company  was  suffer- 
ing fi-om  a  rising  yen,  falling  sales, 
and  a  looming  trade  war  with  the  U.  S. 
Breaking  a  long-standing  taboo,  Nissan 
Motor  Co.  shuttered  its  Zama  assembly 
plant  neai-  Tokyo.  To  cut  payrolls,  Nissan 
dropped  the  minimum  age  for  "retire- 
ment" buyouts  to  30,  and  some  1,600  em- 
ployees took  the  offer.  "We  experienced 
heaven  and  hell  in  only  three  years," 
sighs  Tadao  Takei,  a  Nissan  executive 
vice-president. 

Now,  however,  Nissan  is  emerging 
fi"om  the  depths.  The  yen  has  softened 
dramatically,  and  the  Japanese  economy 
is  growing  again.  The  auto  trade  war 
has  faded  away,  and  Nissan  expects  to 
show  a  profit  this  fiscal  yeai;  after  three 
years  in  the  red.  "The  recovery  we  ex- 
pected in  1995  will  actually  happen  in 
1996,"  says  a  relaxed  Pi'esident  Yosliifumi 
Tsuji.  As  usual,  the  supei-ficial  calm  con- 
ceals the  real  feeling.  Nissan  executives, 
one  analyst  says,  "are  really  excited"  by 
their  profit  rebound. 
READY,  SET...  All  of  Japan's  auto  indus- 
try, in  fact,  is  set  to  surge  back  after 
the  rough  lide  of  the  early  '90s.  From 
the  yeai-s  of  pain  and  retrenchment,  Toy- 
ota, Nissan,  Mitsubishi  Motor-s,  and  Hon- 
da ar-e  emer-ging  as  a  globally  competitive 
Big  Four.  Although  survival  mergers 
wer-e  vndely  pr-edicted,  not  one  of  Japan's 
11  vehicle  manufacturers  has  gone  bank- 


r'upt  or  been  taken 
over.  Instead,  the 
second-tier  players 
are  hanging  on 
by  allying  them- 
selves more  deep- 
ly  with  bigger 
players  or  by  fo- 
cusing on  narrower 
mar'ket  segments.  A  still-tix)u- 
bled  Mazda  Motor-  Corp.,  for 
example,  is  narrowing  its  pr*od- 
uct  range  to  survive,  per-haps  un- 
der Ford  Motor  Co.'s  wing. 

The  winners  will  be  impressive 
competitors.  They've  succeeded  at  cut- 
ting payroll  fat  through  attrition  and 
buyouts,  leaving  muscle  largely  un- 
touched. New  leaders  and  ideas  have 
invigor'ated  management's  top  r-anks. 
Design  is  faster  and  mor-e  cr-eative,  and 
manufacturing  is  mor-e  efficient  than 
ever.  If  the  yen  averages  105  to  the 
dollar  this  year;  that  could  double  the  in- 
dustry's pretax  income,  to  $8.5  billion. 
Revitalized  profits  will  help  the  Japan- 
ese hold  the  line  on  prices  worldwide 
and  in  some  cases  cut  them. 

New  pr'oducts  with  attractive  pricing 
are  at  the  core  of  Japan's  strategy.  In 
the  U.  S.,  the  Japanese  will  push  deeper 
into  such  longtime  Detr'oit  sanctuaries 
as  minivans,  spor-t-utility  vehicles,  and 
full-size  pickup  trucks.  Toyota  Motor 
Cor-p.  is  r-olling  out  its  RAV4  mini-sport- 
utility  vehicle  this  month,  starting  at 
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about  $15,000,  to  com 
pete  with  the  Geo  Tr-ack- 
er  and  Kia  Sportage.  A  re- 
design of  the  popular  Camry  is 
expected  to  hit  U.  S.  showi-ooms  tliis  £  * 
with  a  price  cut  of  about  $1,500  from  t 
prior  model's  base  of  $17,000.  Toyot 
full-size  TlOO  pickup,  priced  arou 
$14,400,  meanwhile,  will  issue  from  a  ntf' 
Indiana  factory  in  1998, 

In  luxury  models,  where  sales  hal'sMy 
been  soft,  Nissan  will  offer  a  more 
gr-essively  priced  Infiniti  Q45  later  tl 
year,  grinding  down  development  cos 
by  r'ecycling  its  popular  Cima  model  frc  *  >.t' 
Japan.  It  will  come  in  well  below  toda; 

nil!!'!. 


How  Japanese  Auto  Makers  Have  Transformed  Their  Global  Positions 

PRODUCTION  IN  ...AND  EXPORTS  ..JUT  OVERSEAS 

JAPAN  HAS  FALLEN...  ARE  SLIDING...  PRODUCTION  IS  SOARING 
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$53,500  mode] 
Meanwhile,  Honda  Mo- 
tor Coip.'s  new  $12,400  Civic 
sedan,  launched  last  fall  with  a  1% 
;e  increase,  is  ab'eady  America's  best- 
ing small  car,  ahead  of  Genei-al  Motors 
"p.'s  Saturn  and  Ford's  Escort, 
rhe  Japanese  push  is  global  in  scale, 
lan's  carmakei's  are  now  multinationals, 
simply  exporters.  The  new  cars  in- 
asingly  ai"e  assembled  in  North  Amer- 
Europe,  and  Asia  and  designed  for  lo- 
tastes.  Mitsubishi  has  just  beg-un 
embhng  the  Carisma  sedan,  with  a 
ce  tag  of  about  $20,000,  in  the  Nether- 
ds.  In  Asia,  Toyota  is  tailoring  more 
)ducts  specifically  for  emerging  mar- 
:s,  such  as  its  wildly  successful  Kijiang 
)rt  utility  in  Indonesia.  Japanese  mak- 
i  have  about  90%  of  the  booming 
utheast  Asian  market,  a  base  that 
(kes  them  more  power-ftil  globally. 
AN  AND  MEAN.  In  short,  Japan  is 
out  to  offer  U.  S.  makers  a  new  level 
competition  in  all  theii"  important  mal- 
ts. Detroit  has  begun  complaining  that 
e  yen's  softening,  from  about  80  to 
e  dollar  to  about  105 — some  30% — is 
ting  the  playing  field.  "We  think  it's 
rting  us  because  it  gives  the  Japanese 
opportunity  to  take  more  profits  or 
duce  prices,"  said  David  N.  McCam- 


mon,  Ford's  treasurer.  Already  facing 
price  resistance,  Ford  in  early  Febru- 
ary began  offering  cheaper  versions  of 
its  newly  redesigned  Taurus. 

Japan  is  doing  more  than  merely  tak- 
ing advantage  of  cuiTency  swings,  how- 
ever. Carmakers  have  taken  countless 
incremental  steps  to  transform  them- 
selves. The  Japanese  models  appearing 
now  are  the  first  to  benefit  fr-om  years  of 
effort  to  strip  out  unnecessaiy  parts  and 
costs.  The  process,  called  "lean  design," 
will  increasingly  allow  Japan  to  hold 
prices  flat  or  reduce  them.  Moreover, 
Japan's  companies  have  continued 
to  make  strides  in  speeding  up 
and  impi'oving  their  manu- 
facturing cycles.  "The 
Japanese  have  al- 
ready shown  signs 
of  I'ecoveiy,  and  it 
will  escalate  dui'- 
ing  the  balance  of 
the  decade,"  fig- 
ui'es  Christopher 
W.  Cedergi-en,  se- 
nior vice-president 
at  AutoPacific  Inc. 
"We  haven't  seen  the 
Japanese  fully  launch  new  prod- 
ucts on  their-  new  lower-cost  base." 

Aside  fi'om  driving  down  costs,  global 
manufactiuing  bases  increasingly  will  in- 
sulate the  Japanese  fi'om  cuirency  swings 
and  dissipate  the  threats  of  trade  sanc- 
tions. Last  yeai;  Japan's  offshore  produc- 
tion surpassed  exports 
for  the  fii'st  time  (chait, 
page  108).  If  Toyota 
achieves  its  target  of 
assembling  in  North 
America  92%  of  the  ve- 
hicles it  sells  there,  the 
threat  of  tariffs  from 
Washington  will  ring 
hollow. 

In  this  third  wave  of 
Japanese  auto  competi- 
tion, there  are  impor- 
tant differences  from 
the  past.  Unlike  in  the  1970s,  when  their 
fuel-efficient  cars  stormed  in,  or  the 
1980s,  when  they  moved  into  lai'ger  car's, 
the  Japanese  are  not  reaching  for  big 
gains  in  market  shai'e.  Now  holding 
22.9%  of  the  matui-e  U.  S.  mai'ket,  the 
most  bullish  assessment  at  the  moment  is 
that  Japan  will  gain  a  point  or  two  in 
over'all  shar-e,  partly  because  of  the  new 
offerings  in  sport  utilities,  vans,  and  pick- 
up trucks.  "We're  saying:  'Just  keep  our 
market  shar-e,' "  comments  Motoo  Suzuki, 
executive  vice-president  at  Mitsubishi 
Motors.  "It's  that  kind  of  era."  For-  now, 
Japan's  emphasis  will  be  on  profitability. 
The  home  majrket  is  also  different  than 


PROFITS  ARE 
REBOUNDING 
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before.  The  days  when  Japanese  con- 
simier-s  would  pay  anything  for  their-  cars 
are  long  gone.  U.  S.  and  Eui-opean  rivals 
ai'e  attacking  the  Japanese  mai-ket,  mak- 
ing modest  gains.  But  a  loosening  grip  on 
their-  domestic  mar-ket  is  a  price  Japanese 
auto  maker-s  are  willing  to  pay  to  miti- 
gate trade  friction,  and  the  pain  is  soft- 
ened by  the  fact  that  a  quarter  of  last 
year's  380,000  imports  by  Tokyo  came 
fi'om  Japanese  plants  abroad.  Honda  and 
Toyota  have  emerged  as  the  largest  ex- 
porters of  North  American  car-s,  about 
half  of  which  are  heatled  for  Japan.  Tliese 
"reverse  imports"  nan-ow  trade  deficits 
as  measui-ed  by  gover-nments  while  al- 
lowing the  manufactiu-er-s  to  continue  ex- 
panding globally. 

FUN  FARE.  Clearly,  the  Japanese  carmak- 
ers will  retain  huge  advantages  in  their 
home  mai-ket.  That's  paitly  because  they 
ar-e  ahead  of  foreign  rivals  in  responding 
to  newly  finicky  Japanese  consumers, 
who  now  want  unique  niche  models.  Re- 
flecting a  boom  in  lifestyle  products,  con- 
simiers  ai-e  demanding  fim  cars,  such  as 
Mazda's  Bongo  Friendee,  which  has  a 
pop-up  tent  top  for  extra  sleeping  space 
on  camping  trips.  Just  as  Americans 
changed  yeai-s  ago,  Japanese  customers 
have  moved  away  from  plain-vanilla 
sedans  to  "recreational  vehicles,"  a  cate- 
goi-y  that  in  Japan  includes  station  wag- 
ons, vans,  and  sport  utilities.  That  be- 
gan a  wave  of  new  designs. 

Mitsubishi  scor-ed  fli-st  with  its  Pajer-o 
sport  utility  in  1991. 
Some  thought  it  a  pass- 
ing fad.  Pajei-o  and  Toy- 
ota's Land  Cmiser  had 
been  around  for  years 
without  big  sales.  But 
today,  r-ecr-eational  vehi- 
cles account  for-  an  in- 
credible one-thir-d  of 
Japan's  market,  and  all 
the  malvei-s  have  scram- 
bled to  r-edesign  old 
models  and  design  new 
ones.  Toyota  came  out 
with  a  remodeled  4Runner,  as  well  as 
the  RAV4  and  Previa  minivan.  Honda 
built  the  Odyssey  minivan  and  the  CR-v 
spoit-utility  vehicle. 

None  of  these  has  yet  pr-oduced  a  liit 
in  the  U.  S.,  but  they  are  helping  hone 
Japanese  mai'keting  skills.  Toyota  is  pre- 
dicting sales  of  40,000  to  80,000  of  the 
RAV4.  But  it  will  be  a  test  to  see 
whether  the  small,  imdei-powered  vehi- 
cles meet  U.  S.  tastes. 

Honda's  Odyssey  is  another  experi- 
ment. In  1990,  Honda  set  out  to  cr-eate  a 
new  "Chrysler-type"  minivan  from 
scr-atch.  It  brought  Yasuaki  Asaki  fi-om 
its  Formula  One  race  team  in  London 
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RikI  user  sees  voiii'  ads  in 
hiisiiK'ss  hooks,  comitutcr'  hooks, 
even  on  I  V. 


He  finallv  calls  his  reseller 
to  order  voiir  system. 
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back  to  Japan  to  design  a  3-liter  V-6 
engine.  But  a  year  into  development, 
the  Japanese  economy  tanked,  so  Honda 
had  to  make  do  with  the  Accord's  en- 
gine. Asaki  fiddled  to  boost  the  horse- 
power from  135  to  145  and  increase  the 
torcjue.  Although  not  as  good  as  a  new- 
ly designed  engine,  the  switch  allowed 
Honda  to  get  its  minivan  in  the  show- 
room quickly — and  at  a  lower  develop- 
ment cost. 

Overall,  once  Japanese  engineers  fo- 
cused on  costs,  they  quickly  learned  to 
improve  perfomnance  while  using  cheap- 
er, simpler  parts  that  could  be  shared 
among  models  and  fit  into  existing  Lines. 
The  trick  is  cutting  without  completely 
"decontenting."  Toyota  execs  learned  a 
tough  lesson  when  their  remodeled  1995 
Corolla  bombed  in  Japan.  Honda  did  bet- 
ter with  its  latest  Civic,  but  some  obvious 
features  such  as  the  cassette  player  and 
ashtray  are  gone  nonetheless.  "They're 
trying  to  reduce  costs,  but  it's  hai'd  to 
squeeze  blood  from  a  timiip,"  says  David 
Cole,  dii-ector  of  the  Office  for  the  Study 
of  Automotive  Transportation  at  the  Uni- 
versity of  Michigan.  "The  risk  is  that 
you  cut  back  on  the  value  the  customer 
is  looking  for"  The  models  rolling  into 
world  markets  now  seem  to  show  a  bet- 
ter balance  between  design  and  cost. 
BROAD  BASE.  New  management  blood 
is  also  quickening  Japan's  comeback. 
The  most  notable  example:  Toyota's 
new  president,  Hiroshi 
Okuda,  who  was  pulled 
from  his  post  as  vice-pres- 
ident for  finance  to  ener- 
gize Toyota's  bureaucracy 
vdth  his  bolder,  decisive 
style.  "He  has  been  mak- 
ing decisions  quickly  and 
set  us  really  challenging 
targets,"  says  Managing 
Director  Fujio  Cho. 

Japan's  companies  also 
are  starting  to  reshape  jmpQ  yVAVE 
middle  management  with   

incentives  stressing  merit.  In  the  mature  U.  S.  market,  where  Honda's 

Honda,  which  has  a  large   »        j  ■  it  i 

proportion  of  workers  Accord  IS  popular,  Japanese  carmakers  are 
aged  45  to  55,  is  phasing  focusing  ou  profits  rather  than  market  share 

in  a  new  system  over 


GLOBAL  PUSH 

The  Japanese  are 
tailoring  models 
local  markets.  Th 
Carisma  (left),  bj 
Mitsubishi,  is  aiir 
at  Europe;  Toyota 
Kijiang  sport  utili 
at  Indonesia 


three  years.  Last  year,  roughly  15%  of 
employees  got  higher-than-expected 
bonuses,  and  15%  got  less.  From  1997, 
managers  at  each  level  will  have  a  fixed 
tenui'e,  after  which  it's  up,  out,  or  down 
to  pail -time.  None  of  these  moves  is 
revolutionary  by  U.S.  standards,  but 
the  results  will  improve  management 
over  time. 

Ai'e  U.S.  auto  makers  ready  for  a  new 
era  of  st;iffer  Japanese  competition?  In 
many  stU'^es,  yes.  For  years,  Big  Three 


executives  have  been  repeating  the 
mantra:  "Don't  count  the  Japanese  out." 
Detroit  possesses  heftier  wai'  chests  than 
in  previous  battles,  and  Cluysler  in  pai'- 
ticular  has  done  well  in  stripping  out 
costs.  At  a  minimum,  the  breathing  peri- 
od these  manufacturers  have  enjoyed  be- 
cause of  the  superyen  is  ending.  That 
comes  at  a  time  of  softness  in  sales  and 
will  clearly  put  pressure  on  profits. 

The  gi'eater  risk,  however,  is  that  De- 
troit hasn't  quite  grasped  the  incremental 


natiu'e  of  what  its  Japanese  rivals  h 
achieved  nor  understood  Japan's  r 
global  reach.  Japan's  Big  Four  will 
challenging  from  a  much  broader  t 
tliis  time,  offering  a  complete  family 
products.  Deeply  rooted  in  the  IJ 
heartland  with  their  manufactur 
operations,  they  also  will  be  able  to 
political  protection  in  Washington, 
they  will  be  taking  advantage  of  tl 
ability  to  react  more  quickly  to  chan| 
markets.  Toyota,  for  example 
driven  down  its  development  time  tc 
months  for  some  models. 

In  a  sense,  the  Japanese  auto  mak 
have  come  of  age.  The  bold  gi'abs 
market  share  that  teiToiized  Detroi 
the  past  are  giving  way  to  a  quest 
profits  instead.  Problems  from  too  m 
manufactuiing  capacity  at  home  and 
white-collai-  productivity  will  continut 
dog  the  Japanese.  But  with  earnings 
the  rise,  they  'A-ill  have  time  and  mo; 
to  solve  those  problems.  As  the  Japan 
cannakei-s  rev  up  ai'oimd  the  world,  t 
ai-e  seeming  their  positions  in  the  n 
round  of  the  global  auto  shakeout. 

By  Edith  Updike  in  Tokyo,  with  L 
ry  Amistrong  in  Los  Angeles,  Kathl 
Kerurin  and  Keith  Naughton  in  Deb 
and  David  Woodnijf  in  Bonn 
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In  countries  where 
people  can't  expect 
to  see  forty, 
at  least  they 

can  expect  to  see. 


s 
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In  today's  enlightened  world,  it 
may  come  as  a  siir]>rise  that  between 
41  ajid  52  million  people  are  blind 
or  visually  impaired.  As  many  as 
90%  live  in  developing  third-world 
countries.  And  approximately  80% 
of  that  blindness  is  preventable. 

Surgical  Eye  Expeditions  (S.E.E.) 
puts  together  teams  of  trained 
ophthalmologists  and  assistants 


who  lly  around  the  world  to  perform 
free,  sight-restoring  surgery.  As 
many  as  100  people  can  see  again 
during  a  tv']:)ical  two-day  ex^^edition. 

But  not  without  you. 

While  S.E.E.  ophthalmologists  pay 
all  their  travel  exi^enses,  your 
donations  pay  for  critical  surgical 
supplies. 

"With  your  help,  there  is  hoj^e  in  sight. 


S .   E .   E .  International 


Call  1-800-20-TO-SEE  for  more  information. 


WHAT  DOES  IT  TAKE 
TO  HATCH  A  SUCCESS? 


A  NEST  EGG 


The  Annual  Los  Angeles  Technology  Venture  Forum  (LATVF),  a  program  of 
the  Economic  Development  Corporation  of  Los  Angeles  County  (LAEDC),  Los 
Angeles  Regional  Technology  Alliance  (LARTA),  and  the  Southland  Venture 
Alliance  (SVA),  is  designed  to  assist  early  to  mid-stage,  technology-based 
companies  secure  venture  capital  and  alternative  forms  of  financing. 
Don't  miss  this  opportunity  to  preview  the  region's  hottest  technologies!  For 
more  information,  write  or  call  the  Economic  Development  Corporation  at: 
515  So.  Flower  Street,  32nd  Floor,  Los  Angeles,  CA  90071-2205 
Telephone:  (213)  236-4(S32  •  Facsimile:  (213)  622-7100 

MARCH  27, 1996—  8:00  a.m.  to  5:00  p.m. 
The  Biltmore  Los  Angeles  Hotel,  Los  Angeles,  CA 

Mention  this  Ad  and  Receive  A  Special  Rate! 

1996  lATVF  SPONSORS 
Brobeck,  Phleger  &  Harrison  LLP 
Business  Week 
Capital  Relations,  Inc. 
Coopers  &  Lybrand  L.L.P. 

Cruttenden  Roth 
Fluor  Daniel  Technologies 
Riordan  &  McKinzie 
Silicon  Valley  Bank 
Southern  California  Edison 
Xerox  Technology  Ventures 
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MERIGA'S  NO.  1  GAR 
(PORTER  IS...  JAPAN? 

it's  right.  The  Japanese  now  outship  Detroit 


(k'legation  of  Chinese  officials  came 
t(i  America  last  year  in  search  of 
automobiles  they  could  buy  to  help 
ice  China's  growing  trade  surplus 
the  U.S.  Whom  did  they  approach? 
iii  ally,  they  went  to  Honda  Motor 
and  Toyota  Motor  Coi-p.,  America's 
two  car  exporters.  "They  wanted 
tVom  our  Ohio  plant,"  recalls  Yo 
ii(ia,  Honda's  vice-president  for  ex- 
s  from  the  U.  S.  Honda  couldn't  de- 
f,  but  Toyota  was  happy  to  oblige 
just  began  shipping  Avalon  sedans 
'hina  from  its  Kentucky  factory. 
ihiie  Detroit  focuses  on  winning  the 
;le  against  Japan  on  U.  S.  soil,  it's 
ag  on  the  high  seas.  For  the  first 
5,  the  Japanese  surpassed  Detroit  in 
•th  American  car  exports  last  year 
shipping  167,000  cars  from  U.  S.  and 
ladian  plants  while  the  Big  Thi-ee  ex- 
:ed  162,553.  Detroit  jumps  way  ahead, 
1  316,000  vehicles,  when  tinicks,  mini- 
s,  and  sport  utilities  ai'e  coimted,  but 
an  wasn't  making  those  for  export. 
N,  as  more  Japanese  tiaicks  and  mini- 
s  roll  out,  many  will  be  exported. 
i  expect  exports  from  North  America 
increase  steadily,"  promises  Toyota 
isident  Hiroshi  Okuda. 
\.  potent  combination  of  high  costs 
Fapan  and  political  expediency  in  the 
3.  is  pushing  Japan's  North  Ajnerican 
ansplants"  into  the  exporting  game, 
nda,  America's  No.  1  car  exporter, 
'otes  20%  of  its  North  American  pro- 
!tion  to  exports.  Toyota,  in  foiu-  yeai's, 
ns  to  more  than  double  its  American 
)orts.  That  means  it  will  be  shipping 
re  vehicles  from  U.  S.  ports  than  it 
•eives  from  Japan,  says  Doug  West, 
fota's  U.  S.  group  vice-president  foi- 
sort  and  logistics. 

LL  SHELVES.  Right  now,  more  thaii 
f  of  Japan's  North  American  exports 
;urn  to  the  Japanese  market.  Will 
3se  exports  ease  trade  frictions? 
obably  not  anytime  soon.  So  far, 
sy're  making  only  a  small  dent  in 
nerica's  $60  billion-plus  trade  deficit 
th  Japan.  And  the  shipments  don't 
5olve  the  larger  problem:  U.  S.  auto 
ikers  continue  to  feel  shunned  by 
panese  auto  dealers.  "We  did  not  get 


into  a  trade  negotiation 
[with  Japan]  to  make  sure 
the  Japanese  market  would 
be  open  to  Toyota  and 
Honda,"  says  Marjory  f]. 
Searing,  deputy  assistant 
secretary  for  Japan  at  the 
U.  S.  Commerce  Dept. 

Indeed,  the  Big  Three 
managed  to  export  a  paltiy 
13,675  cars  to  Japan  last 
year,  although  they  hatl  bet- 
ter luck  with  tnicks,  ship- 
ping out  23,450.  Despite  the 
trade  agi'eement  reached  in 
June,  U.  S.  executives 
charge  that  Japanese  deal- 
ers still  close  theii'  doore  to 
Detroit.  "This  is  all  about 
shelf  space,  and  we  don't 
have  good  shelf  space  in 
Japan,"  says  Andrew  Card, 
president  of  the  American 
Automobile  ManufactiU'ei-s  Assn.,  the  Big 
Three's  Washington  lobbying  arm. 
CRACKING  KOREA.  The  Japanese  argue 
their  U.S.  exports  ai"e  just  as  important 
in  resolving  the  trade  imbalance  as  what- 
ever Detroit  can  muster.  But  the  Japan- 
ese fear  their  contribution  won't  count 
for  much  on  Mar  15,  when  Washington 
takes  stock  of  how  American  companies 
are  faring  in  Japan.  "The  Clinton  Ad- 
ministration isn't  focusing  on  the  big  pic- 
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When  officials  from 
China  visited  the 
U.S.  last  year  in 
search  of  cars,  they 
called  on  Honda's 
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ture.  They're  only  looking 
at  Detroit,"  said  Philip 
Hutchinson,  the  Japanese 
auto  makers'  chief  lobbyist 
in  WasWngton. 

Other  countries  on  the 
receiving  end  of  Japan's 
exports  from  the  U.  S.  also 
ai'en't  overly  pleased.  Ships 
loaded  with  U.  S.-made 
Toyotas,  Hondas,  Nissans, 
Mazdas,  Mitsubishis,  Sub- 
anis,  and  Isuzus  ai'e  aniving  in  Taiwan, 
a  market  that  bars  vehicles  made  in 
Japan  for  political  and  economic  rea- 
sons. Another  target  is  South  Korea, 
which  also  is  closed  to  vehicles  assem- 
bled in  Japan.  Toyota,  in  particular,  is 
launching  a  push  into  that  market  with 
its  U.  S.-made  Avalons.  Detroit  is  trying 
to  crack  the  protected  Korean  market, 
too,  but  the  transplants  have  an  edge. 
"The  kinds  of  cars  Korea  and  Taiwan 
like  are  the  ones  that  the  Japanese 
make  in  the  U.  S.,"  says  Linda  Y.  C. 
Lim,  an  Asian  trade  expert  at  the  Uni- 
versity of  Michigan  business  school. 

The  Japanese  reputation  for  know- 
ing how  to  adapt  their  products  for  all 
markets  sometimes  leads  to  unusual  re- 
quests from  unusual  markets.  A  Toy- 
ota distributor  in  Iceland  just  sent  a 
letter  to  West  to  put  in  an  early  order 
for  the  TlOO  pickup  trucks  Toyota  will 
begin  building  in  Indiana  in  1998.  "It 
might  not  be  a  high-sales  mai'ket,"  West 
says,  "but  I'm  going  to  do  everything  I 
can  to  make  sure  he  gets  some  tnacks." 
It's  that  kind  of  thinking  that  is  making 
the  Japanese  such  formidable  America- 
based  exporters. 

By  Keith  Naughton  in  Detroit,  with 
Amy  Borms  in  Washington 
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The  CIA  executive  director 
must  help  rebuild  morale 
and  reinvent  a  furtive, 
balkanized  bureaucracy 

It  was  a  Capitol  Hill  ritual  in  the 
late  1980s  and  eariy  1990s.  When 
House  and  Senate  conferees  gath- 
ered to  haggle  over  billions  of  dollai-s 
of  weapons  in  annual  defense  bills,  one 
aide  from  each  side  would  stride  to  cen- 
ter stage  and  take  charge.  A  bear  of  a 
man — 6-foot,  4-inch,  235-pound  John  J. 
Hamre — would  rise  from  behind  the 
senators  seated  at  the  conference  table. 
From  the  House  staff  seats  would  come 
his  counterpart,  a  foot  shorter  and  half 
his  weight:  data-devouring,  Diet  Coke- 
swilling,  workaholic  Nora  R.  Slatkin. 

The  physical  mismatch  was  striking, 
but  it  didn't  affect  the  legislative  joust- 
ing. Armed  with  facts,  figiu'es,  and  mox- 
ie,  Slatkin  never-  wavered — and  she  won 
her  share  of  bouts.  Recalls  an  ex-Hill 
aide:  "She  was  going  to  get  clobbered  if 
she  didn't  have  a  steel  backbone." 

These  days,  Slatkin  needs  those  met- 
al vertebrae  more  than  ever.  Last  May, 
Central  Intelligence  Agency  Director 
John  M.  Deutch  named  her  to  one  of 
the  toughest  management  jobs  in  Amer- 
ica: executive  director  of  the  cia.  With 
Deutch  focusing  on  relations  with  the 
President  and  Congi-ess,  Slatkin,  40,  is 
not  only  the  highest-ranking  woman  in 
CIA  history  but  also  the  most  powerful 
executive  director  in  memoiy.  Her  job: 
nanning  the  day-to-day  operations  of  a 
$3  billion  agency  that  employs  17,000 
people.  Her  mission:  reinventing  a  bu- 
reaucracy stubbornly  resistant  to  the 
accountability  Congress  is  demanding. 
At  the  CIA,  sighs  former  Director 
Robert  M.  Gates,  "they  undei'stand  how 
foreign  policy  and  politics  are  carried 
out  in  every  country  in  the  world  ex- 
cept one.  Unfortunately,  that's  the  one 
they  operate  in." 

NOTORIOUS.  Since  May,  Slatkin  has  been 
revamping  the  personnel  system,  disci- 
plining wayward  spooks,  and  trying  to 
rebuikl  moi-ale  in  the  wake  of  the  noto- 
rious Aldrich  H.  Ames  case.  But  the 
CiA's  fiulive  culture  and  dispei'sed  work- 
force make  it  "an  immensely  difficult 
!)lace  to  nan,"  says  an  intelligence  expert. 
"There's  not  any  maiiagement  school  in 
the  wi.ild  that  can  prepare  you." 
To  hor  critics,  Slatl,in's  lack  of  cloak- 


MISSION  IMPOSSIBL 


and-dagger  experience  makes  her  sin- 
gularly imprepai-ed.  "She  wouldn't  know 
an  agent  if  he  came  up  and  kissed  her," 
sniffs  a  former  cia  officer.  Slatkin 's  re- 
sponse is  tyi^ically  assured.  "I  have  nev- 
er met  an  agent  in  a  backstreet  of  Lis- 
bon," she  concedes.  "It  doesn't  mean  I 
can't  do  this  job."  Operations  chief 
David  Cohen  notes  that  Slatkin's  job  is 
not  to  run  covert  operations  but  to  ask 
probing  questions  about  their  ratio- 
nale— and  "she's  gi-eat  at  that." 

In  any  case,  being  a  woman  may  be  a 
bigger  problem  than  not  being  a  spy. 
The  CIA  "is  a  time  warp"  when  it  comes 
to  sexism,  says  one  former  government 
official.  Last  year,  the  agency  settled  a 
class  action  alleging  sex  discrimination, 
and  the  year  before,  a  suit  by  a  female 
former  station  chief  who  claimed  male 
subordinates  had  concocted  charges  of 
alcoholism  and  sexual  misconduct  that 
ruined  hei'  career.  (The  station  chief, 
Janine  Brookner,  had  I'ecommended  dis- 
ciplining Ames  years  before.) 

Deutch  says  Slatkin's  appointment 
caiTies  an  important  message:  Women  in 


intelligence  "can  go  as  high  as  t\]  a 
abilities  take  them."  But  ex-ciA  har  hbone; 
who  claim  their  feelings  are  shared 
dozens  of  cun-ent  spymasters,  disn 
Slatkin  as  "a  demanding  little  bloi 
fi'om  Brooklyn."  (She  actually  was 
and  raised  on  Long  Island.) 
EXPLOSIVE  REPORT.  Undeterred,  Slat 
has  plunged  into  her  job.  One  of 
first  duties  was  to  chair  a  panel 
viewing  an  explosive  Inspector  Genei 
report  that  charged  two  dozen  ope  { 
fives  with  failing  to  i-eveal  the  links 
tween  a  Guatemalan  colonel  on  the 
payi'oll  and  the  murders  of  an  Ameri 
innkeeper  and  a  rebel  married  to 
American.  The  review  was  exhausti 
in  part  because  she  used  it  to  le; 
about  reporting  duties  up  the  chain 
command  and  how  case  officers  abn 
work.  "She  just  kept  jjounding  until 
did  understand  it,"  says  Deputy  Dir 
tor  for  Intelligence  John  C.  Gann 
Slatkin,  Gannon  notes,  likes  to  "hi 
one  more  meeting  than  anyone  wanl 
Once  the  panel  decided  to  sanct 
half  of  those  implicated,  Slatkin  die 
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NORAR.  SUTKIN 


TITLE 

Executive  Director,  Central  Intelli- 
gence Agency 

BORN 

May  5,  1955,  Glen  Cove,  N.Y. 
EDUCATION 

MS  in  foreign  service,  Georgetown 
University,  1979 

BA  in  international  relations, 
Lehigh  University,  1977 

CAREER 

1979  Joined  the  Congressional 
Budget  Office  as  defense  analyst 

1984  Moved  to  the  House  Armed 
Services  Committee,  where  she 
was  lead  staffer  on  the  procure- 
ment and  military  nuclear  systems 
subcommittees 

i993  Joined  the  Pentagon  as  spe- 
cial assistant  to  acquisitions  czar 
John  M.  Deutch.  Became  an  Assis- 
tant Navy  Secretary,  overseeing  a 
$26  billion  procurement  budget 

1995  Moved  with  Deutch  to  the 
CIA 


EL  shy  from  the  toughest 

KBONE:  task.  She  personally 
hasn't  called  the  operatives  to 
d  from  tell  them  of  the  penalties, 
iplming  which  included  several 
ward  forced  retirements.  The 
iks  sanctions  spooked  some 

■  spooks,  who  felt  1995  dis- 

ore  standards  were  being  apphed  to 
3ns  that  occurred  years  earlier, 
he  daughter  of  an  accountant  and  an 
•e  manager,  Slatkin  wanted  to  work 
the  government  since  her  days  as 
of  the  fu'st  women  at  Lehigh  Uni- 
5ity.  There,  Oles  M.  Smolansky,  a 
described  "left-of-the-center"  Soviet 
ign  policy  expert,  convinced  the  Phi 
a  Kappa  student  that  majoring  in 
ign  relations  wouldn't  lead  to  a  hfe 
ing  cabs.  Says  Slatkin:  "He  opened 
eyes  to  a  whole  range  of  opportuni- 
in  Washington." 

.ater,  at  the  Georgetown  University 
ool  of  Foreign  Service,  she  focused 
defense,  though  there  were  few 
nen  in  the  field.  One  of  her  three 
^children,  27-vear-old  country  & 


western  singer  Kelly 
Willis,  thinks  Slatkin 
breaks  into  male-dominat- 
ed worlds  "to  show  it  can 
be  done."  Slatkin  demurs, 
saying  it's  "part  accident, 
part  sign  of  the  times." 

Wliatever  the  case,  in 
Washington  her  record 
and  her  mentors  aided 
her  steady  ascent.  After 
winning  kudos  as  an  ana- 
lyst at  the  Congi'essional 
Budget  Office,  she  moved 
to  the  House  Araned  Ser- 
vices Committee,  where 
she  enhanced  her  reputa- 
tion as  a  procurement 
specialist.  When  Pi'esident 
Clinton  tapped  the  pan- 
el's chaLrman,  the  late  Les 
Aspin,  to  be  Defense  Sec- 
retary, Aspin  took  Slatkin 
along.  She  worked  for 
Deutch,  then  the  Penta- 
gon's acquisitions  chief, 
who  in  turn  pushed  her 
for  head  of  procurement 
at  the  Navy,  where  she 
oversaw  a  $26  billion  an- 
nual acquisition  budget. 
There,  her  tough  ques- 
tions unsettled  the  brass 
and  earned  her  the  nick- 
name "Tora  Nora." 
Noting  Slatkin's  limited  managerial 
experience,  one  congressional  source 
lumps  her  with  a  gi"oup  of  aides  who 
"wound  up  in  positions  not  due  to  the 
fact  that  they  were  superbly  compe- 
tent, but  they  happened  to  have  a  con- 
nection to  Les  Aspin."  On  the  other 
hand,  says  the  source:  "She  didn't  screw 
up  when  opportunity  knocked." 

Indeed,  Deutch  was  so  impressed 
with  her  skills — she  helped  rescue  such 
overbudget  programs  as  the  Seawolf 
submarine — that  when  he  became  cia 
director,  he  named  her  to  her  current 
$122,688-a-year  job.  "She's  a  tremen- 
dously capable  person,"  he  says.  "You 
give  her  a  management  problem,  and 
it  gets  resolved." 

Now  Slatkin  is  putting  in  60-hour 
weeks  and  working  the  mobile  phone 
during  early-morning  and  late-night 
commutes  between  her  home  in  An- 
napoHs,  Md.,  and  cia  headquarters  in 
Langley,  Va.  Says  a  senior  Navy  official: 
"She  is  an  absolutely  driven  person." 

So  driven  that  it  was  perhaps  in- 
evitable she  would  meet  her  husband 


at  work.  Slatkin  and  Oklahoman  Deral 
E.  Willis,  a  laid-back  retired  paratroop- 
er who  works  for  Senator  Ernest  F. 
Holhngs  (D-S.C.)  on  defense  and  for- 
eign policy,  first  crossed  paths  when  she 
was  at  the  CBO  and  he  was  the  Army's 
congressional  liaison  with  the  office. 
They  manned  in  1982.  These  days,  they 
like  to  spend  weekends  boating  on 
Chesapeake  Bay.  But  so  efficiency-mind- 
ed is  Slatkin  that  they  recently  bought  a 
38-foot  diesel  trawler  instead  of  a  sail- 
boat— to  avoid  wasting  time  drifting. 
UNPRECEDENTED.  Slatkin  doesn't  want 
the  CIA  to  drift,  either.  She  is  requiring 
unprecedented  five-year  budget  plans 
from  each  of  the  four  directorates:  In- 
teUigence,  Operations,  Science  &  Tech- 
nology, and  Administration.  And  she 
asks  hard  questions  about  them,  espe- 
cially if  a  plan  doesn't  support  the 
agency's  focus  on  such  areas  as  terror- 
ism and  narcotics.  Says  Gannon:  "She  is 
quite  capable  of  stopping  a  briefing 
when  she  thinks  inadequate  prepara- 
tion has  been  made." 

Slatkin's  biggest  challenge  may  lie  in 
revamping  the  agency's  balkanized  per- 
sonnel system.  The  InteUigence  unit 
alone  has  10  geogi-aphic  offices  that  jeal- 
ously guard  their  control  over  personnel 
slots.  Conducting  intelligence  in  Bosnia 
involves  coordinating  six  offices. 

Slatkin  says  she  also  wants  to  "have 
fail"  practices"  and  make  siu'e  people  are 
rewarded  for  performance.  Even  rou- 
tine personnel  decisions  at  the  cia  have 
a  Kafkaesque  quality.  Filings  in  the  sex- 
discrimination  suit  alleged  that  "'secret 
files'  that  are  never  seen  by  the  vic- 
tims" often  scotched  promotions.  Soiu'ces 
say  officials  cite  national  secuiity  to  hide 
the  reasons  for  some  decisions. 

Slatkin  has  set  up  a  Human  Re- 
soui"ces  Oversight  Council  to  consolidate 
personnel  management,  and  recruiting 
is  now  centralized.  But  she's  pressing 
top  officials  to  move  faster.  This  spring, 
she  will  unveil  an  agencywide  career- 
development  progi-am  that  will  offer  em- 
ployees more  training.  "We  want  to  re- 
cruit, attract,  retain,  and  develop  the 
veiy  best  people  in  America,"  she  says. 

That's  a  tall  order.  And  the  odds  may 
be  stacked  against  her.  Budgets  are 
tight,  the  CIA's  reputation  is  bruised, 
and  its  galvanizing  force,  the  Evil  Em- 
pire, is  gone.  Slatkin  is  confident  about 
her  game  plan.  But  even  with  Deutch 
squarely  behind  her,  she'll  need  all  the 
spine  she  showed  on  Capitol  Hill. 

By  Stan  Crock  in  Langley,  Va. 


;kin  concedes.  "It  doesn't  mean  I  can't  do  this  job." 
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Making  headway  in  the  (Chinese  marketplace 
coinpHcatcd  mancnver,  even  for  today  s  most 
listicatcd  companies.  Now  Business  Week 
give  you  the  boost  you  need  by  bringing  you 
-to-face  with  China  s  key  economic  decision- 
:ers.  Don't  miss  this  important  gathering  of 
officials  from  China's  central  government, 
lers  of  Chinese  enterprise,  and  senior 
:utives  of  major  corporations  around  the  world. 
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HOSPITALS:  CHOOSING  WELL 
TO  GET  WELL 
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make    sure    tiiat  hos{§|frfirt 
charges  fall  within  the  in 
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costs.  Otherwise,  the  hcflii) 
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to  leave  the  network,  yt  sspj 
generally  be  reimbursed 
70%  of  the  costs,  and  a 
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dollars  may  apply. 
ENOUGH  NURSES?  In  picl 
a  hospital,  whether  froi 
preapproved  list  or  not 
sure  to  check  out  doctor 
ommendations,  hospital  i 
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Sunshine  filteiing  thi'ough 
a  skylight  bathes  the 
lounge  as  the  pianist 
plays  an  old  favorite.  People 
congregate  in  small  groups 
or  sidle  up  to  a  buffet  cart 
loaded  with  fruits  and  pas- 
tries. It  could  be  any  Mar- 
riott at  teatime,  except  that 
many  of  the  guests  are  wear- 
ing pajamas  and  some  are  in 
wheelchairs  or  hooked  to  in- 
travenous drips.  They're  pa- 
tients of  Columbia-Presby- 
terian Medical  Center's 
McKeen  Pavilion,  a  hospital 
floor  in  New  York  with  the 
amenities  and  ambiance  of  a 
hotel.  Managed  care?  On  this 
floor — where  rooms  cost  $250 
more  than  the  regular  $1,290 
per  (lay — care  goes  to  those 
who  can  manage  to  pay. 

Facilities  .such  as  McKeen 
point  up  a  dichotomy  in 
American  health  cai-e.  Man- 
aged cacp  has  compelled  hos- 
pitals to  cut  staf^',  shorten  in- 
patient stays,  and  shift 
treatment  to  ambulatoiy  set- 


tings. Yet  competition  has 
also  forced  them  to  find  new 
ways  to  cater  to  the  needs 
of  patients,  especially  those 
who  have  discretion  over 
where  they  go  for  treatment. 
"You  are  seeing  two  pic- 
tures," says  Dr.  Arthur 
Kaufman,  a  physician  who 
evaluates  medical  practice  at 
Veterans  Ad- 
ministration 
hospitals. 
"One  is  focusing  on  individu- 
als and  their  satisfaction  with 
the  hospital  environment.  The 
other  is  getting  them  to  come 
in  and  get  out  fast." 
PREVENTION.  Given  this  real- 
ity, the  big  question  is  how  to 
get  access  to  the  best  hospi- 
tal care  possible.  Few  people 
are  completely  unrestrained 
in  their  choice.  Where  they 
receive  treatment  will  be  lim- 
ited by  the  parameters  of 
their  health  plan  and  abihty 
to  pay.  But  even  in  this  age 
of  managed  care,  people 
should  evaluate  their  options. 


BENEFITS 


Once  they  do,  some  patients, 
in  reverse  of  customaiy  prac- 
tice, actually  select  a  hospital 
first,  then  sign  up  with  an  af- 
filiated doctor.  "Whatever-  you 
do,  don't  wait  until  you  are 
sick  to  investigate  because 
that's  when  you  are  vulnera- 
ble and  anxious,"  says  Geral- 
dine  Dallek,  clii-ector  of  health 
policies  at 
Families  USA, 
a  Washington 
(D.C.)  consumer  gi-oup. 

Ti'aditional  fee-for-service 
health  insurance  offers  the 
gi'eatest  freedom  to  choose. 
A  typical  plan  pays  80%  of 
hospital  costs  after  a  de- 
ductible of  about  $500  per 
person,  and  100%  after  the 
patient  has  spent  $1,500  out 
of  pocket  in  a  year  Although 
the  hospital  you  select  ceases 
to  be  an  issue,  fee-for-service 
patients  cannot  just  check 
themselves  in  at  will.  Many 
procedures  and  tests  requii-e 
clearance  from  the  health 
plan's  utilization  manager 
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You'll  find  these 
in  the  Consumer's 
Guide  to  Hospitals 
($12,  Center  for  the 
Study  of  Services, 
800  213-7283)  and 
America's  Best 
Hospitals  ($19.95, 
John     Wiley  & 


vides  access  to  the  highest 
levels  of  medical  knowledge. 
But  it  also  means  you  will  be 
examined  by  teams  of  med- 
ical students  or  residents,  and 
that  a  significant  portion  of 
your  care  could  be  delegated 
to  these  trainees.  That's  a 
major  drawback  for  some 


chance  of  getting  your  plan 
to  be  flexible  if  you're  not  go- 
ing to  cost  it  more  money. 

To  get  an  idea  in  advance 
of  how  customer-conscious  a 
hospital  is,  walk  in  the  ft'ont 
door  and  see  how  well  you 
are  treated.  Call  the  hospital 
to  see  if  it  makes  customer- 


Some  patients  say  they  select  the  hospital 
first,  then  sign  up  with  an  affiliated  doctor  the'Lg  run,  is  the 


Columbia-Presbyterian  finds 
patients  who  are  willing  to 
dig  deep  for  the  added  com- 
fort of  McKeen.  Catharine 
Kelly,  70,  who  suffers  from 
cardiovascular  disease,  re- 
cently returned  to  McKeen 
for  treatment  of  a  serious 
foot  infection.  She  says  the 
care  and  comfort 
her  recov- 
and  for  that 
reason  "the  best,  in 


Sons).  You  can  also 
contact  the  Joint 
}^^A  ^^o"^™ission  on 
ffjM  Accreditation  of 
J^jH  Healthcare  Organi- 
1^1  zations  (708  91G- 
5800),  which  makes 
HH  the  results  of  per- 
formance  reports 
lilable  for  $30  apiece, 
[f  you  don't  ab*eady  have  a 
orite  primary  physician, 
ittle  down  the  list  of  net- 
rk  providers  with  an  eye 
vaxd  their  admitting  privi- 
es at  specific  hospitals, 
ep  in  mind  that  most  doc- 
s  will  refer  you  to  special- 
!  at  the  same  hospital  they 
nit  you  to,  notes  Robert 
ughoff,  president  of  the 
titer  for  the  Study  of  Ser- 
es, a  Washington  (D.C.) 
isumer  group.  To  avoid 
iting  your  options,  try  for 
)hysician  who  has  admit- 
g  privileges  at  more  than 
5  place.  One  could  be  a 
?e  medical  center  that  pro- 
es  acute  care  and  is  well 
lipped  for  complicated  ill- 
ises,  such  as  cai'diovasculai' 
ease.  The  other  could  be 
;ommunity  hospital  that's 
)able  of  treating  less  risky 
lesses  and  is  situated  clos- 
to  home. 

Find  out  if  your  health 
tn  requires  that  you  use 
i  of  its  designated  "centers 
excellence"  for  unusual  or 
nplex  cases,  such  as  trans- 
nts  or  cancer  therapy.  The 
iters  are  usually  teaching 
>pitals  affihated  with  ma- 
medical  schools,  and  many 
ilth  plans  will  pay  travel 
penses  for  the  patient  and 
amily  member  Tr-eatment 
such  a  hospital  often  pro- 


people,  warns  John  J.  Con- 
nolly, editor  of  How  to  Find 
the  Best  Doctors,  Hospitals 
and  HMOS  for  You  and  Your 
Family  ($9.95,  Castle,  Con- 
nolly Medical). 

DONT  BACK  DOWN.  If  you 

want  to  receive  coverage 
from  a  hospital  that's  outside 
of  your  plan,  you  must  make 
a  convincing  medical  case 
that  you  viill  benefit.  For  this 
purpose,  it  helps  greatly  to 
have  a  primary  doctor  who 
will  go  to  bat  for  you.  Also 
be  prepared  to  wage  a  let- 
ter-writing campaign  to  the 
health  plan  as  well  as  the 
hospital.  Sometimes  you  can 
get  the  facility  to  cut  a  deal 
under  which  it  will  accept 
what  your  insurer  normally 
pays.  You  have  a  better 


satisfaction  surveys  available. 
Then  try  to  find  people  you 
know  who  were  treated  for 
the  same  types  of  illnesses. 
Were  calls  for  assistance  an- 
swered promptly?  Are  pa- 
tients lost  in  the  shuffle? 
Were  the  nurses  caring  and 
supportive? 

Many  hospitals  have  com- 
fortable private  rooms  for  an 
extra  chai'ge  of  $100  or  more. 
At  Columbia-Presbyterian's 
McKeen  Pavilion,  a  concierge 
is  on  hand  to  assist  with  er- 
rands, and  the  dinner  menu 
includes  such  items  as  roast 
saknon  in  a  porcini  crust.  Tea 
is  served  daily  at  3  p.m.  in 
the  glass-enclosed  lounge. 
Health  plans  refuse  to  pay 
for  private  rooms  unless 
there  is  a  medical  reason,  but 


ISSUES  THAT  SHAPE  HOSPITAL  CHOICE 


YOUR  PRIMARY-CARE  DOCTOR  You  want  a  physi 
cian  with  admitting  privileges  at  desirable  hospitals. 
You  also  want  someone  who  will  make  the  case  with 
your  insurer  or  managed-care  provider  to  send  you  to 
any  hospital  that  is  medically  best  for  you. 

MEDICAL  CARE  Don't  rely  just  on  reputation  and  a 
doctor's  recommendations.  Seek  data  from  accrediting 
bodies  and  surveys  that  provide  statistics  on  medical 
outcomes,  numbers  of  board-certified  staff,  and  other 
measures.  Discount  experiences  of  acquaintances  who 
have  been  in  the  hospital  unless  they  were  treated  in 
the  same  department. 

NURSING  STAFF  This  more  than  any  other  factor 

affects  the  quality  of  your  stay  day-to-day  Nurse-to- 
patient  ratios  have  been  declining,  but  try  for  better 
than  one  to  ten. 

AMENITIES  You  should  find  clean,  comfortable  rooms; 
nutritious  food  that  is  appetizing;  flexible  visiting 
hours;  and  extra  services  such  as  massage  therapy  or 
access  to  office  machines. 
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least  expensive." 
State  teaching  hos- 
pitals have  less  costly  private 
and  upgraded  rooms.  For 
example,  the  University  of 
Illinois  at  Chicago  Medical 
Center  has  a  carpeted,  wall- 
papered VIP  suite  in  a  quiet 
corner  of  most  of  its  floors, 
says  Sidney  Mitchell,  execu- 
tive director.  It  costs  $120 
above  the  hospital's  regular 
daily  private-room  rate.  At 
the  Medical  University  of 
South  Carolina  in  Chaiieston, 
the  42-bed  Palmetto  Pavilion 
has  wood-trimmed  walls  and 
early  American  furnishings. 
A  room  costs  $450  a  day,  the 
same  as  the  other  rooms  in 
the  hospital,  which  are  all  pri- 
vate. A  two-room  suite  costs 
an  extra  $50. 

HEALING  PETS.  Instead  of 
seeking  luxuiy,  you  may  want 
a  hospital  that  focuses  on 
your  emotional  health.  St. 
Luke's  Episcopal  Hospital  in 
Houston  encourages  patients 
to  take  up  art  as  part  of 
a  program  to  provide  a  heal- 
ing environment.  For  people 
who  need  cheering  up,  it 
aiTanges  visits  with  dogs  and 
rabbits.  Such  special  support 
services  have  helped  David 
Atchley,  a  52-year-old  oil  re- 
finery maintenance  manager, 
through  the  ordeal  of  wait- 
ing since  last  July  for  a  do- 
nated heart. 

Very  few  healthy  people 
like  to  dwell  on  the  possibility 
that  they  may  need  hospital 
care  one  day.  But  evaluating 
choices  ahead  of  time  can 
make  a  huge  difference.  You 
may  get  the  kind  of  treat- 
ment that  leaves  you  feeling 
more  like  a  respected  guest — 
and  less  like  a  helpless 
inmate.       Ricliard  Kormmi 
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Personal  Business 


THIS  MARKET  COULD  KEEP 
COOKING  WITH  GAS 


Natural  gas  prices  are 
hot.  The  most  closely 
watched  spot-market 
price,  the  Henry  Hub, 

was  $3.60  per  thousand  cubic 
in  January.  Compare 


feet 

that  with  De- 
cember's aver- 
age of  $2.31,  or  January 
1995's  average  of  $1.61.  "No 
one  expected  gas  prices  to  go 
through  the  roof  like  they 
have,"  says  Michael  Smolin- 
ski.  First  Albany's  gas  ana- 
lyst. Why?  Experts  think 
the  industry  was  unprepared 
for  this  season's  eolder-than- 
normal  temperatures  after 
five  years  of  mild  winters — 
including  that  of  199.5,  one  of 
the  warmest  on  recoi'd. 

But  why  jump  into  these 
stocks  just  as  gas  prices  be- 
gin to  ease  off  theu'  seasonal 
highs?  In  1989  and  1993, 
prices  spiked,  and  every- 
one was  calling  a  market 
tui'n.  But  this  time,  many 
industry  watchers  are 
predicting  prices  to  be 
higher  than  expected,  at 
least  for  the  next  six 
months.  Precariously 
low  gas-storage  levels,  Cana- 
dian pipeline  constraints,  and 
strong  electric  and  industrial 
demand  could  put  pressure 
on  gas  supplies  thi'ough  the 
yeai\  buoying  prices  and  lead- 
ing to  gains  for  producers. 
NATURAL  HIGH?  What's  more, 
"these  companies  have  strong 
fundamentals  and  are  rela- 
tively cheap,"  says  Richard 
Weiss,  the  value-seeking  man- 
ager of  Strong  Opportunity 
and  Common  Stock  funds. 
This  sector  is  trading  at  the 
low  end  of  its  historical 
range — 7  times  cash  flow. 
"They  are  still  15%  to  20% 
below  tiieir  previous  cyclical 
peak    cash-flow  multiple, 
which  w  as  9  in  1993,"  notes 
Curt  I  .uiner  of  Donaldson, 
Lufkin   &   Jenrette.  Like 
shares  in  many  other  Indus- 


SMART  MONEY 


tries,  natiu-al  gas  stocks  have 
been  carried  up  with  the 
market  and  are  trading  near 
their  52-week  highs.  But  the 
group's  average  return  was 
less  than  half  the  34%.  (not 
including  dividends)  of  the 
Standard  &  Poor's  500-stock 
index  in  1995, 
which  means 
they  may  have  room  to  gi'ow. 

Low  gas  inventory  levels 
for  the  next  six  months  could 
work  in  the  industiy's  favor. 


Pipeline  is  completed  in  mid- 
1998. 

Strong  demand  is  another 
factor  when  it  comes  to  sup- 
ply problems.  Electric  utili- 
ties are  using  more  gas  to 
meet  rising  electricity  needs. 
The  load  for  electric  power 
has  gi'own  46%  in  the  last  20 
years,  which  in  turn  has  be- 
gun to  test  the  industry's  ca- 
pacity Umits,  notes  Smolinski. 
The  ability  to  tum  coal,  hy- 
dro, and  nuclear  power  into 
electricity  has  been  limited 
because  new  capacity  has  not 
been  ordered  since  the  1970s. 
Last  August,  electric  utilities 
generated  44.3  billion  kilowatt 
hours  using  gas — that's  the 
highest  rate  in  20  years  and 


Expecting  another  waim  win- 
ter, utilities  filled  gas  stoi-age 
to  only  93%  of  capacity,  the 
lowest  level  in  20  years. 
Northeastern  and  Midwest- 
em  cokl  snaps  strained  these 
already-low  stockpiles  and  re- 
duced them  25%  under  ■■ 
last  year's  level.  With 
some  winter  left  and  the 
need  to  refill  storage  this 
spring  and  summer,  gas 
prices  could  remain  strong. 

Canadian  pipeline  con- 
straints may  also  help  to 
keep  prices  up.  Canadian 
imports,  wliich  have  gi'own 
12%  per  year  since  1990, 
have  slowed  because  of 
limited  capacity.  So  sup- 
pUes  may  be  squeezed  un- 
til the  Northern  Border 


nearly  20%  more  than  the 
previous  year.  "As  load  con- 
tinues to  gi'ow,  capacity  Limits 
will  begin  to  show  up  in  off- 
peak  months,  too,"  argues 
Smolinski. 

Investors  should  focus  on 
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COMPANY 

STOCK  PRICE 

PRICE  TO 

(242/96) 

CASH  FLOW 

ANADARKO  PETROLEUM 

%m 

14.4 

BARREn  RESOURCES 

WA 

6.9 

CAIRN  ENERGY  USA 

13K 

6.3 

CHESAPEAKE  ENERGY 

42% 

9.6 

ENRON  OIL  &  GAS 

261{ 

8.9 

NOBLE  AFFILIATES 

l\% 

5.7 

*  Historical  range  for  the  industry  is  6  to  16 

DATA:  S  G,  WARBURG  4  CO  ,  fiRST  ALBANY  CORP  . 
BLOOMBERG  FINANCIAL  MARKETS 


companies  with  heavy  gas 
posure,  low-cost  product 
and  development,  and  h 
reserve  replacement  rate 
the  rate  at  which  a  comp; 
replaces  the  oil  and  gas 
produces,  says  S.  G.  W 
burg's  Paul  Buongiomo 
ron  Oil  &  Gas  is  a  pure  p 
on  natural  gas,  which  con 
tutes  over  85%  of  its  tc 
reserves.  Anadarko  Petn 
um  has  about  60%  of  its 
serves  in  natural  gas,  anc 
boasts  a  high  250%  re 
ment  rate. 

Much  of  Noble  Affilial 
60%  natural  gas  resei-ve  b 
is  concentrated  in  the  higl 
priced  area  of  the  Gulf 
Mexico.  That's  good  ne 
says  Benjamin  Rice  of 
Brothers  Harriman.  So 
gas-producing  regions  hi 
had  lowei'  prices  because 
weak  regional  demand 
transport  problems. 
ENERGETIC  PLAYS.  A  1 
small  companies,  includ 
Cairn  Energy  usA 
Chesapeake  Ener 
have   higher  risk 
may  have  greater 
ward  should  natui'al 
prices     remain  stro 
Cairn  and  Chesapeake  h; 
more  than  80%  of  total 
serves  in  natural  gas.  Thi 
aggi'essive-gi'owth  compar 
are  high-volume  produce 
depleting  wells  in  three 
five  years,  compared  with 
industry  average  of  eight 
ten.  Chesapeake  uses 
vanced  horizontal  driUi 
which  reduces  the  compar 
production  costs  to  15? 
thousand  cubic  feet,  well 
low  the  60(2  industiy  avera 
says  Buongiorno 

Still,  as  with  any  comm. 
ity-based  shares,  proc( 
with  caution.  A 
oil-price  drop,  should  Ii 
move  back  into  the  m 
ket,  could  depress 
prices  in  some  regions, 
creased  gas  supplies  a 
result  of  improved  te' 
nology  and  exploration 
a  cool  summer  could  a 
squelch  these  stocks.  1 
if  the  industry  bulls 
right  and  gas  prices  h( 
these  companies  will  s 
fired  up.       Toddi  Qiit 
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yersonal  Business 


ELCOME  TO  THE  WORLD 
IDE  ART  GALLERY 


len  Stewart 
Itzer,  an  art  col- 
tor  in  New  York, 
iided  to  bid  on  a 

isse  drawing  he  liked, 
inew  it  was  within  his 
e  range.  But  before  he 
)onded  to  the  dealer's 
te,  he  did  his  homework 
g  ArtNet,  an  online  data- 
3.  The  service  let  him 
up  photos  of  similar 
ks  and  re- 
w  their 
!S  histories.  What  he 
id  was  that  comparable 
vings  had  sold  for  around 

000  at  auction  within  the 
t  two  to  three  years, 
it  25%  less  than  the  deal- 
asking  price  for  the  Ma- 
;e.  That  information 
)ed  Waltzer  save  more 

1  $80,000  on  his  purchase, 
'iewing  art  onhne  doesn't 
ace  the  pleasure  of  paus- 
over  a  work  before  buy- 
it.  Nevertheless,  collec- 
.  are  finding  satisfying 
s  to  explore  the  market 
lout  budging  from  their 

What's  more,  art  lovers 
I  would  rather  look  than 

can  peruse  world-class 
!ctions  through  thousands 
nuseum  and  gallery  sites 
the  World  Wide  Web. 
leral  services,  such  as 
ipuServe,  America  Online, 
Prodigy,  offer  much  more 
ted  forums  for  buying  and 
ing  art,  but  they're  fine 
browsing. 

rUAL  BIDDING.  ArtNet 
I  4-ARTNET)  is  the  most 
insive  of  the  private  on- 
databases  cateiing  to  the 
market.  With  its  special 
ware,  you  can  get  access 
iuction  results  from  500 
ses  in  28  countries  and 
50  international  galleries, 
vever,  at  a  sliding-scale 
!  that  starts  at  $1.75  per 
ute  after  one  free  hour  a 
ith,  ArtNet  isn't  for  the 
aal  browser  but  for  the 


ONLINE 


serious  collector  interested  in 
comparing  prices  or  tracking 
down  select  pieces  through- 
out the  world. 

The  major  auction  houses, 
Sotheby's  and  Christie's,  both 
sponsor  Web  sites  that  let 
you  view  a  selection  of  works 
for  sale  as  well  as  or- 
der catalogs.  Of  the 
two,  the  Sotheby's  of- 
fering is  the  more 
comprehensive.  For 
example,  it  provides 
an  interactive  crash 
course  on  buying  art 
at  auction  for  the 
uninitiated.  Three 
scenarios  walk  you 
through  the  process, 
from  evaluating  the 
condition  of  a  work 
to  bidding.  If  your 
virtual  bid  doesn't 
land  the  item  you 
want  diuing  the  prac- 
tice session,  a  mes- 
sage fiashes  "Our 
Condolences." 

Popular  online  services  of- 
fer bulletin  boards  for  buy- 
ing and  exchanging  informa- 
tion about  art.  The  works 
featured  may  include  every- 
thing ft'om  comic  books  to 
mass-market  prints.  To  avoid 
gettmg  taken,  never  pm-chase 
anything  based  solely  on  the 


onhne  representation.  Either 
arrange  to  see  the  work  in 
person  or  obtain  a  money- 
back  guai'antee  in  case  you 
hate  it  once  it  anives. 

If  you're  just  interested  in 
browsing,  your  computer 
gives  you  entry  to  the  virtu- 


ART  ADDRESSES  ON  THE  WEB 


AUCTION  HOUSES 

Christie's:  h tt p ://ww w. Christ ies.com 
Sotheby's:  http://www.sothebys.com 

MUSEUMS 
Guggenheim  Museum: 

http://guggenheim.lehman.cuny.edu/i 
Metropolitan  Museum  of  Art: 

h  tt  p  ://www.  metmuseum.org 
WebMuseum:  http://www.emf.net/wm 

SEARCH  TOOLS 

artnetweb:  http://artnetweb.com 
ARTscope:  http://www.artscope.eom 
World  Wide  Art  Resources: 

http://www.concourse.com/wwar/ciefau 


Yahoo! 


http://www.yahoo.com 

DATA:  BUSINESS  WEEK 

al  cor-ridors  of  some  of  the 
worid's  top  museums  and  gal- 
leries. One  of  the  easiest 
ways  to  search  is  thr-ough  the 
art  section  of  the  Web's  Ya- 
hoo! dii'ectory,  which  will  con- 
nect you  to  a  bewildering  ar- 
ray of  choices.  World  Wide 
Art  Resoui'ces  is  another  ex- 
cellent passageway,  letting 


users  scan  more  than  7,000 
listings.  It's  a  gi'eat  reference 
if  you'r-e  planning  to  visit  a 
city  and  want  to  check  out 
cuiTent  museum  exhibitions. 
ARTscope  is  a  link  away  from 
many  major  New  York  and 
West  Coast  galleries.  And 
aitnetweb  allows  you  to  sam- 
ple the  avant-garde  of  online 
art,  such  as  the  Art  Crimes 
Front  Page,  which  is  devoted 
to  gi'affiti. 

SKETCHY  IMAGES.  Specific 
museum  and  gallery  online 
offerings  vary  widely.  The 
Guggenheim  Museum's  Web 
page  allows  you  to  view 
works  fi'om  its  current  exhi- 
bition, followed  by  a  state- 
ment from  the  artist  and 
quotes  from  critics.  You  can 
also  chck  on  the  artist's  pho- 
togr-aph  or-  check  out  museum 
schedules.  At  the  Metropoli- 
tan Museum  of  Art  site,  you 
will  find  interactive  floor 
plans  that  help  you  wander 
at  will  through  more  than  30 
centuries  of  art.  The  Web- 
Museum  serves  up  an  array 
of  art  sites  from  Seoul  to 
Beiiin  that  can  be  accessed 
thr'ough  hot  links,  or  words 
you  click  on. 

Be  forewar-ned:  Viewing 
art  online  does  not 
offer  the  clarity  of  a 
TV  image,  much  less 
the  real  thing.  The 
pictur'e  on  your 
screen  may  appear 
sketchy,  as  the  wide- 
ly used  8-bit  com- 
puter monitors  can 
pick  up  only  256  col- 
ors, compared  with 
16  million  on  a  24- 
bit  monitor-.  A  fre- 
quent complaint  is 
that  it  can  take  an 
eternity  to  download 
images,  but  this  is 
improving  as  Web 
sites  are  enhanced. 
On  a  road  test  with 
thr-ee  online  services  and  a 
14.4  modem,  it  took  2  to  8 
minutes  to  download  Edgar 
Degas'  Dance  Class  at  the 
Opera  fr'om  the  WebMuseum. 
But  that's  still  quicker  than 
going  to  a  library  to  look  up 
the  painting,  or,  for  that  mat- 
ter, flying  to  Paris  to  see  it 
firsthand.      Louise  Nameth 


gugg 


It.html 
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The  Second  A  n  n  m  ^  I  MM        a  r  d  s 


CALL  FOR  ENTRIES 


Champions  of 

CYBERSPACE 


EXCELLENCE  RECOGNIZED 

The  National  Information  Infrastructure  (Nil)  Awards 
recognize  best  practices  and  excellence  in  use  ot  the 
"Information  Highway.  " 

Vice  President  Gore  calls  the  Nil  Awards  "important 
to  our  future"  and  Newt  Gingrich  says  the  Awards  are 
a  "model  for  how  important  national  objectives  can 
be  achieved." 

Find  out  why.  Enter  your  project,  application  or 
service  today  and  help  demonstrate  the  power  and 
potential  of  networked,  interactive  communications. 

AWA  RD  CATEGORIES 

Arts  &  Enthrtainment  Business 
Community  Education 
Government  Health 
GII  Next  Generation 

SPECIAL  AWA  R  D  S 

ATlVT  Nil  TELEtOEEAKORATION  AWARD 

US  PO.STAL  Service  Nil  Puhlic  Access  Award 
Nil  Children's  Award 

DEADLINES 

All  entries  must  be  received  by  May  1,  1996.  Enter  early  -  by 
March  13  -  and  you  will  be  eligible  lor  valuable  prize  drawings. 

WINNERS 

Winners  will  be  honored  at  a  special  ceremony  in  the  Fall  of  1996 
and  will  be  featured  in  a  national  education  and  awareness  program. 

SPONSORS 

Sponsors  include  TIME.  PC  Wak.  Elntmnu  Leiinmig.  Nt'twork  WurlJ.  Inltniet 
WiirlJ.  fciiii;//  Cmiip/ilfr  Wnkthe  Academy  of  Television  Arts  &  Sciences,  C. 
Everett  Koop  Institute,  Morino  Institute,  Nat'l  Education  Assoc.,  American 
Library  Assoc  ,  Nat'l  League  of  Cities,  IICS,  U.S.  Information  Infrastructure 
Task  H'lrce,  Business  Wire,  and  othet  leading  organizations,  including: 


I 


UNITEDSTATES  -="=-=' 
POSTaL  SERVICE.. 


LMm     ©BELLSOUTH         SUIl  LotUS 


l'r„,Wnl,rh.,u.s,l.l.l 


H  ^CompuServe 


FOR  hN'  RY  INFORMATION 

Visit  http://  .'ww.gii-awards.com  send  email  to  info@gii-awards.com  or  caii  aoo  .50  2838 


BusinessWeek 


Pnnlmi-a  by  Am-Si.  Mtdia  int.-  Nil  Aw.^^J^.  C;ll  Aw.ircls  .inj  fall  AL.idemv  .ire  [rjJcmjrks  i>l  Access. 


iusiness  Week  Index 


:ODUCTION  AND  LEADING  INDEXES 


hange  from  last  week:  -1.0%  Change  from  last  week:  0.1";; 

hange  from  last  year:  -1.0%  Ctiange  from  last  year:  2.7% 


PRODUCTION  INDEX 


1967=100 
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Feb.  June  Oct  Feb. 

1995  1995  1995  1996 

idexes  are  4-week  moving  averages 

1  production  index  dropped  durmg  the  week  ended  Feb.  3.  Before 
;ulation  of  the  four-week  moving  average,  the  mdex  also  fell,  to  123  3, 
n  124.5.  Declmmg  auto  and  truck  output  led  the  drop.  For  the  month  of 
uary,  the  index  stood  at  125.4,  down  from  128.6  in  December. 
1  leading  index  was  little  changed  m  the  latest  week.  The  unaveraged  index 
:ed  up  to  257.5,  from  257.2.  The  January  index  increased  to  258,  from 
>.4  in  December. 


>fOLliji  !;cn  inde-  copyigfit  1996  by  The  McGfaw  Hill  Companie 

s     8W  leading  inde 

cop/nght  1996  by  CIBCR 

EADING  INDICATORS 

OGK  PRICES  (2/9)  S&P  500 

LATEST 
WEEK 

650,03 

WEEK 
AGO 

632.94 

YEARLY 
%  CHG 

35.1 

RPORATE  BOND  YIELD.  Aaa  (2/9) 

6.87% 

6.82°. 

,  -17.0 

lUSTRIAL  MATERIALS  PRICES  (2/9) 

109.8 

109,8 

-2.7 

SINESS  FAILURES  (2/2) 

NA 

NA 

NA 

AL  ESTATE  LOANS  (i/3i)  b  ii  ons 

$506.5 

$505,8 

8.7 

INEY  SUPPLY.  M2(i/29)  b.ihons 

$3,644.0  $3,649.3r 

1.6 

TIAL  CLAIMS.  UNEMPLOYMENT  ( i/27)  thous  389 

412r 

21.6 

jrceS:  Center  for  International  Business  Cycle  Research  (CIBCR),  Standard  & 
•r's,  Moody's,  Journal  of  Commerce  (index:  1990-100),  Dun  &  Bradstreet  (failures 
arge  companies),  Federal  Reserve,  Labor  Dept   CIBCR  seasonally  adpjsts  data  on 
mess  failures  and  real  estate  loans. 

tlTEREST  RATES 

OERAL  FUNDS  (2/13) 

LATEST 
WEEK 

4.93% 

WEEK 
AGO 

5.16% 

YEAR 
AGO 

5.93% 

MMERCIAL  PAPER  (2/14)  3  month 

5.13 

5.16 

6.16 

RTIFICATES  OF  DEPOSIT  (2/14)  3  month 

5.13 

5.16 

6.17 

(ED  MORTGAGE  (2/9)  30  year 

7.29 

7.31 

9.04 

JUSTABLE  MORTGAGE  (2/9)  one  year 

5.39 

5.49 

6.73 

IME  (2/14) 

8.25 

8.25 

9.00 

jrces:   Federal  Reserve.  HSH  Associates,  Reuters  Holdings  PLC 


PRODUCTION  INDICATORS 


LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%  CHG 

STEEL  (2/10)  thous.  of  net  tons 

1,971 

2,030# 

0.2 

AUTOS  (2/10)  units 

129,830 

122,352r# 

-10.5 

TRUCKS  (2/10)  units 

120,870 

108,372r# 

2.1 

ELECTRIC  POWER  (2/lC)  millions  of  kilowatt-hrs. 

68,315 

67,886# 

4.6 

CRUDE-OIL  REFINING  (2/10)  thous.  of  bbl./day 

13,614 

13,636# 

1.5 

COAL  (2/3)  thous.  of  net  tons 

17,722# 

20,002 

-17.2 

PAPERBOARD  (2/3)  thous.  of  tons  ■ 

NA# 

NA 

NA 

PAPER  (2/3)  thous.  of  tons 

NA# 

NA 

NA 

LUMBER  (2/3)  millions  of  ft. 

392. 4# 

449.0 

-13.2 

RAIL  FREIGHT  (2/3)  bilhons  of  ton-miles 

22. 4# 

24.4 

-11.5 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute.  Energy  Dept.,  American  Forest  &  Paper 
Association,  WWPA^  SFPA''.  Association  of  American  Railroads 


PRICES 


GOLD  (2/14)  $/troy  oz. 

LATEST 
WEEK 

403,100 

WEEK 
AGO 

414.200 

YEARLY 
%  CHG 

7.2 

STEEL  SCRAP  (2/13)  #1  heavy,  $/ton 

144.50 

144.50 

0.3 

COPPER  (2/10)  e/ib. 

121.1 

121.1 

-11.4 

ALUMINUM  (2/10)  e/ib. 

75.0 

73.5 

-21.5 

COTTON  (2/10)  strict  low  middling  1-1/16  in 

,  e/lb.  82.00 

83.72 

-6.7 

OIL  (2/13)  $/bbl. 

18.91 

17.69 

2.7 

Sources:  London  Wednesday  final  setting,  Chicai 

m.stket,  NYMEX 

0  market,  Metah 

Week,  fvlemphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (2/14) 

LATEST 
WEEK 

106.81 

WEEK 
AGO 

106.03 

YEAR 
AGO 

97.30 

GERMAN  MARK  (2/i4) 

1.47 

1.48 

1.48 

BRITISH  POUND  (2/i4) 

1.54 

1.54 

1.58 

FRENCH  FRANC  (2/14) 

5  06 

5.08 

5.16 

ITALIAN  LIRA  (2/14) 

1580.5 

1575.2 

1607.3 

CANADIAN  DOLLAR  (2/14) 

1,38 

1.37 

1.41 

MEXICAN  PESO  (2/14) 

7  605 

7.460 

6.090 

Sources:  Major  New  York  banks.  Currencies  expressed  m  units  per  U  S  dollar, 
except  for  British  pound  in  dollars 


aw  data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
-ipment,   l^Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn,         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


THE  WEEK  AHEAD 


DING  INDICATORS 

sday,  Feb.  20,  8:30  a.m.EST>  The 
;x  of  leading  indicators,  now  compiled 
he  Conference  Board,  was  probably  flat 
)ecember,  after  slipping  0.3%  in 
ember.  The  November  index  is  expected 
'8  revised  sharply  now  that  more  govern- 
it  data  are  available.  The  index  has  not 
n  since  August. 

flPHREY-HAWKINS  TESTIMONY 

sday,  Feb.  20,  2  p.m. est  ^  As  required 
aw,  Federal  Reserve  Chairman  Alan 
snspan  will  appear  before  the  House 
committee  on  monetary  policy  to  testify 
:he  conduct  of  monetary  policy  and  dis- 
ie  the  Fed's  central-tendency  forecast 


for  economic  growth,  unemployment,  and 
inflation  for  1996. 

FEDERAL  BUDGET 

Thursday,  Feb.  22,  2  p.m. est  >■  The  Trea- 
sury Dept.  is  expected  to  report  a  January 
surplus  of  $20  billion,  according  to  the 
median  forecast  of  economists  surveyed  by 
MMS  International,  one  of  The  McGraw-Hill 
Companies,  Washington  had  a  surplus  of 
$15.5  billion  in  January,  1995. 

GROSS  DOMESTIC  PRODUCT 

Friday,  Feb.  23,  8:30  a.m.EST>  Real  gdp 
probably  grew  at  an  annual  rate  of  1.6%  in 
the  fourth  quarter,  says  the  median  mms 
forecast.  However,  a  big  improvement  in 


foreign  trade  may  have  lifted  growth  closer 
to  2%  or  more.  The  economy  expanded  at  a 
3.2%  pace  in  the  third  quarter,  but  domes- 
tic demand  slowed  sharply  at  yearend.  The 
GDP  deflator  probably  increased  at  a  2,3% 
annual  rate  in  the  fourth  quarter,  about  the 
same  rise  as  in  the  third. 

HOUSING  STARTS 

Friday,  Feb.  23,  8:30  a.m.EST>-  The  mms 
survey  forecasts  that  housing  starts  fell 
sharply  to  an  annual  rate  of  1.25  million  in 
January,  from  a  likely  1.3  million  in  Dec- 
ember and  a  1.42  million  rate  in  Novem- 
ber. The  East  Coast  blizzard  plus  record 
cold  temperatures  across  much  of  the 
nation  quashed  homebuilding  last  month. 
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Money  Making 
Discovery  for 
Sales  Executives! 

Imagine  finding  a  hidden  universe 
with  thousands  of  emerging  private 
companies  --  where  27%  expanded 
employment  by  an  average  of  24%  from 
a  year  ago!  These  companies  created 
more  than  new  jobs  --  they  created  a 
demand  for  almost  every  kind  of 
business  product  and  service 
everything  from  office  equipment  to 
disability  insurance  to  real  estate. 
A  little  known  sales  tool  that  tracks  these 
companies  is  making  money  for  sales 
executives  who  use  it.  Called  the 
CorpTech  Directory,  it  gives  you  the 
name,  geographic  location,  and  growth 
rate  for  45,000  companies,  plus  names, 
titles  and  responsibilities  of  their 
150,000  key  executives, 
"if  direct  marketing  is  parfof  the  mix 
and  technology  companies  are  prospects, 
1  can't  imagine  a  better  tool  than 
CorpTech.  It  is  quality  information  that 
pinpoints  the  industry,  products  and 
people  I  need  to  reach."  Scott  Trudo. 
Case  View  Software. 

Need  some  help  identifying  your  high- 
tech prospects?  Order  your  1996 
CorpTech  Directory  today  --  now  also 
available  on  CD-ROM.  For  FREE 
information  package,  call  1-800-333- 
8036. 


The  Medicine  l  abel... 
Your  Road  Map  (o 
Good  Mealdi 


ins!  .IS  you  wouldn't  drive  across  the  country 
witViui  <i>nsulling  a  road  map,  you  should  never 
l  ike  medicine  without  first  reading 
■  :  .     — your  road  map  to  good  health. 

.4  ).■;•.•. ^    r  frY-.>ii  the  Council  on  Family  Health 

For  ll'i,     ■■T.i.il  !  free  brochure  on  reading  the 
iriedici  ,  .,'ivcl,  .send  a  sclf-addres.sed,  stamped 
envc   ii  lu:  Council  on  Family  Health, 
22:   '.i:  i-  Avenue  South,  Suite  1 700, 
\;  wYork,  NY  10003 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  stoiy  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Accent  Software  International  20 

Adidas  62,66 

Adobe  Systems  (ADBE)  76 

Advest Group  92 

AIG  (AIG)  43 

AlliedSignal  (ALD)  42 

America  Online  (AMER)  40.67,121 

Ameritech  (AIT)  33, 40 

Anadarko  Petroleum  (APC)  120 

AnnTaylor  Stores  (ANN)  43 

Apple  Computer  (AAPL)  12,42 

Aquila  Power  42 

Ariel  Capital  Management  98 

Ariel  Growth  Fund  (ARGFX)  98 

AST(ASTA)  12 

AT&T(D  12,20,33,76,86,94, 
126 

AT&T  Bell  Laboratories  68 
AutoPacific  Group  36, 108 

B 


BachKO  54 
BancaSerfin  54 
Bank  of  Boston  (BKB)  92 
Bank  of  New  York  (BK)  32 
Barclays  de  Zoete  Wedd  48 
Barrett  Resources  120 
Barricade  Books  43 
Bear  Stearns  (BSC)  105 
Bell  Atlantic  (BEL)  33 
Berkshire  Hathaway  (BRK)  43 
Block  Financial  12 
Bloomberg  43,67 
Boeing  (B)  12 

Borg-Warner  Security  (BOR)  86 
Borland  Intemational  (BORL)  76 
Brown  Brothers  Harnman  120 
Burger  King  43 
Business  Obiects  50 
BusinessOWeb  76 


Cairn  Energy  USA  120 
CAP  Gemini  Sogeti  76,83 
Castle  Connolly  Medical  118 
Cathay  Pacific  12 
Chartered  Semiconductor 
Manufacturing  68 
Checkpoint  96 

Chesapeake  Energy  (CSPK)  120 
Chieftain  Capital  Management  62 
Chip  Express  68,  71 
Chnstie's  121 
Chrysler  (C)  6,36,108 
Chubb (CB)  43 
CIGNA  (CI)  43 
Cxa-Cola  (KO)  6 
Collabra  76 
Comcast  (CMCSK)  33 
Compaq  Computer  (CPQ)  20, 76 
CompuServe  40, 121 
Computer  Associates  (CA)  76 
Cowen  96 
Cox  33 

Credit  National  50 
Crystal's  of  Boston  62 
Cummins  Engine  (CUM)  86 

D 


Daddy's  Junky  Music  Stores  30 
Daikyo  43 

Daimler  Benz  (DAI)  12 
Dallas  Cowboys  62 


Data  Systems  &  Software  (DSSI)  6,8 
Dean  Witter  (DWD)  92 
Del  Monte  Fresh  54 
Deluxe  (DLX)  94 
Detroit  Newspapers  67 
Detroit  Pistons  62 
Deutsche  Morgan  Grenfell  49 
Digital  Equipment  (DEC)  12,76 
Donaldson  Lufkin  &  Jenrette 
(DU)  120 
Donna  Karan  43 
Dow  Chemical  (DOW)  43,100 
Dow  Jones  Tolerate  (DJ)  67 
DreamWorks  SKG  76,79,126 
DRI/McGraw-Hill  (MHP)  26 
Duke/Louis  Dreyfus  42 


Eastman  Chemical  (EMN)  100 
Eastman  Kodak  (EK)  6,42,43.100 
ECl  Telecommunications  96 
Edify  78 

Edwards  (A  G.)  (AGE)  92 
Eiwa  Trading  48 

Electronic  Data  Systems  (GME)  43, 
76,94 

Elf  Aquitaine  (ELF)  58 

Ell  Lilly  (LLY)  82 

Enron  Oil  &  Gas  (EDG)  120 

Equitable  (EQ)  43 

ESC  Medical  Systems  96 

Exxon  Chemical  (XON)  83 


Federal  Express  (FDX)  76,126 
Fidelity  Investments  17 
Fidelity  Magellan  Fund  (FMAGX)  17, 
92 

Ella  62.66 

First  Albany  (FACT)  92,120 
Firstar  Investments  40 
First  Call  92 
First  Data  (EDO  94 
First  Executive  16 
Forbes  32,105 
Ford  (F)  36,  76, 108 
Forrester  Research  76 
Furman  Selz  100 


Gannett  (GCI)  67 
Gap (GPS)  8 
Garzarelli  Capital  92 
General  Electric  (GE)  68 
General  Instrument  (GIC)  94 
General  Mills  (CIS)  43 
General  Motors  (GM)  36,43,108 
Giza  96 

Goldberg  Moser  O'Neill  12 
Goldman  Sachs  40 
Gradient  Technologies  76 
Grupo  Costamex  54 
GrupoSidek  54 
Grupo  Zapata  54 
GTE (GTE)  33 


Herman's  World  of  Sporting 
Goods  82 

Hewlett-Packard  (HWP)  48, 68, 76 
Hoechst  100 
Honda  108,113 
Hoskyns  Group  83 

I 


IBM  (IBM)  12,12,20,42,76 

InSite  Vision  (INSV)  100 
InSoft  76 
Intel  (INTO  68 
Intemational  Armoring  8 
International  Data  40 
Intuit  (INTU)  94 
Israel  Corp  68 
Isuzu  113 

J 


Jerusalem  Global  Consultants  96 
K 


HAHT  Software  76 

Halliburton  (HAL)  30 

Hambrecht  &  Quist  (HMGT)  50,  76 

H&R  Block  (HRB)  40 

Harris  Associates  67 

Helene  Curtis  (HO  43 


Kmart  (KM)  42 
Knight-Ridder(KRI)  67 

L 


LCI  International  (LCI)  33 
Lehman  Brothers  (LEH)  54, 96 
Lens  62 

Lemout  &  Hauspie  50 

Levi  Strauss  76 

Lotus  Development  (LOTS)  76 

Lukoil  58 

M 


Mars  Advertising  12 
Mazda  108,113 
McGraw-Hill  (MHP)  123 
MCI  (MClC)  33, 94 
Merry-Go-Round  (MGR)  6 
MFS  Communications  (MFST)  33 
MGM  Grand  (MGG)  6 
Microsoft  (MSFT)  12,76,94 
Miliipore  (MIL)  62 
Mitsubishi  Motors  108,113 
MMS  International(MHP)  123 
Montgomery  Securities  96 
Morgan  Guaranty  UPM)  26 
Morgan  Stanley  (MS)  48,100 
Morningstar  98 
Motorola  (MOT)  68 

N 


National  Semiconductor  (NSM)  42, 
68,71,76 
NBA  64 
NEC  20 

Netscape  Communications 
(NSCP)  76,78,,  126 
NeXT  Computer  76,  79 
Nike(NKE)  62 
Nissan  48.108,113 
Noble  Affiliate  (NBL)  120 
Norwest(ROB)  94 
Nynex(NYN)  33 

O 


Oracle  (ORCL)  76 
Orbot  Instruments  96 
Orlando  Magic  62 

P 


Pacific  Lumber  16 
Petroleum  Finance  58 
Pfizer  (PEE)  43 
Pharmacia  100 
Philadelphia  76ers  64 
Polyconomics  105 
Pony  Sports  &  Leisure  62 
Prodigy  Sen/ices  121 

R 


Random  House  43 
RB  International  12 


Reebok  (RBK)  62 
Reuters  (RTRSY)  67 
Robertson  Stephens  96 
Rxkwell  (ROK)  42 
Rubbermaid  (RBD)  30 
Rumerson  Technologies  20 
Russell  Reynolds  Assxiates  4 

S 


0 


Salomon  Brothers  (SB)  64, 92 
Schroder  Werlhelm  36 
Sears  (SR)  6 
Shamrock  Holdings  43 
Silicon  Graphics  (SGI)  76 
Smith  Barney  62, 100 
Sotheby's  (BID)  121 
Spider  Technologies  76 
Sprint  (FON)  33 
Standard  &  Poor's  42. 54, 92 
St.  Paul  (SPG)  43 
Strong  Common  Stock  Fund 

(STCSX)  120 
Strong  Opportunity  Fund 

(SOPFX)  120 
Subaru  113 

Sun  Microsystems  (SUNW)  76 
Symantec  (SYMC)  76 

T 


Tadiran  Telecommunications  ! 
Taiwan  Semiconductor 

Manufacturing  68 
Tava  Pharmaceutical  96 
Tele-Communications  (TCOM) 
Texas  Instruments  (Tl)  20 
3M(MMM)  76.126 
Times  Mirror  (TMO  43 
Toshiba  20 
Total  aOT)  58 
Tower  Semiconductor  68, 71 
Toyota  (TOYOY)  108,113 
TRCffRR)  30 
Tribune  (TRB)  67 
TVM  Techno  Venture 

Management  50 

U 


WW 


Jul 


Unilever  (UN)  43 
Unisys  (UlS)  40 
United  Airlines  (UAL)  12 
United  Microelectronics  68 
Universal  Stainless  &  Alloy  Proi 
(USAP)  100 
Upiohn  100 
USAir(U)  12 

UtiliCorp  United  (UCU)  42 
V 


Vermeer  Technologies  76 
Visa  84 

VLSI  Research  68 
VocalTec  96 

W 


Walt  Disney  (DIS)  43 
Warburg  (S  G.)  120 
Wayfarer  Communications  76 
Wheat  First  Butcher  Singer  92 
Wiley  (John)  &  Sons  118 


Wood  Struthers  &  Winthrop  32  KtlPI 
Woolworth  (Z)  64 
WorldCom  (WCOM)  33 


Xerox  (XRX)  12 
Z 


Zona  Research  76 
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[Vestment  Figures  of  the  Week 


lENTARY 

week  in  the  U.S.  equity 
ts.  Nasdaq  stocks  and  the 
ard  &  Poor's  500-stock  in- 
se  to  six  consecutive  all- 
Jghs  before  falling  back  on 
3.  Meanwhile,  the  Dow 
industrial  average  reached 
highs  before  falling  on  Feb. 
e  Feb.  14  decline  sent  the 
elow  5600 — which  it 
id,  for  the  first  time,  on 
2.  Economically  sensitive 
.  were  strong.  Bonds  rallied 
•eb.  14,  when  traders  be- 
uncertain  about  upcoming 
mic  reports. 


STOCKS 

Feb.  Aug. 


BONDS 


THE  DOLLAR 


Feb.    Feb.  8-14  Feb.      Aug.      Feb.    Feb.  8-14  Feb.      Aug.      Feb.    Feb.  7-14 

  665       16501   I   1650       llOr   I  100 


52-week  change 
+35.3% 


-  655.58 


1609  45 


1-week  change  52-week  change 

+0.9%  +lb.b% 


I  -week  change 

■1-0.2% 


t -week  change 
+0.2% 


KET  ANALYSIS 


iTOCKS 

Latest 

%  change 
Week  52-week 

rUNDAMENTALS 

Latest 

Week  ago 

Year  ago 

ONES  INDUSTRIALS 

5579.6 

1.6 

40.0 

90-DAY  TREASURY  BILL  YIELD 

4.93% 

4.94% 

5.88% 

ZE  COMPANIES  (S&P  MidCap  Index) 

226.5 

1.1 

26.7 

30-YEAR  TREASURY  BOND  YIELD 

6.09% 

6.15% 

7.56% 

COMPANIES  (Russell  2000) 

321.1 

0.5 

24.7 

S&P  500  DIVIDEND  YIELD 

2.10% 

2.11% 

2.68% 

)MPANIES  (Russell  3000) 

371.8 

0.8 

33.9 

Ootr  jUU  rKllit/tAnNinuo  KAIIU 

18.9 

18.8 

16.2 

IGN  STOCKS 

Latest 

%  change  (local  currency) 

TECHNICAL  INDICATORS 

Latest 

Week  ago 

Reading 

S&P  500  200-d3y  moving  3ver3ge 
Stocks  above  200-day  moving  average 
Speculative  sentiment:  Put/call  ratio 
Insider  sentiment:  Vickers  sell/buy  ratio 

577.9 
72.0% 
0.68 
1.66 

574.3 
71.0% 
0.63 
1.63 

Positive 
Negative 
Neutral 
Positive 

)N  (FINANCIAL  TIMES  100) 
1  (NIKKEI  INDEX) 
m  (TSE  COMPOSITE) 

3745.0 
20,943.6 
5059.7 

0.5 
0.0 
0.7 

21.8 
16.4 
22.7 

bUSTRY  GROUPS 

BLUUIVlbtKb  MNANLIftL  MAKht  lb 

MONTH  LEADERS 

%  change 
1-month  12-month 

Strongest  stock  in  group 

%  change 
1-month  12-month 

Price 

.AND  GAS  DRILLING 

24.2 

65.8 

ROWAN 

24.3 

95.7 

11 '6 

MMUNICATIONS  EQUIPMENT 

23.2 

67.2 

ANDREW 

44.5 

28.0 

49 '/2 

TELS  AND  MOTELS 

22.3 

30.3 

HILTON  HOTELS 

31.7 

27.6 

88^/8 

RSONAL  LOANS 

22.1 

51.5 

HOUSEHOLD  INTERNATIONAL 

26.3 

67.8 

673/4 

MPUTER  SYSTEMS 

19.6 

44.9 

DATA  GENERAL 

42.9 

105.9 

17>/2 

MONTH  LAGGARDS 

%  change 
1-month  12-month 

Weakest  stock  in  group 

%  change 
1-month  12-month 

Price 

,CHINE  TOOLS 

-2.1 

0.2 

CINCINNATI  MILACRON 

-2.5 

6.0 

24'/2 

LLUTION  CONTROL 

-1.2 

5.5 

BROWNING-FERRIS  INDUSTRIES 

-3.3 

-8.6 

29'/8 

MEBUILDING 

0.6 

22.2 

CENTEX 

-6.1 

11.1 

28^/4 

NERAL  MERCHANDISE  CHAINS 

1.2 

4.2 

WAL-MART  STORES 

-1.1 

-7.4 

22 

OES 

2.2 

38.7 

BROWN  GROUP 

-7.2 

-61.0 

12^8 

fAL  FUNDS 


MORNINGSTAR  INC 


)ERS 

LAGGARDS 

week  total  return 

% 

Four-week  total  return 

% 

INITRENO  GOLD 

18.2 

GRANDVIEW  RETAIL  REALTY  INCOME 

-5.2 

HG  SELECT  EQUITY 

18.1 

WRIGHT  EQUIFUND-SWITZERLAND 

-3.7 

EYFUS  AGGRESSIVE  GROWTH 

18.1 

CRABBE  HUSON  SPECIAL 

-2.6 

eek  total  return 

% 

52-week  total  return 

% 

DAS 

94.6 

EV  MARATHON  GREATER  INDIA 

-24.4 

QELITY  SELECT  ELECTRONICS 

76.1 

AMERICAN  HERITAGE 

-24.1 

GER  CAPITAL  APPRECIATION 

76.0 

STEADMAN  TECHNOLOGY  GROWTH 

-22.0 

S&P  500 


4-week  total  return 


■H  Average  fund 
52-week  total  return 


LATIVE  PORTFOLIOS' 


r  amounts  represent  the 
int  value  of  $10,000 
;ted  one  year  ago 
ch  portfolio 

entages  indicate 
day  total  returns 


U.S.  stocks 
$13,967 

+2.19% 


J. 

Treasury  bonds 
$12,975 

+0.69% 


Foreign  stocks 
$12,192 

-0.41% 


nil 


Money  market  fund 

$10,562 

+0.12% 


DRI/McGRAW-HUL 


Gold 

$10,236 

-2.73% 


ta  on  this  page  are  as  of  market  close  Wednesday,  Feb.  14,  1996,  unless  otherwise  m- 
:d.  Industry  groups  include  S&P  500  companies  only;  performance  and  share  prices  are 


as  of  market  close  Feb.  13.  Mutual  fund  returns  are  as  of  Feb.  9,  Relative  portfolios  are  val- 
ued as  of  Feb.  13.  A  more  detailed  explanation  of  this  page  is  available  on  request.  r=revised 
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Editorials 


WHAT  DOES  THE  GOP  REALLY  WANT? 


Forgive  us  foi'  being  a  little  confused.  The  gop  took  Wash- 
ington by  storm  in  1994  on  a  platform  of  balancing  the 
budget.  Budget  reduction  was  written  into  stone:  the  Contract 
With  America.  There  was  talk  of  a  constitutional  amend- 
ment mandating  the  elimination  of  government  deficits.  And 
now?  Naiy  a  whisper  about  deficit  reduction  among  Repub- 
lican primary  candidates. 

Instead,  there  ai'e  new  voices.  Steve  Forbes  sings  about  tax 
cuts  that  will  suddenly  double  economic-growth  rates.  So 
much  growth,  we  are  told,  that  we  won't  have  to  really  cut 
government  spending  deeply.  No  pain,  all  gain.  Pat  Buchanan 
shouts  darkly  about  enemies  in  Big  Business,  immigrants 
steahng  jobs,  and  the  need  for  protectionism.  In  a  world  of 
the  global  Internet,  he  prescribes  tariffs.  Will  the  real  gop  eco- 
nomic platform  please  stand  up? 

We  think  reasonable  people  agree  that  economic  policy 
should  revolve  around  the  twin  tasks  of  cutting  the  deficit 
and  promoting  growth.  The  two  are  intertwined.  Balancing  the 
budget  would  curb  government  bon-owing  and  send  interest 
rates  down.  That,  in  tum,  should  set  off  a  refinancing  sui'ge, 
putting  cash  into  consumers'  pockets.  Lower  rates  should  also 
prompt  a  capital-investment  boom,  boosting  profits  and  jobs. 

Then  cut  marginal  tax  rates  to  allow  individuals  and  cor- 
porations to  keep  more  of  what  they  earn.  The  flat  tax  would, 
in  all  probability,  increase,  not  decrease,  the  budget  deficit. 
Tnie  believers  in  the  Republican  party  say  that  a  17%  flat  tax 
vdll  generate  enough  economic  gi'owth  and  tax  revenue  to  bal- 


ance the  federal  budget  without  the  pam  of  spending  cuts, 
wish  vdth  all  our  hearts  that  it  were  tnae.  But  httle  in  lif 
gained  without  discipline  and  difficulty,  and  we  suspect  l| 
curbing  entitlement  spending  is  one  of  them. 

Balancing  the  budget  must  be  done  through  real  fl 
sacrifice,  not  economic  alchemy.  Spending  cuts  accompaniec 
tax  cuts  can  be  a  potent  policy  brew  that  moves  the  econ( 
to  a  new,  higher  plateau  of  gi-owth,  say  3%  to  3'A%  per  y 
At  that  rate,  politicians  in  Washington  might  eventually  e 
have  a  bit  of  a  budget  surplus  to  squabble  over. 

What  is  not  acceptable  is  the  protectionist  demagogu 
now  spreading  within  the  gop.  The  Republican  Party's  hist 
tradition  of  fi'ee  trade  and  open  markets  is  being  tarnished 
an  ugly  kind  of  economic  nationalism.  Even  the  model 
Senator  Bob  Dole,  to  liis  shame,  is  beginning  to  echo  the 
threats  of  extremism.  There  is  no  way  to  suppress  the  t 
revolutions  of  technological  change  and  market  globalizat 
and  there  are  no  enemies  to  blame.  Quite  the  contrary:  G 
alization  and  technology  can  spur  growth. 

It  is  time  for  the  gop  to  get  a  giip.  Primaries  by  their 
tore  tend  to  push  candidates  to  extreme  positions  as  eae 
them  rushes  to  curry  the  favor  of  small,  tightly  organized 
ing  gi'oups.  But  the  Republican  Party  is  fast  splitting  into 
tions  proselytizing  strange,  and  dangerous,  economic  fai 
The  common  gi-ound  for  gop  economic  poUcy  revolves  aro 
reducing  the  budget  deficit  and  cutting  taxes  responsi 
The  party  should  I'eturn  to  it  as  soon  as  possible. 


GOOD  FENCES  MAKE  FOR  LOUSY  INTRANETS 


It  is  a  powerful  new  information  technology  than  can  unlock 
huge  productivity  gains.  No,  not  the  Internet.  It's  the  intra- 
net— and  it's  coming  youi-  way.  Just  as  the  Internet  connects 
people  ai-ound  the  world,  the  intranet  links  folks  within  a  single 
coiporation.  In  fact,  intranets  use  much  the  same  software 
as  the  Internet  to  connect  computers  and  people. 

The  promise  of  intranets  is  one  of  corporate  collaboration 
and  synergy.  If  executed  properly,  an  intranet  ties  togethei'  is- 
lands of  data  within  the  vast  interstices  of  corporate  bu- 
reaucracy, sparking  new  products  and  productivity.  Intra- 
nets have  worked  wonders  for  companies  as  diverse  as  3M 
and  Federal  Express  Corp.  (page  76). 

Rut  a  warning  to  the  wise:  Intranets  work  only  if  operat- 
ing units  within  companies  allow  their  data  to  be  shared.  Of 
course,  there  are  minor  benefits  by  simply  putting  company 
directories,  newsletters,  and  cafeteria  menus  on  an  internal 
Web  site.  But  i  he  larger  impact  is  lost  when  units  refuse  to 
divulge  what  tiiey  consider  proprietary  information  to  col- 
leagues. Sadly,  opei-ating  units  often  build  higher  walls  be- 
tween llvmselves  and  competing  units  within  the  same  com- 
pany than  against  outside  rivals.  When  they  do  "share" 


infoi-mation,  they  often  make  it  difficult  to  retrieve.  To  use 
power  of  intranets,  these  baniers  to  the  free  flow  of  infor 
tion  across  corjjorate  boundaries  must  be  broken  down — 
that  is  as  much  a  poHtical  decision  as  a  technological  one 

Ditto  for  top  managers  hogging  intranets.  The  ease 
intranets  is  tempting  some  executives  to  use  them  to  com 
nicate  down  rather  than  across.  Endless  streams  of  annou 
ments  about  issues  peripheral  to  today's  work  and  tomorr( 
pi-oduct  innovation  clog  the  systems.  Worse,  they  signal  i 
the  intranet  is  not  a  teclinology  to  be  used  collaboratively 
hoiizontally,  but  hieraix-hically.  If  corporations  ai'e  not  can 
intranets  can  make  for  excellent  command-and-control  syst 
rather  than  liberating  communication  channels. 

When  intranets  are  designed  the  right  way,  they  can  sf 
w^ork  and  j^romote  creativity.  The  DreamWorks  SK(;  trim 
i-ate  of  Steven  Spielberg,  Jeffi-ey  Katzenberg,  and  David 
fen  is  using  an  internal  Web  setup  and  Netscape  browser 
manage  the  creation  of  a  company.  It  may  be  that  intra) 
work  best  for  new  companies  that  have  few  bureaucr 
walls.  But  we  think  they  can  be  mighty  effective  for  es 
lished  companies  as  well. 
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